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Letters 





ABDULLAH’S CAMPAIGN 

In Daim’s Expanding Empire [Mar. 25], 
you quote me as doubting Prime Min- 
ister Abdullah Ahmad Badawi being 
able to carry through his anti-corrup- 
tion campaign. When you brought up 
the issue of the prime minister’s 
determination to wipe out corruption, 
I told you of the problems that were 
encountered in the past. In no way was 
I talking of the present. I told you that 
the prime minister would also 
encounter these obstacles. 

In addition, I became chairman of 
the investment arm of the United 
Malays National Organization in 1981, 
not 1984. When I was appointed min- 
ister in 1984, I had to resign all my 
posts in the private sector, including in 
Umno. It is also not true that I am 
advising both the Singapore and Brunei 
governments. I am unable to discuss 
. myrelationship (if any) with the Brunei 
.. royal family, save to say that we have 
- known each other for a long time. 
DAIM ZAINUDDIN 

Kuala Lumpur 


ABOUT BURMA 

David I. Steinberg's article on sanc- 
tions against Burma highlights the 
damage done to American interests 
globally as a result of its misguided for- 
eign policies. [Burma: Who's Isolating 
Whom?, The 5th Column, Mar. 11.] 
Much of the world would see the 
United States’ use of economic sanc- 
tions as a weapon of first rather than 
last resort as a transparent effort aimed 
at the domestic U.S. constituency, and 
which costs little to the U.S. itself. 


JOHN TEO 
Kuching 


Steinberg is correct in stating that U.S. 
policy isolating Burma is counter- 
|j productive. It has not changed the 
^ behaviour ofthe ruling military junta, 
= nor has it advanced the cause of 
democracy in Burma. Clearly, the U.S. 
at this stage needs to re-examine its 
policy towards Burma and come up 
with an approach that produces 
tangible results leading to the creation 
of a truly democratic state. 

The U.S. has not had an ambas- 
sador in Burma since 1990. An ambas- 











sador was not appointed at that time 
because the U.S. wanted to send a mes- 
sage to the junta expressing its strong 
and justified disapproval of the events 
of 1988. Well, a decade and a half have 
passed since then, and it is time to 
come to the realization that isolation 
and punitive measures alone will not 
bring about the desired result. 

America's first step in the reap- 
praisal of its failed past policies should 
be the appointment of a U.S. special 
envoy to talk directly with the junta and 
use sanctions as bargaining chips to 
induce the junta to move forward on 
the path towards the gradual and 
orderly turnover of power to demo- 
cratic forces and ethnic minorities. 

If the appointment of a U.S. special 
envoy starts to produce tangible results, 
then the U.S. should consider appoint- 
ing a permanent ambassador to Ran- 
goon and begin the normalization of 
relations. For, one thing is sure: Con- 
tinuing along the present path makes 
the U.S. look inept. And it prolongs the 
misery of the Burmese people. 


JACK PRINDIVILLE 
Framingham, Massachusetts 


CORRECTIONS rd 
In Free Trade Runs into Protectionism 

[Mar. 4], figures in a chart on U.S. shrimp 
imports should have been denoted in mil- 
lions of dollars, not thousands of dollars. 


In Sizing Up the Asian Market [CEO 
Call, Mar. 18], we should have said that 
Levi Strauss & Co. contracts out manu- 
facturing in seven Asian countries, 
including the Philippines where it also 
manufactures in its own plant. Within 
the larger Asia-Pacific region, the com- 
pany owns another manufacturing plant 
in Australia. 


In Cut From Different Cloth [Mar. 25], 
we made an error with Esquel Group chair- 
woman Marjorie Yang's name. Also, we 
should have said that Betsy Hentz is the 
director of merchandising for Esquel 
Apparel Inc., a subsidiary of Esquel Group. 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box i60, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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GIVEN WHAT many outside Taiwan are hearing and the 
images they are seeing— protesters at barricades battling with 
police—they can't be blamed for suspecting that democracy on 
the island is in crisis. But they'd be wrong. For if it were in cri- 
sis, Taiwanese, whether supporters of the Democratic Progres- 
. Sive Party or the Kuomintang, would be repudiating all that Tai- 
< wan has become, compared with what the mainland continues to 
. be—a communist regime. This is a disputed election; a resolu- 
_ tion will work its way through. For despite all the problems and 
-the dirt and innuendoes thrown up before Saturday's polling and 
in the aftermath, Taiwanese will vote again for the presidency in 
four years' time. No question. (See related article on page 14, and 
sth Column on page 24.) 

.  Butifanything, the elections were dismaying. This, because 
ofthe petulance of the opposition leader, the KMT's Lien Chan, 
and the initial intransigence of the incumbent, President 
Chen Shui-bian, whose victory is now being contested. While 
Taiwan's democracy isnt in crisis, its protagonists show too many 
-signs of democratic immaturity. 

. Barely hours after Mr. Chen and his running mate were shot 
-in Tainan City, KMT supporters were casting doubt over the assas- 
Sination attempt—as if anyone in his right mind would arrange 




















Crisis in Taiwan? Not Really 


 Democracy's fine. The challenge for the system is to provide better candidates 


to be winged by a bullet while in a moving vehicle. Then, instead 
of grace in defeat, the KMT raised questions over the large num- 
ber of spoiled ballots, while the DPP maintains there are many. 
good reasons for a higher number of invalidated votes this year. - 

Mr. Lien ended up giving the impression that he simply - 
thought he deserved to be president. And if events worked to 
deny him this, he appears unable to see them as anything except 
a conspiracy. So Mr. Lien wants a full recount. Certainly, precincts - 
showing narrow margins should be recounted—but Mr. Lien has 
offered no explanation why a recount should include those that 
went overwhelmingly to one or the other side. 

For his part, Mr. Chen took until Tuesday to reach out to Mr. 
Lier's party, offering a full recount and a broad investigation into 
the election-eve shooting. Instead of spending two full days bask- 
ing in his apparent victory, it'd have been better had Mr. Chen 
immediately engaged his opponent to work through issues, 
allowing the new government to get on with its job. In an elec- 
tion split so close, there is much Mr. Chen should do in 
reconciliation to help Mr. Lien accept his loss. | 

Viewed objectively, there's nothing wrong with Taiwan's 
democracy. Rather, the challenge is for the system to provide 
better candidates next time around for voters’ decisions. *: 


€ 3 . 
N O to Islamists In Malaysia, politics returns to a normal posture 


"THE MALAYSIAN Islamic party, Pas, 
entered last week's general elections hop- 
ing not only to keep the two state legis- 
latures it already controlled, but to add a 
third. Instead, it got a drubbing that shows 
one thing: Malaysians were never so 
enamoured of Islamic fundamentalist 
politics in the first place. 
In the end, Pas managed only to hold 
on to the Kelantan state assembly. While 
the state remains its stronghold, its influ- 
ence there nevertheless has sharply 
eroded: It won the right to form the state 
government by only a three-seat major- 
ity. Nationally, the party won just seven par- 
liamentary seats. All this is a far cry from 
the 1999 elections, when Pas's portfolio 
expanded to include the Terengganu state 
| government and 27 seats in parliament. 
Terengganu itself is instructive of Pas's 
broad decline. Although the state's popu- 
lation is 9596 Malay—who are Muslims— 
















this year they voted overwhelmingly for the 
secular-oriented National Front coalition. 

It may be no coincidence that just last 
year, the state passed legislation to impose 
hudud punishments on Muslims within 
its borders. Even if the legislation was 
never implemented because of objections 
by the federal government, which has sole 
responsibility over criminal law, Tereng- 
ganu’s Muslim voters saw what Pas 
had in mind and ditched it at the first 
opportunity. That, along with the recent 
unflattering view of Islamic theocracy in 
Afghanistan and elsewhere, convinced 
moderate Muslims nationwide that the 
Pas vision wasnt for them. 

Pas's success in 1999 followed Anwar 
Ibrahim's sacking as deputy prime 
minister by former Premier Mahathir 
Mohamad, which caused much anger 
among Malays against the United Malays 
National Organization, the leading party 


in the National Front. So to a degree, last 
Sunday's vote for the National Front also 
may be seen as a correction against an 
overshooting of votes for the opposition 
in 1999 on the back of sympathy for Mr. 
Anwar. The poor result this year of the 
National Justice Party, led by Mr. Anwar's 
wife, further supports this view. 
Malaysians have returned their country's 
politics to a more normal posture. 

None of this, of course, detracts from 
Prime Minister. Abdullah Ahmad 
Badawi's popularity and his own con- 
siderable successes, After all, his coali- 
tion's victory is its best in Malaysia's his- 
tory. Everything adds up to make Mr. 
Abdullah’s plans for reform within the 
context of a broadly secular political 
establishment and religiously moderate 
culture much easier to take to the public. 
Neighbours like Indonesia may want to 
pay attention. © 
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World Bank Eyes 


Return to Burma 


The World Bank is quietly paving the way for a possible return 
to Burma more than a decade after cutting ties with the 
military-run country. In early March, Bangkok-based World 
Bank representatives visited the country on a fact-finding trip 
aimed at building up a data base on Burma’s social and 
economic indicators, according to a senior bank official. World 
Bank and International Monetary Fund officials also 
conducted some official appointments in Burma last 
December. The World Bank official says that due to U.S. 
pressure to support the economic sanctions it has slapped on 
the military government for its poor human-rights record, the 
financial institution is instead working closely with Japanese 
and European lending agencies to plan a possible return to 
Burma. The World Bank pulled out of Burma in 1988 after 
soldiers opened fire on pro-democracy supporters. The World 
Bank’s move comes as international pressure mounts on 
the military regime to reopen negotiations with pro-democracy 
opposition leader Aung San Suu Kyi, who is under house 
arrest. Western diplomats say the prospect of renewed 
multilateral aid could be used as a carrot to push Burma’s 
generals toward the negotiating table. 


SPOTLIGHT ON RIGHTS IN NORTH KOREA 

A coalition of human-rights and religious organizations is 
organizing a North Korea Freedom Day in Washington on 
April 28 to highlight the Pyongyang government’s human- 
rights abuses. The day will kick off with a “freedom” rally at 
the United States Capitol building, which will feature speeches 
by members of Congress, including Republican Sen. Sam 
Brownback of Kansas, says Suzanne Scholte, chair of the 
organizing committee. The purpose of the day? "We're trying 
to show that a lot of people are concerned about human rights 
in North Korea,” says Scholte, adding that the alliance of some 
two dozen groups also wanted to build support for Brown- 
back’s draft North Korea Freedom Act, which urges the U.S. 
administration to make human rights a priority in negotia- 
tions with Pyongyang and to help Korean victims of abuse. 
Groups sponsoring the event include the conservative Defence 
Forum Foundation, the Commission on Social Action of 
Reformed Judaism, the Southern Baptist Convention and 
several Korean-American organizations. Scholte expects about 
20 North Korean defectors to participate. 


LEGISLATION Promises LAos A New DEAL 

Two key United States congressional committees have 
introduced draft legislation that would grant normal trade 
relations to Laos, the only Asian country besides North Korea 
that does not have such ties with the U.S. Vientiane and 
Washington signed a bilateral trade agreement in 1997, but 
the U.S. Congress has not ratified the pact. That’s due to 
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Patrina Malone /Newspix 


the fact that Laos has such a small economy and because of 
protests, particularly from ethnic Hmong refugees in the U.S., 
against human-rights abuses by the Vientiane government. 
This year, any trade votes could become hostage to the U.S. 
congressional elections in November. “Every day that goes by, 
Congress becomes more trade adverse," says Frances Zwenig, 
who focuses on Laos for the U.S.-Asean Business Council. 
If passed, the draft legislation introduced on March 11 would 
lower tariffs on Lao exports to the U.S. from an average of 
40% today to about 2.6%, according to trade expert Edward 
Gresser of the Progressive Policy Institute, a Washington 
think-tank. Gresser says Lao exports to the U.S., which have 
averaged $3 million-4 million annually in recent years, would 
increase substantially after tariffs are lowered. 


TIGHTENED SECURITY IN DARWIN Port 

Harbour authorities will soon tighten measures in the 
northern Australian port of Darwin, reflecting fears that its 
proximity to Asia leaves it vulnerable to terrorist attacks. 
Darwin's harbour master, Capt. Bruce Wilson, said in an inter- 
view that extensive background checks will be carried out from 
July 1 on visiting foreign crews. “From the first of July, ships 
will have to tell us where they have come from, their previous 
10 ports and any [security] issues in those ports they have to 
advise of,” he told the Review on March 22 as Australia kicked 
off a five-day nationwide counter-terrorism exercise. Darwin 
was a focus of the exercises, the largest of their kind in 
Australia. The authorities want to tighten security in the 
city of 90,000 people, which is closer to Singapore than 
Sydney, because of fears that Islamic terrorists from Asia may 
use ships as weapons of mass destruction. Security experts 
say Darwin's vulnerability is underscored by a liquefied- 
natural-gas plant now under construction at the harbour. >» 





COUNTER-TERROR GAMES: A simulated van bombing in Darwin 
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The LNG plant, being built by United States oil-and-gas 
giant ConocoPhillips, will transform the port into a major 
international export hub for Timor Sea gas. 


VIETNAM Lacs ON WTO ENTRY Process 
Vietnam appears to be falling behind schedule in its efforts 
to join the World Trade Organization by 2005. Diplomats say 
that key documents are being revised at a sluggish pace—even 
though all government ministries are under orders from 
the Vietnam Communist Party’s Central Committee to speed 
up the WTO accession process. While logistical problems such 
as computer viruses are partly to blame, more substantive 
fears of competition are also bogging down the process. “This 
is a one-party system with a lot of conservative people who are 
not necessarily in favour of international economic integra- 
tion,” notes one European diplomat in Hanoi. One of the 
biggest sticking points: Vietnam has not yet accommodated 
requests to provide all countries the same favourable treat- 
ment in services—such as banking, telecommunications, and 
distribution of goods—as was given to Americans under 
the United States-Vietnam bilateral trade agreement, which 
took effect in December 2001. But some analysts say that 
the pace of negotiations could pick up soon. From April 6-8, 
WTO Deputy Director General Rufus Yerxa will visit Hanoi 
for talks with top officials. “This is a way to get the process 
moving again. It will help them focus on a deadline," says one 
international trade expert in Hanoi. 


BUSINESSES SEEK NEw-STYLE REPORTS 

An American business group promoting ties with South- 
east Asia will launch a campaign later this year to lobby the 
United States government to overhaul its reporting on human 
rights, religious freedom, trade barriers, people trafficking 
and narcotics control in foreign countries. “As American 
companies we admit that these issues are important,” says 
Ernest Bower, head of the U.S.-Asean Business Council, a 
grouping of about 125 companies active in the 10 countries of 
the Association of Southeast Asian Nations. “When we engage 
countries that are our friends, we have to be a little more 
sensitive about what we say and how we say it.” Bower says 
his group is asking the government to consider not only 
criticizing governments for their failures in the various areas, 
but also to add concrete suggestions about how they could 
improve. Making these changes would require Congress to 
revise the reporting requirements it has imposed. 


U.S. Loses CLouT IN STUDENT DROUGHT 

A significant drop in foreign applications to higher education 
establishments in the United States has a prominent former 
diplomat worried about declining American influence in Asia. 
Stephen Bosworth describes the decline in international 
applications as “profoundly disturbing.” Most observers 
attribute the decline to heightened security concerns involving 
more rigorous checks and restrictions on foreign students 
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Damian Dovarganes/AP 


VALUABLE ASSET: A Korean girl studies at a Los Angeles college 


in the U.S. following the September 11, 2001, terrorist attacks. 
Bosworth, a former U.S. ambassador to South Korea and 
current dean of the Fletcher School of Diplomacy at Tufts 
University in Massachusetts, said on a visit to Hong Kong that 
foreign students who have graduated from U.S. colleges are 
“one of our greatest foreign-policy assets.” He added that if 
foreign applications continued to drop, "we're going to be 
in real trouble.” The U.S.-based Chronicle of Higher Education 
reported in March that American universities saw the smallest 
increase in enrolment of international students in nearly a 
decade, down to 0.6% growth in 2003 from 6.4% a year 
earlier. According to the national Educational Testing Service, 
for the current academic year the number of students taking 
the Graduate Record Examination, a standardized post- 
graduate-level entrance exam, has dropped 50% for students 
from China and 37% for those from India. 


PENTAGON STRATEGIST HEADS TO TAIWAN 

After seven years developing, coordinating and managing 
United States defence policy toward China, Taiwan and 
Mongolia, Pentagon official Mark Stokes will be leaving for the 
private sector in late March. His new employer: Taipei-based 
Fu Lai Trading, part of the Rehfeldt Group, a consulting and 
advisory firm whose clients include major U.S. defence 
contractors. Stokes’ tenure at the Pentagon coincided with a 
concerted U.S. effort to upgrade Taiwan's defensive capability, 
a push spurred by China’s live missile exercises in the waters 
off Taiwan in 1995 and 1996. Michael Swaine, an expert on 
Chinese security, credits Stokes with helping to shape Pentagon 
thinking about the military challenge posed by China. Ata time 
when many analysts argued China would be most likely to use 
a naval blockade in the case of hostilities with Taiwan, for 
example, Stokes “gave more credence to the option of more 
sophisticated, faster, precision-strike sort of things using 
information warfare, space-based capabilities, and ballistic- 
missile and cruise-missile type things,” Swaine says. = 
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THIS WEEK 


Violence Escalates in Southern Thailand 


The disappearance of a lawyer who was defending 


Thai terrorist suspects ignited another surge of 
violence in the Muslim-majority southern 

provinces (see article on page 22). Prime Minister 
Thaksin Shinawatra replaced the national police 
chief and the army commander in charge of the 





BLAST: Policeman at bomb scene 








Tokyo and Moscow have agreed 
to build a gigantic oil pipeline 
from eastern Siberia to Russia’s 
Pacific coast, with a branch to 
China's biggest oilfield at Daging, 
Reuters news agency and the 
Financial Times reported. Despite 
a denial by a Japanese vice- 
minister, the reports are a further 
sign that Japan is likely to win the 
high-stakes tussle with China over 
the route of the pipeline, which is 
expected to cost up to $10 billion. 
China has long been negotiating 
with Russia for a 2,400-kilometre 
pipeline that would run from 
Angarsk in Siberia to Daqing in 
northern China. But Japan, 
anxious to reduce its over- 
reliance on Middle Eastern oil, 
has lobbied hard for a 4,200- 
kilometre alternative route from 
Taishet, north of Angarsk, to 
Nakhodka, near Vladivostock. 
“The final destination is fixed,” a 
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south one day after 
simultaneous arson 
attacks against 39 
government targets. 
Unidentified assailants 
shot or slashed to death 
three policemen and a 
local leader. A bomb 
exploded near a city hall 
where the interior and 
defence ministers were 
meeting police. 


Japanese official told Reuters. It 
said Russian officials had last 
month ruled out the Chinese- 
backed route for environmental 
reasons. But Vice-Minister of 
Economy, Trade and Industry Seiji 
Murata said Moscow is still doing 
environmental assessments of 
several proposed routes. 


OIL TUSSLE: China's Daqing field 
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SOUTH KOREA 


On advice from his 
lawyers, President Roh 
Moo Hyun has refused to 
testify in his own defence 
at his impeachment trial, 
which will continue 
without him, local news 
reports said, quoting a 
spokesman for his 
defence team. Roh, who 
is barred from exercising 
executive power, has 
been summoned by the 
Constitutional Court to 
attend its first public 
hearing, scheduled for 
March 30. 


Facing a popular 
backlash after forcing 
through the impeachment 
vote against President 
Roh, South Korea’s 
largest political party has 
turned to the daughter of 
former military dictator 
Park Chung Hee to try to 
reverse its fortunes. The 
main opposition Grand 
National Party elected 
Park Geun Hye, 52, as its 
new leader, less than a 
month before national- 
assembly elections. 


South Korea’s GDP grew 
3.1% last year, its slowest 
pace since the 1997 
Asian Crisis, latest figures 
from the central bank 
showed. The bank said a 
fourth-quarter spurt in 
exports helped overcome 


NEPALIS REMOVE the 


bodies of victims of a 12- 


hour battle between 
Nepalese government 
forces and Maoist 
rebels—one of their 
bloodiest encounters 
since the collapse of a 
ceasefire last August. 
Hundreds of rebels 
stormed Beni, a moun- 
tain town in western 
Nepal, said an army 


spokesman. He claimed 
that 500 guerrillas were 


killed, along with 28 
police and soldiers and 
four civilians. 


weak domestic demand. 
Exports jumped 23.1% in 
the fourth quarter and 
15.7% for the full year, 
driven by shipments of 
semiconductors, elec- 
tronic goods and cell- 
phones. Private consump- 
tion fell 2.2% in the last 
quarter of 2003 and was 
down 1.4% for the year. 


LG Philips LCD Inc. said 
it would build a produc- 
tion complex near Seoul 
costing $21.6 billion over 
the next decade to make 
liquid-crystal displays. 
LG Philips, a joint 
venture of Korea’s LG 
Electronics and Dutch 
multinational Philips 
Electronics, is compet- 
ing with Samsung 
Electronics to be the 
world’s leading producer 
of LCDs, used in com- 
puters, cellphones and 
TV sets. Samsung last 
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year said it would spend 
$17 billion over seven 
years on LCD factories. 


HONG KONG 


Hutchison Whampoa’s 
third-generation, or 3G, 
cellphone service lost 
$9.6 billion in its first 
year, and Chairman Li Ka- 
shing said he expected it 
would lose more money 
before breaking even at 
the end of next year. The 
loss eroded an otherwise 
strong performance by 
the conglomerate, which 
reported flat profits of 
HK$ 14.38 billion ($1.85 
billion) in 2003. Parent 
Cheung Kong reported 
12% profit growth to 
HK$9.8 billion. Hutchison 
said its 3G subscriber 
base in seven countries 





Organization said, with 
the virus spreading in 
southern Sumatra and 
infecting West 
Kalimantan. The FAO 
also said bird flu is 
strongly suspected to 
have spread to Lombok, 
Sumbawa, Flores and 
West Timor. In South 
Korea, 420,000 chick- 
ens were culled after a 
new outbreak was found 
on a farm just north of 
Seoul, the Agriculture 
Ministry said. In Viet- 
nam, a 12-year-old boy 
died, taking Asia’s death 
toll from the virus to 24. 


AFGHANISTAN 
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since the 1997-98 Asian 
Crisis and its latest move 
to repay billions of dollars 
in foreign debt incurred in 
the wake of the crisis. A 
senior ministry official 
said the debt issue will be 
in the form of three-year 
floating-rate notes. The 
government is seeking 
foreign underwriters for 
the deal, which must be 
approved by parliament. 


JAPAN 


Mitsubishi Tokyo 
Financial Group, Japan’s 
third-largest bank, said it 
would spend $1.3 billion 
to raise its stake in Acom, 
the country’s second- 
largest consumer-finance 
company. The investment, 
which will increase its 
holding from 2.2% to 15%, 





SPOTLIGHT 


CAPTURED: 
Pakistani 
soldiers guard a 


detainee caught 


in South 
Waziristan 


TROOPS HUNT AL QAEDA 
A major offensive by Pakistani troops in the coun- 
try's autonomous tribal region netted more thit r 


100 suspected Al Qaeda loyalists but threatens — 





to provoke a wider conflict with the region's Pash- - » 
tun tribes. Indeed, tribesmen sympathetic to Al. 1 
Qaeda killed dozens of Pakistani soldiers who — : 
were sweeping South Waziristan, an area bor- 2 
dering Afghanistan, in the biggest action against — 
Al Qaeda since the September 11, 2001, terror- - 
ist attacks on the United States. Tribal leaders 
and Islamic political parties say they will call 
nationwide strikes unless President Pervez — 
Musharraf withdraws the troops. JA 
Soon after the offensive started in mid- - 
March, senior Pakistani officials raised hopes that _ 


has grown to 1.04 million 
Separately, Tom Group, a 
publishing and Internet 
company controlled by Li, 
posted its first annual 
profit since going public 
four years ago. Profit was 
HK$ 12.6 million in 2003, 
on sales of HK$2.1 billion. 


BIRD FLU 


gives it deeper access to 
lucrative but riskier 
lending. Foreign competi- 
tors such as GE Capital 
and Citigroup have 
already entered Japan’s 
consumer-financing 
sector through acquisi- 
tions of small players. 
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WARLORD: Ismail Khan 


President Hamid Karzai 
sent 1,500 Afghan 
troops to police the 


New outbreaks appeared 
in Indonesia, the UN 
Food and Agriculture 





KOREAN CULL: A worker 
kills a chicken 


April |, 2004 


siaqnay 


western city of Herat 
after fierce factional 
battles killed a cabinet 
minister and about 100 
other people. Forces of 
Herat’s powerful gover- 
nor, Ismail Khan, claimed 
to have retaken control 
of the city. The fighting 
was ignited by the March 
21 killing of Khan's son, 
Aviation Minister Mirwais 
Sadiq, by men loyal to a 
local militia commander. 


THAILAND 


The Ministry of Finance 
plans to issue $1 billion in 
dollar-denominated 
bonds, Thailand’s first 
sovereign-bond issue 


In a move that could 
mean more discount 
fares for travellers in Asia, 
Malaysian no-frills carrier 
AirAsia plans to raise the 
equivalent of $200 million 
in an initial public offering 
in Kuala Lumpur in 
September or October, 
said the airline’s execu- 
tive director, Kamarhud- 
hin Meranun. The 
proceeds will be used to 
fund its regional expan- 
sion, he said. AirAsia 
aims to increase its fleet 
of 14 Boeing 737-300s to 
30 by year end. It has 
named Credit Suisse First 
Boston and RHB Sakura 
to manage the IPO. 


troops had encircled Ayman al Zawahri, the - 


Egyptian doctor who is Al Qaeda’s No. 2 after - 
. Osama bin Laden. More than 6,000 Pakistani : 
troops engaged in a stand-off with Pashtun tribes- - 


men and foreign militants who were believed to 


be protecting a “high value” target hiding in - 
mud fortresses. But as the fighting continued, _ 

. Pakistani officials said they found a 1. culo t 
tunnel running from the militants’ base through - 


which al Zawahri could have escaped. 

The offensive is being coordinated with U.S. - 
troops across the border in Afghanistan i ina 
"hammer-and-anvil" approach that the Pentagon 


hopes will flush out some 500 Al Qaeda fighters. — 
The Bush administration has praised Musharraf 
for his actions and designated Pakistan a major _ 


non-Nato ally, a move that will give Musharraf's 
government access to loans and priority in buying 
U.S. military equipment. Jay Solomon 
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The Result Is Final: 
A Divided Taiwan 


The first count gave incumbent Chen Shui-bian a razor-thin victory over contender Lien Chan, 
and Chen’s significant gains at the polls show that nationalist sentiment is strong. However the 


dispute over results is resolved, leaders will be facing deep divisions in Taiwan 


By David Lague/TAIPE! 





Ray Li/Reuters 
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CONFIDENT OF VICTORY: Initial results showed Chen Shui-bian and Annette Lu won the March 20 poll by almost 30,000 votes 
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IT WAS THE EXPLANATION the entire 
island was waiting to hear. Amid contin- 
uing political protests, Taiwan's President 
Chen Shui-bian on March 23 went pub- 
lic for the first time with an account of 
the failed assassination attempt that 
appeared to have delivered him a narrow 
and controversial win in the island’s pres- 
idential election three days earlier. 

His voice cracking with emotion in a 
televised meeting with senior government 
officials, Chen said the bullet that tore 
across the surface of his abdomen while 
he was campaigning in an open vehicle 
in the southern city of Tainan on elec- 
tion eve had left him with a painful 
wound. While he was being treated in 
hospital, his thoughts turned to events 19 
years earlier in the same city when his 
wife had been hit by a truck and paralyzed 
from the waist down in what he has 
claimed was a politically motivated attack. 
“My feelings were very complicated,” 
Chen said, fighting back tears. 

Chen's detailed explanation of the 
shooting that also left Vice-President 
Annette Lu with a bullet wound to the 
knee may put to rest widespread suspi- 
cion among his angry opponents that the 
attack had been faked in a last-minute bid 
to win voter sympathy. Going into the 
election, opinion polls showed Chen and 
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FAITHFUL FOLLOWING: Supporters of Lien and Soong continue to push for a speedy recount 


Lu trailing opposition Kuomintang, or 
Nationalist Party, candidate Lien Chan 
and his running mate, James Soong, from 
the People First Party. 

Just as importantly, the support Chen 
pledged for a recount is likely to ease a 
political crisis that has erupted since he 
retained office with a mere 0.2% mar- 


CHALLENGES GO 
TO THE WINNER 


e President Chen said he'll 
support a recount after 
his opponent denounced 
the poll as “unfair” 


e Analysts doubt that 
challenger Lien would 
win in a recount 


e Whoever wins must 
address deep divisions 
among Taiwan’s people 


e A strong swing towards 
Chen since the 2000 
election suggests that 
nationalism is on the 
rise in Taiwan 





gin—less than 30,000 votes out of almost 
13 million cast. 

Lien bitterly denounced the poll as 
“unfair” after the result was announced, 
and questioned the circumstances sur- 
rounding the assassination attempt, 
implying that it had been staged. He and 
Soong launched a legal challenge in Tai- 
war's High Court claiming that the ballot 
was marred by widespread irregulari- 
ties, which the court later rejected because 
the Election Commission had yet to offi- 
cially declare a winner. 

“I won't object to a full-scale recount 
to help us find out the truth,” Chen told 
senior officials. Chen offered to intro- 
duce legal amendments to Taiwan's elec- 
toral laws, opening the way for a recount 
that election officials say could take 
place by April 3; Lien’s party agreed, after 
first seeking a quick recount by emer- 
gency decree. 

Most analysts are doubtful that Lien 
would come out in front in a recount. 
But regardless of the outcome, one of the 
biggest challenges facing all political 
leaders in Taiwan will be to heal the deep 
divisions that were opened during a fiery 
and bruising campaign. “Even with a 
recount, neither side will be content,” 
says National Chengchi University aca- 
demic and government foreign-pol- >> 
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UNCERTAIN TIMES: (Above) Chen supporters celebrate; Lien and Soong at a post- 








election protest; Lien supporters demand a recount; (/eft) Chen after the shooting 
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icy adviser, Yuan I. “This will have a long- 
term impact on Taiwan. I’m worried 
about it." 


Impact on business sentiment 
remains to be seen. Stocks on the Taiwan 
Exchange fell 6.796 on the Monday fol- 
lowing the vote and a further 2.996 the 
next day. Trading as the REVIEW went to 
press on Wednesday suggested that 
investors remained anxious about reso- 
lution of the deadlock. 

In a sign that Chen realizes that polit- 
ical reconciliation is necessary for Taiwan's 
fledgling democracy, the president ex- 
pressed sympathy with his opponents 
over their election disappointment in his 
March 23 meeting. And, in comments that 
appeared to be aimed at placating critics 


who fear he will provoke conflict with 
China, Chen appealed for stability across 
the Taiwan Strait. Most observers expect 
this conciliatory tone to be carried through 
his inauguration speech, scheduled for 
May 20 providing he is still in office. 

The controversy over the election 
obscures the fact that Chen, the leader 
of the independence-leaning Democratic 
Progressive Party and a fervent advocate 
of a distinctive Taiwanese identity, was a 
bigger winner than the margin alone sug- 
gested. In order to secure that tiny advan- 
tage, he sharply increased his share ofthe 
popular vote from the 3996 he captured in 
a three-way contest against Lien and 
Soong in 2000 to 50.196. 

This is bad news for China. Even ifa 


CHINA BITES ITS TONGUE 


In contrast to the mainland's missile tests and military man- 
oeuvres during previous Taiwanese presidential elections, 

this time Beijing hardly rattled a butter knife. Despite the main- 
land government's professed neutrality regarding the result, 
official Taiwan-affairs scholars say Beijing was counting on incum- 
bent Chen Shui-bian to be unable to top his personal best of 

3976 of the vote. For the moment, Beijing has held its tongue 
about Chen's re-election and the assassination attempt that 
preceded it. 

To many Beijing officials, a Kuomintang victory would have 
provided the last chance at negotiating a settlement of the Taiwan 
issue. In their view, China now has four years before, according to 
Chen's timetable, Taiwan rewrites its constitution and becomes 
independent in name and in fact, and so China must accelerate 
its military and diplomatic preparations to prevent this outcome. 

This is partly a debacle of Beijing's own making. "Beijing is 
masterful at setting parameters for diplomatic interactions on its 
own terms," says Alan Wachman, an expert on China's foreign 
relations at Tufts University's Fletcher School of Diplomacy. This 
tactic, he adds, paints Beijing into a corner. Beijing has set the 
precondition of admitting that there is only one China, which 
Chen has shown no intention of accepting. 

Having pilloried Chen as a traitor and rebuffed his 
overtures towards negotiations, the possibility of talks appears 


to have receded further with Chen's re-election. 

"By casting the president as the problem, Beijing is wishing 
away or failing to accept the deeper problem of a separate Tai- 
wanese identity," says Wachman. During the campaign even the 
Kuomintang, aware of public sentiment, followed Chen's party's 
lead in admitting that independence was an option in the future. 
Chen's 50.1% of the March 20 vote suggests that the issue of self- 
determination is substantial. 

One ray of hope, from Beijing's perspective, was the failure of 
Chen's referendum on relations with the mainland. In the past, 
Beijing has ridiculed vote-buying in Taiwan's local elections and 
fist fights in its legislature as proof of an immature democracy for 
which the mainland has little use. This time Beijing gloated about 
the referendum result. 

Chen plans another referendum in late 2006 to rewrite the 
constitution, which preserves Taiwan's few formal ties to China. 
This, from Beijing's view, is the silver lining in Taiwan's democratic 
process: Chen can't deliver a new constitution unless the people 
vote for it. If a 2006 referendum is voted down, Chen's eight-year 
term could be seen as an empty threat to Beijing. But if Beijing 
hopes to be let off the hook by a future vote that could in fact 
succeed, it may be overestimating its military deterrent in the 
eyes of Taiwan's voters, and underestimating the advance of 
Taiwan's democracy. Anthony Kuhn 
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recount gives the victory to Lien, the 
strong swing towards Chen suggests 
nationalist sentiment on Taiwan is on the 
rise. This, combined with a growing 
desire for democratic reform in Hong 
Kong, means that Beijing is increasingly 
under challenge from two relatively small 
but economically powerful groups of vot- 
ers on the periphery of the mainland. And 
this pressure on the Chinese leadership 
is set to intensify with elections for the 
lawmaking bodies in Hong Kong and 
Taiwan before the end of the year. 

In the meantime, Beijing must decide 
how to respond to Chen's success. 
Clearly, proof of growing support for Tai- 
wanese nationalism is a serious blow to 
the ruling Communist Party’s dream of 
reunification. It also heightens fears 
that China might eventually resort to 
force if it judges that the island is drift- 
ing steadily towards formal independ- 
ence—though few experts believe China 
is likely to react rashly in the short term. 
“I don't think China is going to do any- 
thing stupid," says Canberra-based strate- 
gic analyst Allan Behm. "They are not 
going to put the fleet to sea or fuel up 
their missiles." 

That restraint may be tested if Chen 
makes good on his pledge to introduce a 
new constitution for Taiwan by 2008, a 
move Beijing views as a dangerous step 
towards consolidating Taiwanese identity 
and political independence. 

The only good news for Beijing from 
the poll was that Chen's controversial ref- 
erendums—-to win support for extra mili- 
tary countermeasures to China's missile 
build-up and for dialogue with Beijing on 
an equal footing—failed because less than 
half of voters bothered to answer the ques- 
tions. This was widely interpreted as a show 
of common sense from an electorate anx- 
ious to avoid unnecessary provocation. 


CHALLENGING CHINA 
While ignoring Chers victory in the poll's 
aftermath, China's official Xinhua news 
agency crowed in a March 23 editorial that 
the referendum had failed "ingloriously." 
"The referendum on March 20 was a 
political fraud meticulously designed by 
Chen Shui-bian, aiming to split the 
nation, provoke relations between the two 
sides and seize power," Xinhua said. 
Some commentators suggest that Bei- 
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Washington Is ‘Strictly Neutral’ 


On the morning of March 20, journalists gathered at Taiwan's 
the Taipei Economic and C 
grapefruit slices and Egg McMuffins an 
ial ambassador, shuttled between them and his office 


Washington, 


C.J. Chen 

upstairs 

Schrivet 
as 


, Taiwan's unoffic 


_ AS Chen Shutbian’s razor-thin 


S s where he talked by p phone to Tai 


s unofficial embassy in 
;ultural Representative Office, to snack on 
d watch the election returns from Taiwan. 


pei and to State Department official Randall 
vic tory be came apparent, the journalists 


ked: When would the United ay be issuing a statement, and what would it say? 


“They are presently working on 
told | repor ters soon after 9 a.m 
with Schriver, Chen continuec 4 


He said an hour to an hour-and-a-half." 
best thing—what he thought the U.S. would Say. 


” C.J. Chen, a dapper former for 
, or i. 
“He said, ‘Shortly | 
Then, to fill the void, Chen offered the next 


elen minister, 
Referring to conversations 
said ‘What does shortly mean?’ 


.m, Taipei time. 


Li 
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"Basically, i think they will congratu- 


late our victor. At the same time, they will express that they understand that ther 


some controversy about the results of the election . 


. But this is our internal matter, 


so they will be very cautious about how they express this.” 


Eventually, just before 1 
to Ch 


hen's prediction, it conspicuot ush did not congratulate a winner, 


lt am., a statement from the U.S. did come, but contrary 


“The United 


States congratulates the people of Taiwan for having conducted a democratic 


election campaign and for 
large numbers," 


having exercised their democratic voting rights in such 
read the statement, from 


state Department Deputy Spokesman 


Adam Ereli. The statement went on to acknowledge the dispute over the result and 
express confidence that a calm, legal resolution would be reached. 
Two days later, on March 24, State Department Spokesman Richard Boucher 


explained that the L 


who won." The U.S., he stressed, is 


jing’s most likely response will be to 
increase demands on the United States to 
restrain Chen while continuing a threat- 
ening People’s Liberation Army build- 
up opposite Taiwan. 

Indeed, a Chinese spokesman said on 
March 23 that Foreign Minister Li Zhao- 
xing had telephoned U.S. Secretary of 
State Colin Powell on election day to urge 
Washington to “do more” to ensure peace 
and stability across the Taiwan Strait. 

Even before the shooting and the 
ensuing controversy, Chen's confronta- 
tional political style had become a highly 
sensitive issue for the U.S., which has 
pledged to help Taiwan defend itself if 
the island comes under unprovoked 
attack. Under pressure from the Chinese 
leadership, President George W. Bush in 
December rebuked the Taiwan leader for 
his referendum plans and forced him 
to water down the questions. However, 
if the election result stands, the Bush 
administration will have little option but 


LS. felt it was "not for us to say who won but for them to tell us 
“strictly neutral as regards the outcome.” 
Susan V. Lawrence 





to support the Taiwanese people's dem 
ocratic choice. While Lien and Soon 
prepared their twin legal challeng 
Washington took the unusual step 
withholding its congratulations for th 
winner (see article above). fe 
If Chen does win a recount, Lien migh 
still have the option of refiling his laws 
in the High Court. And if Lien and Soon 
fail to reverse the election result, it will t 
their second failure at the presidential polls 
and probably the end of their political 
careers. Some Kuomintang supporter 
say that this might be an opportunit 
for the party to begin rebuilding under. 
fresh leadership. 1 
For academic and adviser Yuan I, at 
least one issue is not in question, He 
insists it is up to the voters of Taiwan to 
select their leaders and that China will 
have to accept that political reality. “They 
will have to recognize the inevitable trend 
that a majority of Taiwanese will be con- 
trolling the country,” he says. $ | 
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MALAYSIA 


A Vote of 
Confidence 


The ruling coalition’s landslide poll victory 
gives a boost to Prime Minister Abdullah’s reform 
plans. Now he must act on them 


By S. Jayasankaran/KUALA LUMPUR 


DURING MALAYSIA’S 1999 general election, a broom-wield- 
ing housewife chased Norman Mansor out of her house as he 
was trying to canvass support for the United Malays National 
Organization (Umno) in the northern town of Pokok Sena. 
“The people were really hostile to us then. This time, there 
was no problem at all,” says Mansor, recalling his experi- 
ence in the former stronghold of the opposition Islamic Party 
of Malaysia, or Pas. 


GREAT EXPECTATIONS: Prime Minister Abdullah Ahmad Badawi basks in glory, clearly headed for victory 
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It showed on March 21, when an Umno-led coalition swept 
to a landslide general election victory as voters rejected the 
Islamic conservatism of Pas in places like Pokok Sena and 
gave the thumbs up to Prime Minister Abdullah Ahmad 
Badawi's reformist agenda and moderate Islamic policies. 

The premier was the National Front alliance's biggest asset 
in winning over the ethnic Malay vote as he successfully 
distanced himself from his predecessor, Mahathir cis, 
and pledged change. But whether he will deliver on his prom- 
ises remains to be seen. “The expectations of him are very 
high,” Says veteran journalist and Umno watcher Kadir Jasin. 

“People will be watching him very closely.” 

Pokok Sena in the state of Kedah was supposedly a safe 
seat for Pas and its incumbent legislator Mahfuz Omar, a fire- 
brand orator and senior party official. But the local electorate, 
78% of whom are ethnic Malay Muslims, rejected Mahfuz and 
voted for Umno's Abdul Rahman Ibrahim, a political vet- 
eran with no particular religious credentials. 

The voting trend continued in most of the Peninsular 
Malaysia constituencies that both parties contested. The result: 
Pas had its worst electoral showing since 1995, winning 
just seven parliamentary seats against the 27 it picked up five 
years ago. 

The dismal result saw it overtaken as Malaysia's largest 
opposition party by the Democratic Action Party (DAP), which 
won I2 seats. Pas lost the oil-rich state of Terengganu to 


limin Lai/ AFP 





C irn A * 














Umno, and only retained control of the northeast state of 
Kelantan by a three-seat majority. 

Meanwhile, the ruling National Front coalition won 90% 
of Malaysia’s 219 parliamentary seats with 64% of the pop- 
ular vote. Both figures are records for the coalition, which has 
governed Malaysia in one form or another since independ- 
ence from Britain in 1957. 

The National Front's convincing victory reflected Umnos 
superior campaign strategy and machinery and it firmly 
endorsed the platform of Abdullah, who took over as pre- 
mier from Mahathir on October 31. “Ever since 9/11, 
Malaysia has been portrayed as a moderate Islamic coun- 
try," says Bridget Walsh, a Southeast Asian specialist at Johns 
Hopkins University, referring to the terrorist attacks in 
the United States on September 11, 2001. "This election 
shows why." 

The victory also strengthens Abdullalis grip over Umno, 
legitimizing his position as the undisputed leader of the polit- 
ically dominant Malays, who make up about 6096 of Malaysia's 
25 million people. Consolidating his party position—he is 
president—ahead of 
Umno polls in June to 
the party's policy-mak- 
ing Supreme Council 
would bolster the elec- 
toral chances of his key 
allies. It would also 
leave the premier free to 
rid the party of corrup- 
tion, a task that his 
aides say he wants to 
push through. 

The victory also 
restores Umno's posi- 
tion as the dominant 
Malay political group. 
In 1999, enraged ethnic 
Malays had deserted the 
party in droves after 
Mahathir's sacking of 
charismatic Deputy Prime Minister Anwar Ibrahim. Indeed, 
the 14-party National Front would have lost its two-thirds par- 
liamentary majority at that time if not for non-Malay support. 

Mahathir's absence also contributed to the win. The 
combative former premier did not run in the election, but 
he did campaign for the Front, mainly in ethnic Chinese- 
majority areas and some parts of Kedah, his home state. 
Significantly, he did not go to either Kelantan or Terengganu 
to campaign. Party insiders say he decided not to venture 
into the Pas heartland after listening to the advice of 
Umno officials. 

Indeed, the deep reservoir of anger among the Malays over 
Mahathir's treatment of his former heir apparent seemed to 
fade with Mahathir's departure from power. "Of course, 
Mahathir was disliked by many Malays," says businessman 
Jaafar Ismail, who voted for the National Front in Kuala 
Lumpur. ^How else does one explain the Malay swing?" 























































By the same token, the Anwar factor seemed to have: 
diminished. While many Malays continue to be sympathetic- 
to his plight—he is serving 15 years in prison after being con-- 
victed in 1999 and 2000 on separate charges of sodomy 
and abuse of power—they no longer feel compelled to trans 
late their feelings into votes. 

Anwar's wife, Wan Azizah Wan Ismail, was re-elected in 
Permatang Pauh, Anwar's old seat. But she was the only win- 
ner among the 59 candidates fielded by the National Justice. 
Party, or Keadilan, which was formed after Anwar's sacking in. 
1998. Even so, her majority was reduced by 93%. 

Walsh of Johns Hopkins recalls interviewing a group of. 
young Malays who said they would vote for the Front despite. 
Anwar. “One guy explained it this way,” says Walsh. “He 
said it was not that he loved Anwar less, but that he loved. 
Malaysia more.” E 

The electoral result also marks a return to the political sta- 
tus quo of the early 1980s, with the largely ethnic Chinese. 
DAP facing off against the Malay-dominated National Front. 
This political realignment could also force changes to Pas 1 
Ever since the death. 
in 2002 of its former. 
president, Fadzil Noor, 


ceived as a moderate, 
Pas's leadership has 
grown increasingly con- 
servative and narrowly. 
theocratic in orientation. 

Islamic hardliners. 
won key positions at the 
party's last internal elec: 
tion in 2003, edging out. 
people perceived to be 
more moderate. Given: 
their rejection by the 
Malays, analysts say that 
the party could move to 
soften its image. | 

Even so, the extent. 
of the Front's victory surprised many analysts. “I didn't 
expect this clean sweep," says R. Ramasamy, a political 
scientist at the National University of Malaysia. "I thought 
the opposition that emerged after the last elections had a 
certain vitality, that it would create a greater democratiza- 
tion of Malaysia." 

The Front must also have won votes through its slick and 
inoffensive campaign style—Abdullah set the tone early 
in the campaign when he refused to attack his opponents 
directly. Indeed, campaign advertisements carried in the 
media focused on the Front's achievements. 

The machinery trotted out by the Front was also awe- 
some. One standout statistic: The electoral turnout in 
Terengganu was 85%, unprecedented in the state's his- 
tory. "You can't get that kind of turnout without the machin- 
ery, "says Walsh of Johns Hopkins. "Abdullah ran a populist 
and very effective campaign." = 
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Mexico First 


How a free-trade agreement with Mexico could 
help Japan compete for Asian partners 


By Martin Fackler/Tokvo 


WHEN JAPAN REACHED the broad outline ofa free-trade pact 
(FTA) with Mexico earlier this month, it was seeking a back 
door to the lucrative United States market. But it also needed 
the agreement for a less obvious reason: to compete back 
home in Asia with rising rival China. 

Japan and Mexico capped 16 months of negotiations in 
a March 12 videoconference between the trade and agricul- 
ture ministers of both countries. Officials say the agree- 
ment should be ready for signing in about three months. 

The breakthrough in the once-stalled talks came after Japan 
made concessions in the 
sensitive agricultural sector, 
agreeing to further open its 
markets to Mexican pork, 
orange juice and other prod- 
ucts. Japanese reluctance to 
open its farm markets had 
been the biggest hurdle to 
an agreement, causing an 
embarrassing breakdown 
in negotiations in October 
when Mexican President 
Vicente Fox was on hand in 
Tokyo to announce a deal. 

The concessions were a 
victory for the likes of Nissan 
and Sony, which wanted the 
deal to compete on an equal 
footing in Mexico with rivals 
from the U.S. and Europe, which already have FTAs with 
Mexico. This could boost trade between Japan and Mexico, 
which totalled $6.1 billion in 2001. More importantly, products 
made at Japanese-owned factories in Mexico can also be sold 
tarif-free in the U.S. under the terms ofthe U.S.-Mexico pact— 
so long as they meet local content requirements. 


THE REAL PUSH 

But officials say the decisive push in Tokyo's giving ground 
on agriculture came from a new urgency brought about by 
the rising influence of China, which has been flexing its mus- 
cles in Asia by building closer trade relations. Beijing wants 
to conclude a sweeping free-trade pact with six Southeast 
Asian nations by 2010, tempting those countries with access 
to its own mammoth market of 1.3 billion people. 
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SENSITIVE SECTOR: A drop in pork tariffs helped seal the Mexico deal 


Fears that Beijing is stealing a march have Tokyo scram- 
bling to catch up. Starting last year, Japan has begun rushed 
negotiations to conclude FTAs of its own by the end of this 
year with Thailand, Malaysia and the Philippines. It is also in 
talks with South Korea and Indonesia. 

But it won't be easy, because each of those countries has 
demands of its own. Thailand, for instance, is a major agri- 
cultural exporter and will want Japan to let in more sugar, 
chicken and rice. The Philippines offers a different challenge: 
It wants Japan, an ethnically homogeneous nation, to open 
its doors to Filipino nurses and maids. 

Still, Japan’s investments in Southeast Asia are massive— 
a cumulative $22 billion in 1995-2001. China’s foreign direct 
investment in the region by 2001, though growing fast, barely 
topped $1 billion, according to generous estimates. And 
though in the doldrums, Japan's $5 trillion economy is still 
five times as large as China’s. But Japan has to overcome a 
reputation of being miserly about buying foreign products, 
particularly farm goods, which are a key export of coun- 
tries such as Thailand. Japan had long shielded farmers 
because they’re a core constituency of the ruling Liberal 
Democratic Party (LDP). 

Japan’s need to prove it can strike a market-opening 
agreement that includes 
agriculture gave a new 
importance to negotiations 
already under way with 
Mexico, say Japanese offi- 
cials. Japan had signed just 
one FTA, and that was with 
Singapore, a small city state 
with no farm exports. 

After October's fiasco, 
Japanese Prime Minister 
Junichiro Koizumi inter- 
vened personally to get a 
deal done, officials say. Trade 
officials and experts say the 
willingness of Koizumi to 
overrule the objections of 
politically powerful farmers’ 
groups reflects a new con- 
sensus within the LDP about the importance of free trade 
to Japan’s national-security interests. 

The key concessions in the Mexico negotiations came in a 
secret new offer in January, according to officials close to the 
talks. Under the sweeter new offer, Japan agreed to cut existing 
tariffs in half on 6,500 tonnes of orange juice per year within 
five years, much higher than its October offer of 1,000 tonnes. 
Mexico now exports about 4,000 tonnes a year. Japan also 
offered to halve tariffs on 80,000 tonnes of pork per year within 
five years, up from October's offer of 75,000 tonnes. 

“Koizumi taking the initiative was clearly due to China's 
proclamations about signing FTAs with Asian countries," says 
Nozomi Sagara, a trade expert at the Research Institute of 
Economy, Trade and Industry, a government think-tank. 
"Japan just couldn't sit by and do nothing." = 
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Thaksin’s Luck 
Takes a Turn 


It seemed like Thailand’s leader could do no 
wrong. But recent policy mishaps have dented 
his image and cheered the opposition 


By Shawn W. Crispin/BANGKOK 


THE DAY AFTER THAI Prime Minister Thaksin 
Shinawatra won office in January 2001, he sat 
down to lunch with hundreds of protesting farm- 
ers camped outside government house in 
Bangkok. Soon thereafter the rural protesters dis- 
mantled their tents and returned to the provinces, 
satisfied with Thaksin's assurances that he would 
be more sensitive to their problems. 

Three years later, the premier faces a more 
potent popular protest against his government. 
Since February 23, more than 50,000 state- 
enterprise workers have taken part in daily 


protests in the Thai capital against Thaksin’s DEEP HEAT: Thaksin under fire 


plans to privatize the Electricity Generating 

Authority of Thailand and other state-run utilities. Union lead- 
ers contend such sales are designed to benefit politicians and 
their business associates at workers' expense. 

"Thaksin never listens to the people, he only makes poli- 
cies for himself," a labour union leader yelled to the crowd 
at a recent massive rally in Bangkok's royal park. “But peo- 
ple organizations like ours are now ready to fight back." 

The month-long protest has dented Thaksin's approval rat- 
ings and comes at a time when his government is under attack 
from the opposition and the local media for its handling of 
several other unexpected crises. Some political analysts pre- 
dict that Thaksin might decide to call a mid-year snap poll 
while the economy is still strong, but add that his Thai Rak 
Thai party—the biggest in parliament—could still lose sub- 
stantial ground to the Democrat Party. The next election must 
be called by January 2005. 

"Thaksin is definitely in a weaker position than he was a 
year ago," contends Thitinan Phongsudhirak, a political sci- 
entist at Bangkok's Chulalongkorn University. *His aura of 
invincibility is not like it was before . . . He's been demystified." 

The rot started in January, when allegations that cabinet 
ministers initially tried to cover up a bird-flu epidemic 
rocked his government. The health scare ravaged the coun- 
try's export-oriented poultry industry and has killed at 
least eight people. 
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That was followed by an outbreak of sectarian violence in 
Thailand's predominantly Muslim southern regions, where 
more than 5o Thai security officials, school teachers and Bud- 
dhist monks have been murdered since January. The contin- 
uing violence has sparked opposition accusations that Thaksin's 
heavy-handed security policies fomented the unrest. 

The government has come under especially heavy fire 
from Muslim leaders and international human-rights groups 
over the disappearance of prominent Muslim lawyer Somchai 
Neelahphaijit, who was representing nine suspected Islamic 
terrorists from Thailand. The missing lawyer had alleged that 
Thai security personnel tortured some of his clients to get con- 
fessions on alleged bombing plots and terrorist attacks, an 
accusation the government denies. 

Feeling the heat from all these problems, Thaksin on 
March ro replaced his interior, defence and finance ministers 
in a bid to better tackle problems in the south, rejuvenate 

the flagging stockmarket, and burnish his 
administration's tarnished image, says one of 
Thaksin's close aides. He also recently sacked 
his police chief and the army commander in 
charge of the southern provinces. 

Until the recent crises, Thaksin's credibil- 
ity relied heavily on his ability to manage eco- 
nomic recovery. He has an impressive track 
record: The economy expanded 6.796 last year, 
and most Thais credit his various pro-business 
policies for steering the broad-based upturn. 

. Have the confidence and support of this gov- 
3 ernment been dented a bit? Sure," says Supavud 
Saicheua, managing director of Phatra Securities 
and a former personal assistant to Thaksin. “Does 
that mean Thai people are ready for a change? Not yet. If not 
Dr. Thaksin, than who?" 

Some Democrat Party members talk about the possibility 
of Supachai Panitchpakdi cutting short his tenure as World 
Trade Organization head to run as their candidate for prime 
minister. Other opposition politicians say they plan on taking 
aim at Thaksin's fast-growth-oriented economic policies, which 





“Thaksin is definitely in a weaker 
position than he was a year ago. 
He's been demystified" 


THITINAN PHONGSUDHIRAK, POLITICAL SCIENTIST 


they contend have sacrificed the country's medium-term finan- 
cial health for politically popular short-term economic gains. 

Deputy party leader Abhisit Vejjajiva says that Thaksin's 
domestic consumption-promoting policies have dangerously 
inflated household-debt levels, and that once Thai interest 
rates start to rise in line with global trends, many Thais will 
not be able to service their debts. 

Abhisit contends that's why the Bank of Thailand has 
recently taken steps to intervene in offshore markets to keep 
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ANOTHER HEADACHE: A protest by electricity workers in Bangkok 


the baht weak and interest rates low, a policy he compares 
to the central bank's ill-fated defence of the baht's fixed rate 
in 1997. "This government is willing to do just about anything 
to maintain the image that the economy is safe and sound," 
contends Abhisit. 

Thai Rak Thai politicians contend that Thaksin's self- 
proclaimed “CEO-style” governance has resulted in more rapid 
and flexible policymaking than previous coalition govern- 
ments could achieve. That, they say, helped Thailand weather 
the effects of the September 11, 2001, terrorist attacks on 
the United States and last year's Severe Acute Respiratory Syn- 
drome scare without major damage to the economy. 

"It's a reflection of Thaksin's strong leadership," says Thai 
Rak Thai MP and spokesman Suranand Vejjajiva, referring 
to Thaksin's handling of earlier crises. "If our government 
is now losing certain ground, it doesn't mean the opposition 
is recapturing it. They have no agenda except to criticize 
us," he adds. Many political analysts agree that the Democ- 
rat Party has not yet formulated a coherent set of alternative 
policies to challenge Thaksin. 

However, some Thai Rak Thai politicians say in pri- 
vate that Thaksin's government has recently become too 
reliant on his strong personality, which they contend ham- 
strings senior ministers from staking out their own posi- 
tions on important issues. *Recent events show the limita- 
tions of Thaksin's CEO-style management,” says political 
scientist Thitinan. "These mini-crises are complicated and 
not going away. They will require many parties to finally 
resolve, not just a CEO." 

Thaksin's leadership style has led to criticism that his gov- 
ernment is moving Thai democracy towards a more author- 
itarian footing. That, some critics assert, is starting to strain 
relations with some allies, particularly the United States. 

For example, a recent U.S. State Department report raised 
concerns about possible official complicity in the more than 
2,500 killings stemming from Thailand's war on drugs last 
year. Thaksin has lodged a formal complaint challenging 
the accuracy of the report. And, in an apparent snub, Thaksin 
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announced he would restart the campaign in late March. The 
U.S. has not commented on alleged abuses by Thai security 
forces tasked with restoring order in the south. 

However, some Bangkok-based Western diplomats say 
Thailand's deteriorating human-rights record could compli- 
cate future joint Thai-U.S. counter-terrorism efforts and 
jeopardize plans to launch negotiations on a free-trade agree- 
ment later this year. That's because of U.S. legislation that lim- 
its Washington's dealings with governments suspected of con- 
doning or promoting human-rights violations, they add. 

Significantly, there are no indications of serious rifts within 
the Thai Rak Thai, which encompasses a wide range of spe- 
cial interest groups and powerful political factions. But that 
doesn’t mean internal pressures aren't building up, contend 
some political analysts. A Thai Rak Thai candidate for whom 
Thaksin personally campaigned lost a recent by-election in 
southern Thailand, marking the first time his party had lost 
any poll since sweeping into office in 2001. 

Some analysts believe Thaksin's party could also lose 
the coming gubernatorial election in Bangkok, historically 
a bellwether of Bangkok voting in the run-up to general 
elections. Last year the Democrats tapped popular media per- 
sonality Apirak Kosayodhin as their candidate; three months 
later, Thaksin is still searching among his party rank and file 
for a suitable candidate. & 
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Ys Rough Road Ahead 


5 of ballots, though how to authorize such a huge task 
. has not yet been agreed. Chen and his party are pro- 
. posing swift passage of a revision to the election law 
that would mandate, retroactively, a full recount if. 
. the margin of victory falls below 196 of votes, as it 
. did this time. Lien and his running mate, James 
Soong, say an emergency presidential decree would 
be faster, and now appear wary of accepting a 
recount lest their other demands be ignored. It's pos- 
‘Taiwan's fiercely contested presidential election has shaken the sible a recount would reverse the poll's results, 
island's civil society to it roots. A tumultuous campaign— though Taiwan's vote-counting procedures receive 
embittered with allegations of missing political donations and high marks from independent observers. 

insider trading by the First Family and softened with mass love- Beneath the surface of the confrontation is a 
ins for Taiwan—mobilized millions of citizens in rallies of long-overdue leadership transition for the oppo- 
unprecedented scale and emotional intensity. sition parties that will likely end the careers of their 























By Julian Baum 


The writer was the Reviews Taipei bureau 
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. Now leaders of the opposition, which lost the race by less leaders, Lien and Soong. It's a transition that party 
than 30,000 votes, insist the election was unfair. They demand apparatchiks hoped could be averted or at least 
à recount of the 13.5 million votes cast and a credible investiga- postponed with a return to power. Now the messy 
tion into a shooting incident that must qualify as the most bizarre blame game will commence, and a new generation 
episode in Taiwarls election history. Many analysts say that the of leaders on the sidelines—including Taipei 
shots fired at the incumbent president, Chen Shui-bian, and his Mayor Ma Ying-jeou and Parliamentary Speaker 
running mate while campaigning on the afternoon before Wang Jing-pyng—are waiting their turn. 
election day threw a lost race Chen's way. The two candidates, If the legitimacy issue is not quickly managed, 
riding in an open jeep, were only lightly injured. it will easily spill over into the legislature—even 
. The losers’ refusal to accept the poll results is outwardly before legislative elections at the end of the year— 
driven by what Lien Chan, the Kuomintang’ s candidate, called and the courts and other institutions, making gov- 
a “suspicious series of events” in the final days and hours erning difficult, if not impossible, and fraying 
of the campaign. This included the shooting incident as well the island’s social contract. Chen’s party may be 
as claims that a subsequent national-security alert required innocent of the accusations of manipulation lev- 
several hundred thousand members of the military and police elled against it, but as chief of state, Chen’s duty 
to remain at their posts on election day, preventing them is to lead the country out of this crisis at what- 
from voting. There were also 330,000 spoiled ballots, an ever price to himself. He has been acting to resolve 
» unusually large number. the crisis through legal means, not extrajudicial or 
s political ones. But mistrust runs deep among Tai- 
“Beneath the confrontation is an overdue leader- warts political elite and new rumours may surface 
as old ones are dispersed. 
ship transition for the opposition that likely will In any communications with the Lien-Soong 
opposition, Chen should also clarify that life will not 
end the careers of Lien and S oong ss be easy for them if a recount overturns the elec- 
tion. They, too, would face a blowback and questions 
. What is now at issue is the government's readiness to remove of legitimacy, so that the price of victory may be 
suspicions that the election lacked legitimacy. Chen's support- greater than that of defeat. But the long-term effects 
ers say that they have been the target of a massive disinforma- of failing to resolve these doubts and stonewalling 
tion campaign by the Lien camp, which has been churning the public will be far worse, leaving Taiwan weak- 
out charges widely reported in the domestic and foreign press. ened in its quest for international respect and sup- 
Step by step, government sources say they are working to dispel port in its rivalry with the Chinese mainland. 
the suspicions caused by these rumours, especially those sur- Though they sit at opposite ends of Taipei's 
rounding the freakish shooting incident on election eve. Kategelan Boulevard, which stretches from the 
Yet there is more work to do to clear the air. Political assur- KMT's modern marble headquarters to the Japan- 
ances at the highest level may be required not only to ease ese-era presidential office less than a kilometre 
public disquiet, but to assure markets and foreign investors. away, these experienced leaders must resolve their 
Finally, the poll results likely will be tested with a recount differences quickly. = 
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| China Briefing | 





Fixed-Asset Spending 
Surges 53% 


Defying government steps to rein in the economy, 
investment in real estate, factories and other fixed 
assets jumped 53% in the first two months of the year 
compared with the same period in 2003 (see article 

on page 28). It was the biggest rise since 1994 as com- 
panies scrambled to start new plant and infrastructure 
projects. The China Securities Journal said fixed-asset 
investment by provincial governments soared by 65% 
in the first two months of the year from a year earlier, 
while that by the central government rose 12%. Bei- 
jing blamed local officials for thinking they would be 
promoted for higher growth. “We must resolutely 
control the momentum of excessive growth in fixed- 
asset investment,” the newspaper quoted a senior 
official at the State Development and Reform 
Commission as saying. “The main reason for the 
powerful expansion in 
fixed-asset investment is 
N that some localities 

N havent changed their 
mindset of blindly 
pursuing economic 
growth, competing with 
each other and achieving 


A growth by boosting 


y WE 
is investment." 


TOO HIGH: Construction in Beijing 
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RESERVE SALES EXPECTED TO CUT RICE PRICES 
Traders said the northeastern province of Heilongjiang was about to sell 
2.5 million tonnes of rice reserves to bring down domestic prices as the 
government tried to stop falls in grain production, Reuters reported. Word 
that rice reserves would be tapped came as wheat cargoes from Canada, 
Australia and the United States began arriving at Chinese ports after a global 
wheat-shopping spree. The official China Securities Journal said wheat 
imports nearly quadrupled to 150,000 tonnes over the year to January and 
February. The government meanwhile issued regulations to protect arable 
land and help farmers who have complained that local officials confiscate 
property for real-estate development. The official Xinhua news agency 

said the State Council banned cropland being converted into orchards, fish 
ponds, forests or for poultry and limited greenbelts along roads. 
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ENERGY 


Reflecting its global hunt 
for energy, China 
announced a preliminary 
agreement to purchase 
$20 billion worth of 
liquefied natural gas 
(LNG) from Iran over 25 
years, one of the largest 
deals of its kind. The 
arrangement called for 
Beijing-based Zhuhai 
Zhenrong to buy 2.5 
million tonnes of LNG a 
year from Iran from 2008. 


IPOS 


In a new sign of cooling 
interest in initial public 
offerings by Chinese 
companies, Semiconduc- 
tor Manufacturing 
International Corp.’s 
shares fell 8% on their 
Hong Kong debut on 
March 18. Investors were 
rattled by a potential U.S.- 
China trade spat, a mixed 
message on SMIC’s 
capital-spending needs 
and a high valuation 
following a cool reception 
for Tom Online Inc. 


TELEVISION 


United States media 
company Viacom Inc. and 
the Shanghai Media 


ANN 
ETA s 


Th H. wu 


THE BUSH administration 
filed the first complaint 
against China with the 
World Trade Organization 
over a tax on imported 
semiconductors. At issue is 
a 17% value-added tax that 
China imposes on all 
semiconductor sales in 
China. To encourage domes- 
tic production, China gives 
an immediate rebate of all 
but 3% to producers of 
chips designed and made in 
China. Chinese officials 
denied that China’s $30 
billion chip market was 
rigged against U.S. exports 
and said Beijing was ready 
to fight the complaint. 


Group said they planned 
to co-produce television 
programmes for Shanghai 
youths in the first such 
joint venture since China 
opened television produc- 
tion to foreign investment. 
China imports foreign 
programming but wants 
more joint production of 
programmes for local and 
overseas markets. 


SOUTH KOREA 


China National Bluestar 
said it can’t revise its final 
bid for a controlling stake 
in Ssangyong Motor as 
demanded by the South 
Korean company’s credi- 
tors. “We can’t revise the 
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bidding price as the 
creditors of Ssangyong 
Motor want, because a 
thorough due diligence on 
the car maker hasn't 
been finalized,” said 
Jinwook Joung at Neoplux 
Capital, which is advising 
China Bluestar on the 
sale. China Bluestar, 
named preferred bidder 
for Ssangyong in Decem- 
ber, has offered a price 
range for the car maker 
but Ssangyong’s creditors 
want China Bluestar to 
propose an exact acquisi- 
tion price by March 30. 


NORTH KOREA 


Chinese Foreign Minister 
Li Zhaoxing visited North 
Korea as Beijing prepares 
for new six-country talks 
on Pyongyang’s nuclear 
weapons programme. It 
was the first visit by a 
Chinese foreign minister 
to the North in five years. 


ISLANDS 


The official Xinhua 
news agency said China 
at the end of March 
would open a sea link to 
disputed East China Sea 
islands claimed by 

both mainland China 
and Taiwan but con- 
trolled by Japan. The 





SEA LINK: Protesters on 
the disputed islands 
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route will link the 
eastern city of Xiamen 
to the uninhabited 
Diaoyu Islands. 


HUMAN RIGHTS 


Amnesty International 
said China’s “dysfunc- 
tional criminal justice 
system” uses torture to 
get confessions and 
pressures courts to give 
heavy sentences. Calling 
for capital punishment to 
end, the London-based 
group said it was unac- 
ceptable that thousands 
more people would be 
executed this year. 


DEATH: A woman taken to execution 





China suspended its 
dialogue on human rights 
with the United States 
after Washington said it 
would criticize Beijing’s 
rights record at a United 
Nations conference in 
Geneva. The dispute “has 
already seriously dam- 
aged the foundation of 
the dialogue and 
exchange on human 
rights between the two 
countries,” an assistant 
foreign minister was 
quoted as saying. 


BANKS 


State media said Bank of 
China and China Con- 
struction Bank planned to 
set up joint stock compa- 
nies to include foreign 
and domestic investors 
by the end of September. 





BUSINESS DIGEST 





FOREIGN-EXCHANGE RULES TIGHTENED 

In new moves to curb currency speculation and money launder- 
ing, China’s foreign-exchange regulator said that local residents con- 
verting $10,000-50,000 in foreign currency into renminbi must from 
April 1 verify that the funds come from a legal source. The State 
Administration of Foreign Exchange (SAFE) also said that official 
approval from a local SAFE branch would be required for Chinese 
citizens who wanted to change $50,000 or more into renminbi. Pre- 
viously, SAFE required local residents to seek approval from its head- 
quarters to exchange $200,000 or more of overseas funds into ren- 
minbi. The new guidelines followed SAFE limiting nonmainland 
Chinese to buying $10,000 worth of renminbi a day, down from 
$20,000 previously, and up to a maximum $50,000 a month. SAFE 
said local financial authorities must continue to report large and sus- 
pect foreign-exchange transactions to the regulatory agency. 


CURBS ON RETAILERS TO GO IN DECEMBER 

A senior official promised that China would ease restrictions on for- 
eign investment in the country's booming retail sector, aiming for 
full compliance with market-opening commitments made to the 
World Trade Organization. Limits on foreign ownership and the num- 
ber of foreign-owned retail branches would be eased by Decem- 
ber 11, the anniversary of China's accession to the WTO, state media 
said. They quoted Vice-Minister of Commerce Zhang Zhigang as 
announcing the plans and praising foreign companies for raising 
retail standards in China. The China Securities Journal said that 
France's Carrefour was ranked the top foreign retailer by revenue. 
Its sales in China rose 25.7% from a year earlier to 13.4 billion 
renminbi ($1.62 billion) in 2003. Wal-Mart Stores posted 5.85 bil- 
lion renminbi in sales, but bought $15 billion worth of goods in 2003. 


LAWSUIT AGAINST CHINA LIFE INSURANCE 
China Life Insurance said on March 18 it expected to be targeted by 
more United States lawsuits after a complaint alleging that it con- 
cealed financial fraud, and a government probe of that fraud, from 
investors while marketing its $3.5 billion initial public offering late 
last year. The complaint filed in court in New York on behalf of 
U.S. shareholders accused China Life Insurance of not adequately 
disclosing a Beijing audit report of accounting irregularities worth 
about 5.4 billion renminbi ($652 million) at its state-owned prede- 
cessor. The complaint contended that several of its executives knew 
about, but failed to disclose, financial irregularities at the com- 
pany. "We are reviewing the complaint with our U.S. counsel, and 
expect to contest the complaint vigorously," the company said. 
"Given the nature of litigation in the United States, the company 
expects that further lawsuits may be filed containing the same or 
similar allegations." The suit focused on the argument that if the fact 
that China Life was the subject of a government audit, and finan- 
cial irregularities were present, had been disclosed to investors, the 
company couldn't have sold its shares at such a high price. The suit, 
for unspecified damages, seeks class-action status for all those who 
purchased the shares between the IPO on December 22 last year 
and the audit office's report being released on February 3. 


Elsewhere in the Review: 


Books: Questioning Beijing's Capitalism (page 50) 


































. DEVELOPMENT 





OR THE FIRST TIME, China ranks itself 
with Russia, Brazil and Thailand this year 
as a lower-middle income country with 
per-capita GDP of more than $1,000. But 
self-congratulation has swiftly given way 
to a more sober realization by its leaders: 
This is where the going gets tough. 
China has quadrupled the size of its 
economy in the past quarter of a century 
and pulled more than 220 million people 
out of poverty—nearly three-quarters of 
the poverty alleviation by the developing 
world. But the gaps between the rich and 
poor, city and country, and inland and 
coastal regions have reached dangerous 
- levels. Average per-capita urban incomes 
- are now triple rural incomes in China. 
Half of the country's bank deposits are 
owned by the richest 5% of its 1.3 billion 
people, state statistics show. 
| At the same time, the government 
Sees that China has moved past its ini- 
.. tial stage of development, in which deliv- 
ering material goods and GDP growth 
_ took precedence over everything else. 
. Now instead of just quantity, the govern- 
. ment realizes that it must meet demands 
. for quality, public safety and sustainable 
development. The disease, social injustice 
and natural and man-made disasters that 
grabbed headlines in 2003 during the 
new leadership's first year in office have 
convinced it of the need to rethink its pri- 
- orities and widen the focus of develop- 
 mentto include those left behind. 
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Death of 
'rowth at Any Cost’ 


In lowering the official target for GDP growth, China’s leadership recognizes that the country 
is entering a new stage of development where widening economic gaps and social tensions must be 
tackled before they sabotage future economic expansion and the party’s hold on power 


“China has now entered a more 
painful stage of development in which 
contradictions are more numerous,” says 
Fan Gang, director of the National Eco- 
nomic Research Institute in Beijing. Cor- 
recting the mistakes of the past won't be 
quick. “I don't see a reversal of these dis- 
parities in the next 10 years because of the 
fundamentals," says Fan. "There are 300 
million-400 million surplus rural labour- 
ers who must leave the countryside, and 
that could take 10 or 20 years." 

Top officials are very aware ofthe per- 
ils of this new phase. "The development 
process of many countries shows that dur- 
ing this stage, two developmental results 
may appear," Premier Wen Jiabao said 
in a speech on February 21 published in 
the official People's Daily. In one scenario, 
a country successfully industrializes and 
modernizes. In another, growing eco- 
nomic gaps and social tensions "cause 
development to stagnate, or even result in 
turmoil and regression," he said. 

Wen was speaking in a class for cabi- 
net-level officials at the Central Party 
School to bring them round to the lead- 
erships new viewpoint: that the dispari- 
ties and fearsome cost of China's devel- 
opment must be addressed before they 
can destroy future economic growth and 
the Communist Party's grip on power. 

Many of China's policies already 
reflect this new kind of thinking. Others 
are still in the planning stage. But experts 





By Anthony Kuhn/BEHING 


generally see the shift in development 
goals as a healthy one. "This is a very sen- 
sible policy direction. It follows in the foot- 
steps of many big countries that have 
big income inequalities," says Thomas 
Rawski, an expert on China's economy 
at the University of Pittsburgh. 

One of the most obvious signs of the 
new direction is Beijing's decision, 
announced at the National People's Con- 
gress (NPC) in March, to lower its GDP 
target for this year to 726 from last year's 
9.1%, the fastest growth since 1997. 
Some provincial cuts are even deeper, 
with, for instance, southern Guangdong 
slashing GDP growth targets for 2004 by 
4.6 percentage points to 9%, according 
to state media. 

Economists have warned for years 
that China's GDP figures were inflated. 
The leadership now concedes that GDP 


measurements as indicators of economic _ 


development have "deficiencies that can- 
not be ignored," as Vice-President Zeng 
Qinghong told the training class. Official 
GDP growth rates could in future even 
end up artificially low. Cutting GDP esti- 
mates is also a government admission 
that growth levels are unsustainable, 
wasteful, and have left energy, transport 
and raw materials in short supply. 
While China accounted for just 496 of 
global GDP growth last year, it consumed 


40% of the world's cement, 27% of its _ 





steel and 3196 of its coal, State Plan- x» | 








REACHING THOSE 
WHO LOST OUT 


Measures to correct 


development include 


* Cutting growth targets 


e Encouraging domestic 


private investment 
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e Closing down excess 
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ning and Reform Commission Director 
Ma Kai told reporters on March 8. “Our 
high-input, high-consumption, high- 
emission, crude method of growth 
remains unchanged," he said. Neverthe- 
less, Ma added, China still aims to quadru- 
ple the economy's size by 2020. 
Beijing's new strategy calls for a con- 
tinued drive to attract foreign investment, 
while also advocating a "balance between 


THE GOVERNMENT 


Scanning his newspaper 
clippings, a quiet beam of 
satisfaction flashes across 
Tsinghua University economist 
Hu Angang's face. "The things 
l've pushed for over the past 
10 years, Premier Wen Jiabao 
discussed them all in his 
speech," he says. 

Hu is one of many schol- 
ars who have counselled the 
leadership for years about the 
dangers of uneven growth in 
China. It wasn't producing 
enough jobs, Hu warned, and 
corruption was sapping GDP. 
Now that Wen has announced 
his intention to cut growth 
and address inequalities, the 
leadership appears to have 
finally accepted the intellec- 
tuals' advice. 

Over the past year, schol- 
ars, lawyers and journalists 
have taken the lead in calling 
attention to social inequality 
and official negligence. In 
many cases, the government 


responded, pledging to set up rural health-care networks 
and abolishing a corrupt repatriation system for migrants. 
This has led some observers and domestic media to 
claim that a new interactive relationship between the 
government and intellectuals to protect civil rights has 
arrived. To many intellectuals, the leadership's professed 
humanism is a reminder that the aim of development is 
human welfare. But though such rhetoric fits squarely 
within China's Confucian traditions, it still has little to do 


with modern democracy and rights. 


"It's still a traditional model in which citizens are 
waiting for an upright official to appear and solve prob- 
lems,” says Hu Xingdou, a Beijing Institute of Technology 


domestic development and opening to 
the outside world," as Wen said in his 
party-school speech. This suggests a shift 
from the previous emphasis on foreign- 
invested, export-driven growth along 
China's coast. Such a move would 
address the anomaly that China has wel- 
comed foreign investment in industries 
such as aviation and pharmaceuticals 
while it has excluded its own private 


investors in contravention of World Trade 
Organization regulations. 

The new plan looks ahead to the day 
when foreign investment drops off and 
China goes from being the world's factory 
to being its market. “We must always take 
increasing domestic demand as the start- 
ing point" of our economic development, 
Wen told top officials. The key to boost- 
ing consumer demand lies in the vast and 


LISTENS TO WHAT IT WANTS TO HEAR 





CONSPICUOUS CONSUMPTION: A television in Shanghai 


reform-through-labour system. 

Beijing insiders note that, 
true to the traditional model, 
policy reversals mostly result 
from the personal intervention 
of top leaders. To be sure, 
China's leadership has 
become more responsive to 
public opinion. But in last 
year's cases, the threat of 
social instability—usually after 
people started dying—proved 
more compelling at the top 
than scholars’ advice. 

As evidence of the new 
responsive government, media 
have cited a dozen or so 
“group study sessions,” where 
prominent academics are 
summoned to the Zhongnan- 
hai leadership compound in 
Beijing to hold forth on history, 
media and other topics. Then 
again, such sessions are not 
new. Nor did any address the 
core issue of political reform. 

There is no doubt that 
because of the Internet, some 
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intellectuals in China have become political entrepreneurs, 
using Web sites as storefronts in the virtual market of 
ideas. Progressive media have hailed President Hu Jintao 
and Premier Wen as China's most Internet-savvy leaders 
to date and credited them with closing the distance 
between rulers and ruled. At the March session of China's 
parliament, a reporter asked Wen whether he surfed the 
net. ^| do," the premier replied. 

But in fact, scholars believe leaders still mostly read 


digests prepared by staff. In addition, not all Web sites 


economist whose Web site advocates scrapping the 


where intellectuals post essays and commentaries on good 
governance, civil rights and constitutional government are 
authorized. And those that aren't are often shut down. 


Anthony Kuhn 


largely untapped markets of China’s 
countryside. Urban markets have been 
saturated with most consumer durables 
for years, while many rural areas still lack 
the income levels or basic infrastruc- 
ture—roads, water and electricity—to get 
or use them. 

On March 5, Wen pledged to cut agri- 
culture tax by 1% each year and abolish 
it altogether in five years. For centuries, 
such taxes were the mainstays of impe- 
rial revenue, and the obligation of deliv- 
ering “the Emperor’s grain" is deeply 
imprinted in farmers’ minds. But as 
rural incomes come less from agricul- 
ture and more from rural industry and 
migrant labour, the political and eco- 
nomic cost of extracting the agriculture 
tax has outweighed the benefits. Agri- 
culture still employs half of China’s pop- 
ulation, but produces only 14% of its 
GDP, down from 33% in 1982, accord- 
ing to the World Bank. 

“As far as I know, China is the last 
country to tax agriculture,” says Yao 
Jianfu, a senior researcher with the Agri- 
culture Ministry’s Rural Economy 
Research Institute. Yao says that the next 
step is a single income tax for urban and 
rural residents at the same rate. 

In another change, 11 provinces plan 
to consolidate township governments this 
year, state media have said. This would 
reduce the number of local officials whose 
salaries are paid for by local levies. 


GROWTH-PROMOTION PROBLEM 
Much of course needs to go right for this 
new strategy to have a real chance of suc- 
cess. The deficit-laden government must 
find funding for new priorities. For de- 
cades, China has sucked resources out 
of the countryside to subsidize its cities. 
It will be hard to reverse this flow to fund 
rural development without angering 
urban residents. 

Then there is the question of politi- 
cal rights. To end farmers’ status as sec- 
ond-class citizens, they must receive polit- 
ical rights equal to those of their urban 
counterparts, particularly the right to 
organize to defend their interests. This 
appears farther than the current admin- 
istration wants to go. But in the decades 
needed to fix the problems, new genera- 
tions of leaders may emerge who want to, 
or have to, recognize those rights. 


Where the money is, and isn’t 
(based on data from 2000) 
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Source: UNDP Human Development Report 2003 


It was no coincidence that last year's 
2796 growth in fixed-asset investment 
came during the transition to a new gov- 
ernment. GDP growth, not citizen 
approval, is still a key measure of officials 
performance, so such surges often have 
political roots. *I think people have come 
to recognize that evaluating government 
officials on the basis of statistics over 
which they have supervisory control is a 
bad idea," says Rawski in Pittsburgh. 

Local governments in several 
provinces aim to change their bench- 
marks for judging civil servants' work. 
Sichuan province in the west, for exam- 
ple, will issue new standards this year 
that assess environmental protection, 
employment and per-capita rural and 
urban incomes, says Weng Weixiang, 
director of Sichuan’s Development and 
Reform Commission. Sichuan also plans 
new GDP calculations that will subtract 
the cost of environmental degradation, 
Weng adds. 

“Frankly speaking, it may be difficult 
to really do this, or there may even be 
resistance," Weng told the Review. GDP 
growth as a criterion for success is solidly 
entrenched in officials’ minds. “They 
think that everything can be resolved 
through faster growth. Growth goes up 
and so do they—they get promoted.” 

Authorities have already begun dis- 





mantling some of the useless projects 
that officials build in pursuit of GDP 
growth and promotions. These include 
thousands of “development zones,” 
which local governments carved out of 
requisitioned farmland to build villas, 
golf courses and resorts, leaving farm- 
ers landless and jobless. A report in 
November by the Ministry of Land 
Resources said local governments had 
cut the number of development zones 
from 5,658 to 3,612, and frozen approval 
of new zones. 

With a market economy starting to 
take shape, the government can leave 
more of the economy to market forces 
as it refocuses on providing basic services. 
In his speech to the NPC, Premier Wen 
announced that China would reduce by 
25% the amount of state bonds earmarked 
for infrastructure projects. 

Instead, government funds should go 
to fix rural school buildings, pay rural 
teachers and retrain the unemployed. 
Before economic reforms, China’s “bare- 
foot” rural doctors and anti-illiteracy 
drives were examples for the develop- 
ing world and paved the way for the ini- 
tial success of the reform era. But edu- 
cation and health care were subsequently 
privatized and fell into neglect. China 
must rebuild them for its next stage of 
development to take off. = 
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HIGH-SPEED RAIL 


Korea Eyes a New 


Track Record 


All aboard: Korea’s new French-designed high-speed train is ready to roll, promising to slash 
journey times between Seoul and Pusan. But not so fast: Korean engineers are also racing to build 
their own home-grown fast train—making their country only the fifth to do this 


AT 308 KILOMETRES PER HOUR, South 
Korea’s new high-speed train, dubbed the 
KTX, runs more quietly through the coun- 
tryside than the Seoul subway. The train's 
French designers say: Blindfold one of 
their engineers and he wouldn't know 
whether he was riding on the Korean-built 
product or its French forebear, the TG V. 
As Korea prepares to launch com- 
mercial services of the KTX on April r, it 
has been proudly showcasing its latest 
technological innovation to the world in 


a succession of joyrides for diplomats, 
foreign business people, and the inter- 
national media. Travel time on one of 
the world's busiest land corridors— Seoul 
to the port city of Pusan—is about to be 
cut from 4 hours 10 minutes to 2 hours 
40 minutes. This line is forecast to move 
115 million people a year, second in vol- 
ume only to the Tokyo-Osaka run. 

Korea National Railroad (Korail) exec- 
utives say the sharply reduced travel times 
will mean more than just a new era of 


The French-designed 
KTX high-speed train 
(left) promises to: 


e Travel between Seoul and 
Pusan twice as fast as 
conventional trains 


e Free up capacity on 
existing railway tracks 
and improve freight 

movements 


* Help reduce the 
16.3% of GDP Korea 
spends on logistics 
distribution 


* Boost economic 
activity in Pusan and 
along the route 





INNOVATION 


By Donald Greenlees/S rou. 


convenience for the public. They predict 
slashed logistics costs, a huge increase in 
freight volumes as passengers release 
capacity from conventional rail, and a 
spurt in economic activity in Pusan and 
along the KTX route. 

But away from the fanfare of the 
launch of the KTX, Korea has been 
nurturing other high-speed rail dreams of 
its own. The dream factory is at Uiwang 
City, south of Seoul. In a complex of 
workshops and design labs, engineers at 





the Korea Railroad Research Institute 
have ushered Korea into an elite inter- 
national club as only the fifth country in 
the world to achieve home-grown high- 
speed rail technology. 

The product of their ambitions: the 
HSR 350X. On test runs, the HSR has 
reached speeds of more than 300 kilo- 
metres per hour. The goal is to build a 
commercial train by 2007 that can meet 
normal operating speeds of 350 kilome- 
tres per hour—50 kilometres per hour 
faster than the planned standard speed of 
the KTX. To do that, engineers need the 
HSR to achieve a top speed of 385 kilo- 
metres per hour or above. 

The technical feat has caught the atten- 
tion of the high-speed train world. 
Although the project is still at the experi- 
mental stage, the instigators of the HSR— 
a joint venture between the government 
and the private sector—are already talking 
about supplying the next generation of 
trains to replace the KTX in Korea. They 
are also considering joining France, Ger- 
many, Japan and Italy in competing for a 
slice of the global fast-train market. 

“Our final goal has been to develop 
a train system that is superior to the 
international standard,” boasts Railroad 
Research Institute spokesman Oh Il 
Geun. He adds the ultimate goal is to 
put a Korean-designed train into service 
on domestic routes and pitch for multi- 
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CONNECTING KOREA 
The KTX fast train will serve 
the 410-kilometre 
Seoul-Pusan corridor 


Phase 1: 
Starts service on April 1 


A conventional line 
will serve the 
Taegu-Pusan leg 


Seoul-Pusan: 2 hours 
40 minutes 


Phase 2: 
To be completed 
by 2010 


Seoul-Pusan: 1 hour 
56 minutes 


billion-dollar export opportunities from 
the United States to China. 

Industry analysts view those ambi- 
tions as a little grandiose. They estimate 
that Korea is several years away from 
having a commercially viable design. “In 
its way, it’s impressive,” says Murray 
Hughes, author of Rail 300: The World's 
High-Speed Train Race. "But they did tell 
me they have a long way to go. It's a start, 
but they need to make a lot of progress 
before they have a [viable] train." 


PROVEN TECHNICAL PROWESS 
Korea has a history of defying the odds— 
and the critics—when it comes to acquir- 
ing, developing and commercializing new 
technologies. Once there might have 
been doubts about Korea's capability to 
manufacture a transistor radio. Today it is 
the world's biggest maker of memory 
chips and the dominant player in flat- 
screen technology for cellphones, com- 
puter monitors and TVs. 

There is often a single-minded deter- 
mination in the way Korea pursues such 
goals. The HSR project goes by the alter- 
native name G-7. The reason? Ten years 
ago, Seoul decided on a range of techno- 
logical advances necessary to put it in the 
league of the then G-7 grouping of top 
industrial powers—a Korean designed- 
and-built high-speed train was one of 
them. So far the government and private 


sector have invested a total of $177 million 
in the project as equal partners. 

Despite the determination to succeed, 
there are hurdles to be cleared if Korea 
wants to go beyond import substitution and 
produce an export-competitive high-speed 
train. While Korean engineers applaud 
trials of 300 kilometres per hour for the 
HSR, as far back as 1992 France took a 
TGV up to 515 kilometres per hour—still 
the world record for a wheels-on-rails train. 

Says Marc Chatelard, a Seoul-based 
executive of the TGV's maker, Alstom: 
“I personally don't see the G-7 as a real 
competitor. I don't feel it's a really big 
innovation." Nonetheless, Alstom was not 
taking any chances when it agreed to a 
"full" technology transfer of the TGV 
under the contract to build the KTX. The 
first trains acquired by Korea were fully 
imported as parts. But as part of the $2 
billion deal, which required the transfer 
of such capabilities as production and 
engineering, Alstom ensured the inclu- 
sion of several caveats to prevent Korea 
using French technology to compete in 
foreign markets. Moreover, Alstom knew 
at the time of the transfer that its own 
technology was changing fast. 

"The French offered [Korea] the 
second-generation TGV and they knew 
they would be moving on," says Hughes, 
who is also editor of Britain-based Rail- 
way Gazette International. "Whatis >> 
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being used in France now is third- and 
fourth-generation." Among the more 
recent French innovations is a higher 
capacity double-deck TGV. 

In Korea, rolling-stock maker Rotem, 
an affiliate of Hyundai Motor Co. and 
member of the consortiums behind both 
the KTX and HSR, also has some grum- 
bles about the extent of the technology 
transfer. "In certain fields we have some 


reservations, like design and engineer- 


ing," says Dan Duck Sung, Rotems 
general manager of overseas sales and 
marketing. “But... if we were in their 
shoes we would have done the same.' 
Alstom’s Chatelard responds: “We have 
fully, fully complied. To the last comma.” 
Indeed, the HSR’s designers acknowl- 
edge that the technology transfer for the 
KTX provided the technological foundation 
for their own work. And they are confident 
that they can manufacture a train that 
is internationally competitive. Although 
others, like France and Germany, might 
pitch better technology, Korea could under- 
cut on price. Rotem executives claim they 
produce conventional rolling stock at a cost 


usually 20% below that of many of their 
competitors. They are confident they can 
achieve relatively low production costs with 
high-speed train technology. 


NEXT STOP CHINA? 
That might be enough to give Korea a shot 
at the huge Chinese market. China is offer- 
ing one of the big prizes in global high- 
speed train competition—a $16 billion link 
between Shanghai and Beijing (see article 
below). But with the competition to open 
soon, Korea will not be far enough 
advanced with its own technology. 

Instead, Korea's high-speed-train 
boffins hope to bid for a series of other 
projects on the drawing board in China 
and ultimately for replacement stock for 
the Shanghai-to-Beijing line. On Korea’s 
prospects in the China market, Hughes 
predicts: “I would not expect them to be 
there in the first stage. They need to have 
their own project up and running and they 
need to gain experience with that. But 
longer-term they may well be.” 

Even if the days of exporting high- 
speed trains are still some way off, Korean 


railway executives and engineers can be 
satisfied with what is being achieved at 
home. They have completed the first phase 
of the high-speed track, from Seoul to 
Taegu. It’s the biggest construction project 
in Korea’s history, with a price tag of more 
than $15 billion. New lines are on the 
drawing board or under construction. 
When a second stage of the Seoul-to-Pusan 
run is finished in 2010, travel time will be 
slashed to 1 hour and 56 minutes. 
Among the many benefits rattled off 
by Korail executives is an increase in 
rail-freight capacity from the current 
390,000 containers per year to 3 million 
as passengers shifting to the KTX free up 
the conventional railway system. This will 
help reduce the estimated 16.3% of GDP 
Korea spends on logistics d 
high by developed-world standards. 
Already Korean railway executives are 
entertaining other big dreams: linking the 
high-speed rail network to the Trans- 
China Railway and Trans-Siberia Rail- 
way——if Seoul can achieve the necessary 
thaw in relations with the isolated regime 


bed 


in Pyongyang, that is. = 
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Gimme Some of 


That Software 


Revealed: some little-known software that could 
change your life. Or help you get organized and save you 


some time, at least 


IT'S TIME TO GET PERSONAL. Here's a list of software I—and 
a few folk I know—can't live without. These items may not be for 
everyone, but some of them could change your life. (Unfortu- 
nately for Apple and Linux users, they're all for Windows.) 

First, organizing files—the unglamorous end of software, until 
you really need to find a file, are running out of space, or just want 
to impose some order on the mess that is your computer. My 
persona favourite is PowerDesk from United States-based 
V Communications (www.v-com.com). This manages to do what 
most other programs can't: It lets you see what files you've got, 
and what's inside them without having to actually launch 
them in a program. Now into its fifth version, PowerDesk sells 
for $40. A free version is available but it lacks some features, 
including the ability to view the contents of files inside Pow- 
erDesk. An alternative to PowerDesk is Total Commander 
($32 from Switzerland's Christian Ghisler, C. Ghisler & Co. at 
www.ghisler.com). 

For tracking who reads my e-mails, and when, I still use Mes- 
sageTag, or MSGTAG, which I reviewed last year (Are 
You Being Read Or Completely Ignored? May =r 
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22). MSGTAG adds some code to the bot- A p 
tom of your e-mail message that then | Om — e ERE 
reports back to you once that e-mail is SAE 


opened by the recipient. It's a great 
time-saver—you know whether your 
e-mail got through, and you have a 
vague idea about when to expect a 
reply. Not everyone likes the idea of 
other people knowing when they ve 
opened e-mail, but the number of 
complaints I've received has been 
negligible and there's an option to 
ensure that those who dont like it 
dont receive e-mails using MSG- 
TAG again. The full version 
costs $60 but there's a cheaper Xm 
edition, and a free one, too N 
(www.messagetag.com). 

While I’m on the subject 
of e-mail, I use a free spam 
filter called — POPFile 
(http://popfile.sourceforge.net) to 
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keep out unwanted junk mail. It quickly learns 
what to keep out, and works particularly well with 
my obscure but trusty e-mail program: Courier, 
from U.S.-based Rose City Software ($30 from 
http://rosecitysoftware.com/Courier). If you prefer 
Outlook for your e-mail, and a lot of people do, at 
least buy a plug-in to organize your mail. I'd suggest 
NEO, developed by Vancouver-based Caelo Software 
($40 for the basic version, $70 for the one with extra 
features, from www.emailorganizer.com). Another 
option is Lookout (free, for the moment, from 
www.lookoutsoft.com) that does a basic, but very com- 
prehensive, index of your Outlook files. 

Automating yourself: I've written before about 
software which tries to help you with repetitive 
tasks. ActiveWords (www.activewords.com), which 
I reviewed recently (Screen Slaver, Feb. 26) is 
an excellent tool for people who prefer to keep 
their hands on the keyboard. It allows you to type 
an easily remembered word or code to open a file, 
program, or automatically insert some text you 
often find yourself typing. 

There are simpler options out there, however: 
Taka Muraoka, an Australian software developer, 
uses a free little program called WinKey (www.coper- 
nic.com/winkey), which can assign any program to 
any keyboard combination. Say you want to open 
your e-mail program: Just hit the Windows key and 
E. A more extensive version of WinKey is Active- 
Launch, from a Russian company called GSI Soft- 
ware Research, which lets you launch frequently 
used applications, documents, or folders—or com- 
binations of them—using a single icon, a mouse 
click or a key. ActiveLaunch costs $15 from 
www.gsiresearch.com. 

Finally, something I simply could not 
live without is a search program. How 
people find old files on their computer 
without one, I do not know. I go for 
brute strength, via something called 
dtSearch Desktop ($200 from 
www.dtsearch.com) but it may be too 
much for some folk. If you're looking 
for something simpler, check out Xr's 
Find ($100 from www.x1.com). If that's 
still a bit steep for you, wait around 
for something called Tukaroo 
which promises to do more or 
less the same thing—for free 
(the Web site is up, but the 
product isn't available yet: 
www.tukaroo.com). = 
More musings and software 
ideas at 
http://loosewireblog.com 


MARKETING 


More Than a Pretty Face 


International cosmetics companies are venturing into Vietnam, where there’s a willing 
army of salespeople to peddle their wares—but doing business isn’t all smooth cream 


A BLUE BOTTLE LABELLED “Emergency Face Lift” was 
enough to convince 40-year-old Le Tuyet Hoa that there was 
money to be made beyond her parents’ dingy coffee shop in 
the Mekong Delta town of Can Tho. 

Hoa says she was so impressed with her “softened” com- 
plexion after using the product that last September she 
signed up as a part-time saleswoman for Sweden-based cos- 
metics company Oriflame International. Then she quickly 
persuaded two relatives and seven local university stu- 
dents to do the same. 

Under Oriflame’s multi-level marketing system—the cor- 
nerstone of a global business that made $650 million in sales 
in 2002—Hoa gets a commission from cosmetics sold by her 
recruits, as well as from products she pitches directly to her 
own customers. So far that’s brought her monthly earnings 
of 4 million dong ($260), quadruple the average official salary 
for civil servants in Can Tho. Hoa’s main selling point: an Ori- 
flame catalogue crammed with radiant Swedish models. 

"I tell people that European products are better than Asian 
products, from my experience," says the petite Hoa, her lips 
painted in Oriflame's Exotic Red and her hair held in a 
makeshift bun by an Oriflame nail pencil. 

Oriflame's experience shows that when globalization 
meets the Vietnamese entrepreneurial spirit, the results 
can be dramatic. As Vietnam's cosmetics market takes off. 
an instant squad of sales agents are proving instrumen- 
tal in stoking demand. The same spirit sparked explo- 
sive growth in Vietnam's life-insurance industry. 

Foreign firms have little trouble recruiting 
sales agents in a country where many people are 
happy to juggle multiple occupations in the quest 
for cash. That brings economic benefits for Viet- 
nam—-including increased spending on new 
homes, university education, consumer goods, and 
ultimately, seed capital for new businesses. 

The first step is no harder than just showing 
up. Oriflame executives forecast an initial sales 
force of 500 people when it first started recruit- 
ing in Ho Chi Minh City last June. Eleven thou- 
sand signed on within three months. Today the 
sales force is around 15,000, and the firm 
plans to expand to Hanoi later this year. 

In neighbouring Thailand, by contrast, 
it took Oriflame three years to draw 7,000 
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people into its squad of delicately-named "independent 
beauty consultants." 

One reason is that Vietnam represents a fresh face on the 
regional beauty scene. Compared to Thailand and other highly 
competitive Asian markets, global beauty barons long perceived 
Vietnam as a dowdy maiden with little spare cash for lipstick, 
powder and skin creams. Aside from the problem of commu- 
nist ideologues who dismissed make-up as bourgeois, scant dis- 
posable incomes meant women sought cheap make-up smug- 
gled in from China. Major brands were scarce. 

All that began to change in 1997, when Korean conglom- 
erate LG glimpsed an opportunity to fill Vietnam's glamour 
vacuum. It hit on a shrewd marketing strategy that transformed 
its relatively obscure cosmetics brand, De Bon, into a trend- 
setter. Rather than simply advertise, LG fuelled a Vietnamese 
craze for "Korean style" by sponsoring a stream of Korean fam- 
ily dramas and romantic comedies on state-run television. The 
company also opened pristine boutiques and dispatched its 
sales force to offices at lunchtime to help the Vietnamese shave 
their eyebrows and learn other beauty tricks. 

But trailblazers often become victims of their own success. 
De Bon now faces an onslaught by other Korean competitors 
plus global rivals like Oriflame and United States-based Avon 

Products, all attracted by the disposable incomes that are rising 
along with Vietnam's 7.24% annual GDP growth rate. 
While De Bor!s boutiques cling to their slogan, “The 
First Name in Beauty,” their managers are being 
poached by rivals. “Our company is like a training 
academy,” remarks Nam Taek Bom, general director 
of LG Vina Cosmetics, an LG subsidiary. He’s also 
worried about being undercut by lower-priced wares. 
According to Vietnams Ministry of Health, cosmet- 
ics and toiletries from more than 200 foreign man- 
ufacturers are now sold in Vietnam. 

To be sure, the market has plenty of shortcom- 
ings. Vietnamese spend just $4 per capita on such 
products so far, a fraction of Thailand’s $20 per head, 
despite a 100% growth in sales between 1998 and 
2003. Given the complex bureaucracy that controls 

cosmetics in Vietnam, companies must endure 
delays in registering new products and cope with 
high duties and minimum price rules that may 

undercut their profits. 
The potential for countryside sales also 
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remains uncertain, given paltry distribution networks 
and traditional village mores that discourage make-up for 
young unmarried women. Skin rashes resulting from poor- 
quality products—including counterfeits of well-known 
brands—have also fanned cautious attitudes among Viet- 
namese consumers. 

Despite such obstacles, some overseas beauty firms have 
cottoned on to Vietnam's new-found entrepreneurial energy 
as key to building a market. One clue lies in the 80,000 
new private Vietnamese companies established since 2000, 
or the 69,000 life insurance agents signed up by foreign firms 
over the past several years. In cosmetics, like insurance, the 
name of the game is networking through relatives and friends. 

It looks as if Avon is betting on those networking skills, 
with a direct-sales launch tentatively slated for April. “Through 
our research, [we see] a strong interest in buying and sell- 
ing Avon products among potential customers,” says Ben Gal- 
lina, president of Avon Asia Pacific. 

U.S.-based Mary Kay Cosmetics is also considering a move 
into Vietnam to expand its direct-sales empire. “We think 
Vietnam is our next port of call, it has good potential,” says 
K.K. Chua, president of Mary Kay Asia Pacific. 

On the retail shop front, both Hanoi and Ho Chi Minh 
City have seen a boom in cosmetics boutiques, including 
single-brand stores such as those featuring Italy’s Pupa Cos- 
metics and mixed-brand outlets launched by new Viet- 
namese distributors. 

“So far, brand loyalty in Vietnam is still not very developed. 
That gives international companies opportunities to build their 
brand,” says Sylvia Mu, research manager in the Singapore 
office of Euromonitor, a London-based market research firm. 

The risk is that Vietnams growing army of cosmetics sales- 
people wont be terribly loyal, either. Take the case of For- 
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ever Living Products, a U.S.-based company that conducts 
multi-level marketing of nutritional products and cosmetics 
derived from aloe. Forever Living's branch manager Tran Kim 
Uyen in Can Tho says she's also selling Oriflame products, 
while another Forever Living agent admits to selling Pru- 
dential life insurance, too. 

Furthermore, networking through friends and relatives 
has its limits. “The number of potential customers is not lim- 
itless," says one agent who declines to be named. "People 
don't want to buy from strangers." 

Yet the companies frown on such mixed portfolios due 
to concerns over maintaining their reputations. In December, 
for example, the local press reported that Forever Living sales- 
people were exaggerating the nutritional benefits of their aloe- 
based drinks. Forever Living executives say they have since 
issued warnings to salespeople and upgraded training. 

The publicity helped to propel a government move to 
regulate multi-level marketing. However, Vietnam does not 
seek to impose an outright ban, as previously seen in China. 
That's because officials’ nervousness over multi-level mar- 
keting is tempered by their eagerness to create new jobs—and 
strengthen social stability—in a society that suffers from 
pervasive underemployment. 

In practice, it’s tough for cosmetics firms to check on 
the loyalty of their agents. Oriflame tries to keep the faith 
through training sessions. At one recent evening session in 
Ho Chi Minh City, a lecturer, resplendent in red shirt and pink 
tie, sought to inspire a rather haggard-looking group of two 
dozen recruits to greater heights. 

“Oriflame gave you an opportunity and you have to grab 
that opportunity,” he declared, dangling potential monthly 
commissions of up to 20 million dong ($1,300). “Make peo- 
ple feel relaxed and confident. Prove yourself a star.” = 
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CORPORATE GOVERNANCE 


South Korea's 
Hard Slog 


Despite strengthening the law and prosecuting the worst cases of 
fraud, it's still business as usual at Korea Inc. For, as the SK Corp. 
episode suggests, shareholder action is hey to corporate reform 


AT A TIME when corporate executives in 
the United States and Europe are being 
ousted for trading shareholders' interests 
for their own, the head of South Korea's 
biggest oil refiner has managed to keep 
his job despite being convicted of a crim- 
inal offence last year. For international 
investors, the failure of a bid by foreign 
shareholders to effect management 
changes at SK Corp. marks a major set- 
back for corporate reform in Korea. 

The bitter battle between Sovereign 
Asset Management, a traditionally low- 
profile Monaco-based investment fund, 
and the company's family-dominated 
management came to a head at SK Corp.'s 
March 12 annual general meeting in 
Seoul. Shareholders were asked to choose 
between two slates of candidates to the 
board and different sets of amendments 
to the company's articles of incorporation. 
SK Corp.'s management won, receiving 
51.7% of the votes cast at the meeting; Sov- 
ereign received 47.496. 

The AGM was widely seen as a land- 
mark test for whether shareholders—both 
domestic and foreign—have the power to 
influence the internal affairs of tradi- 
tionally closed corporate Korea. Most 
foreign investors led by Sovereign wanted 
the company to adopt a zero-tolerance pol- 
icy towards executive mismanagement. 
Domestic investors, however, appeared 
more willing to give the company's chair- 
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man, Chey Tae Won, the nephew of the 
conglomerate's founder, a second chance. 
Last year, Chey was convicted of illegal 
trading and accounting irregularities, 
served seven months of a three-year sen- 
tence and is currently out on bail while 
appealing against his sentence. 

Why did local investors vote against 
Sovereign's proposals? After all, they were 
recognized by an influential U.S. share- 
holder-advisory firm and a Korean busi- 
ness watchdog as being better tailored to 
improve shareholder value and therefore 
superior to management's offer. Apart 
from a nationalist impulse, the explana- 
tion could lie in the nature of shareholder 
interest in Korea's top companies. Small 
investors have tended to view their hold- 
ings as temporary stakes aimed at turning 
a quick profit. They have been willing to 
complain against bad management, but 
rarely prepared to engage in long, drawn- 
out battles to seek change. That is, until 
Sovereign came along. 

The SK Corp. AGM was a chance for 
investors "to say to management that a 
3.8% return on equity over the last 10 
years is wrong" when its peer group is 
returning more than three times that, 
says James Fitter, chief executive officer 
at Sovereign, which holds a nearly 1596 
stake in SK Corp. “We tried to create a 
platform where minority shareholders 
feel empowered to demand change." 





In recent years, Seoul has sought to 
revise laws and regulations to improve cor- 
porate governance, which have led to inves- 
tigations and even criminal prosecutions. 
But they have to be matched on the ground 
by aggressive long-term investor activism 
committed to forcing management to 
enhance shareholder value, say analysts. 
Indeed, the "Korea discount," or the ten- 
dency for shares of Korean firms to trade 
at a lower value than those of comparable 
companies in other countries, is attributed 
to the country's want ofa strong corporate- 
governance culture. 

"Korea is one of the most powerful 
economies in the region," observes 
Dominic Barton, Shanghai-based chair- 
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man, Asia Pacific, of consultancy McK- 
insey & Company. But he says its com- 
panies are hostage to its underdeveloped 
capital markets and the short-term men- 
tality of banks and institutional and retail 
investors. Indeed, most Korean investors 
have very short horizons—about three 
to six months for the average retail buyer 
and one year for institutional investors. 
Even the banks prefer to lend for the short 
rather than the long term. This exerts 
enormous pressure on companies to fol- 
low suit and pursue immediate returns 
and quick fixes at the expense of long- 
term investment. 

SK Corp. gained international atten- 
tion when, last March, government inves- 
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tigators uncovered a 1.5 trillion won ($1.28 
billion) accounting fraud at one of its affil- 
iates, SK Global —now renamed SK Net- 
works. The company was later found to 
be hiding even greater losses of about 4.4 
trillion won. SK Corp. moved to bail out 
its sister company, and that's when things 
started getting hot. Traditionally, Korean 
conglomerates have used their healthy 
companies to buoy troubled affiliates, but 
in this case Sovereign, SK Corp.'s largest 
shareholder, attempted to block the move. 
It failed, and SK Corp. contributed 850 
billion won to a bailout plan in late 2003. 
In December, SK Corp. set aside an addi- 
tional 143 billion won to help another 
distressed affiliate, SK Shipping. In the 
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same month, SK Corp. also sold its treas- 
ury stock, about a 10% stake in the com- 
pany, to a small group of local banks 
friendly to the SK group. 

Through newspaper advertisements, 
direct-mail solicitations and one-on-one 
meetings, Sovereign for the past year has 
been trying to convince other shareholders 
to join its efforts to sweep out management 
and improve governance at SK Corp. 
Management responded by making 
concessions to shareholders—removing 
some controversial members from group 
company boards, fielding a new slate of 
nominees to the SK Corp. board and 
offering to make other improvements in 
transparency. In the event, domestic »» 
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investors decided to give SK Corp. 
management a second chance. 

All the 34 local asset-manage- 
ment companies, mutual funds 
and banks that voted—save 
Schroders Korea, which voted for 
Sovereign—came down on the side 
of SK Corp., according to the com- 
pany's records. Influential domes- 
tic investors, like Korea's National 
Pension Corp., a government- 
funded entity that holds a 3.696 
stake in SK Corp., also voted in 
favour of management. As K.J. 
Cho, chief investment officer at the 
pension fund, explains, “Share- 
holder value is improving, the 
management is making changes 
and we believe management can 
take the company forward." Sepa- 
rately, he adds that in deciding how 
to vote, the pension fund had to 
consider what was important not 
only for SK Corp. but for the group 
and for the country. 

But for some foreign investors, 
a vote for management's slate of 
directors and proposals flies in the 
face of the government's stated policy of 
improving corporate governance. Notably, 
since coming to office in February, Finance 
Minister Lee Hun Jai has made repeated 
statements urging Korean corporations 
to enhance transparency and even encour- 
age minority-shareholder activism. 


PATIENCE PAYS 
Some domestic investors believe that SK 
Corp.—along with other Korean corpo- 
rations—is making headway to improve 
corporate governance, but will do so in its 
own time. Lee Nam Yong, head of the 
corporate-restructuring division for the 
SK group at Hana Bank, one of the 
groups largest creditors which voted in 
favour of management, concedes that 
"Sovereign's activities did help a lot in 
pushing forward corporate-governance 
issues." But, he adds, "we can't go over 
to global standards overnight. It is true 
that SK group has done some very wrong 
things, but it takes time to properly 
restructure the companies." 

Korean investors for their part have 
a long way to go in advancing shareholder 
rights in the country. Underlying retail 
investors' short-term trading approach 
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is their lack of confidence in the stock- 
markets. Indeed, long-term holders of the 
Korea Composite Stock Price Index over 
the past 15 years would have seen their 
investments shrink by 12%. Domestic own- 
ership of Korean stocks is at record lows, 
at about 20%, while foreign ownership 
continues to climb and is now at more than 
4396. The National Pension Corp. allocates 
only 6.6% of its more than $100 billion 
of assets under management to equity. Still, 
the minority shareholders' cause is gain- 
ing notice due to the activism of local civic 
groups such as the People's Solidarity for 
Participatory Democracy. 

Institutional investors, which are mostly 
investment-trust-management companies 
that are often affiliates of Korea's large con- 
glomerates, have hardly been vocal critics 
of bad corporate governance. While those 
such as Samsung ITMC and LG ITMC 
maintain that they are independent money 
managers—indeed, by law, they are limited 
in the amount of shares they can own in 
group affiliates—they still rely on their own 
and other conglomerates for a big chunk of 
their assets. This conflict of interest has thus 
far kept Korea's fund managers on the side- 
lines of shareholder activism, says analysts. 


Another obstacle to voting 
against company management is 
that by law, ITMC fund managers 
are required to publicly disclose 
how they will vote at an AGM 
before they do so. And in the case 
of SK Corp., some fund managers 
who declined to be identified 
admit that there was tremendous 
social pressure to vote for man- 
agement. Also, another point in 
understanding why institutional 
investors may not be such vocal 
shareholder activists is that on 
average most only allocate about 
1096 of their assets under man- 
agement to stocks; the rest is 
invested in fixed-income prod- 
ucts reflecting their clientele's 
aversion to risk. 

Still, foreign investors' enthu- 
siasm for SK Corp remains 
unabated. Given the quality of its 
assets and its dominant market 
position, they believe good man- 
agement could unlock its intrin- 
sic value. Despite lacking support 
from domestic investors, foreign 
holders may have more leverage in future 
general meetings as they now currently 
own 55.596 of the company. Only share- 
holders registered by the end of 2003 were 
eligible to vote in the recent AGM. At that 
time, foreign shareholders controlled about 
4396 of the votes, while about 26% were 
held by SK group-affiliated companies and 
individuals. Wellington Management of the 
U.S. recently increased its stake to 996, 
up from 5% in February. The AGM is “not 
the end of efforts to improve corporate 
governance at SK Corp.," says Mark 
Mobius, president of Templeton Emerg- 
ing Markets Fund, which is a current 
shareholder of SK Corp. and a supporter 
of Sovereign’s campaign. 

But without continued activism, share- 
holders may indeed have to wait a long 
time for change at SK Corp. In his first 
media interview in more than year, Chey 
told a local business magazine that 
he believes that corporate-governance 
improvement at SK Corp. is a 50-year proj- 
ect. True to form, in his first management 
change at SK group, Chey appointed Kim 
Chang Keun, the ousted president of SK 
Corp. who has also been convicted, to serve 
as vice-chairman of SK Chemical. & 
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Creditors in Thailand and Indonesia want banhruptcy 


statutes enforced, but the laws are patently unfair 


By Dan Fineman 
Disputes with high-profile debtors TPI Polene and Asia Pulp 
& Paper are once again sparking creditor protests about weak 
bankruptcy law in Thailand and Indonesia, Shed no tears for the 
bankers. The IMF-imposed systems they want enforced are 
neither fair nor desirable. Debtors are right to resist the laws. 

Rather than correct an unfair disadvantage suffered by 
creditors, the new laws inflict a gross injustice on debtors. 
Bankers knew before the crisis that their Thai and Indonesian 
loans lacked the legal protection enjoyed in the West and 
priced credit accordingly. Now, the tightened laws offer banks 
both developing-country lending spreads and Western-style 
bankruptcy protection. In effect, the laws upgrade loans from 
unsecured to secured status. They change the rules in the mid- 
dle of the game, to the benefit of one side. With peak non- 
performing loans equalling 4896 of total loans in Thailand 
and 5626 in Indonesia, the switch affects nearly every sector 
of both countries' economies. 

The new laws have hampered, rather than aided, the res- 
olution of NPLs. After a credit bubble, debt forgiveness mat- 
ters as much as loan collection. Unless banks ease the burden 
of overextended borrowers, companies will lack the financial 
strength to borrow and invest, or even survive. In the United 
States, Chapter r1 forces banks to forgive debt, but Thai- 
land's tightened bankruptcy laws allied the government with 
bankers. In debt-restructuring negotiations sponsored by 
the Thai government during 
the crisis, most creditors 
refused to forgive debt. The 
bankruptcy laws had encour- 
aged them to maintain the 
squeeze on debtors. 

Regardless of the effort 
expended, the Thai and 
Indonesian bankruptcy laws 
had no hope of solving the 
NPL crisis. The avalanche of 
bad debts that tumbled onto 
bank books during the Asian 
Crisis would have challenged 
even the world's most effi- 
cient jurists, and Thai and 
Indonesian courts are any- 
thing but efficient. Almost 
overnight, judges were asked 
to develop bankruptcy-law 
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expertise that would satisfy some of the world’s 
leading financial institutions, and to settle cases in 
volumes Western courts have never faced. Bank 
NPLs have fallen to 15% of total loans in Thai- 
land and 8% in Indonesia, but faster economic 
growth, falling interest rates and transfer of bad 
loans to asset-management corporations account 
for most of the improvement. The bankruptcy laws 
have helped little. 

By aiming to correct past mistakes, the new 
bankruptcy laws fail to promote future lending. | 
Had Indonesia and Thailand tightened bank- < 
ruptcy procedures only for new loans, less oppo- . 
sition would have emerged and enforcement .. 
would have proven easier. Better security on new = 
loans would have reduced credit risk, lowered | 
rates and encouraged lending. Even borrowers 
would have welcomed that. E 







PATENTLY DISCRIMINATORY E 
In isolation, the new laws might not have provoked 
controversy, but debtors rightly view them as sup- __ 
porting a broader crisis-recovery programme bias __ 
favouring creditors, especially in Thailand. While 
officials underwrote none of debtors’ liabilities, |. 
implicit guarantees of deposits kept de factoinsol- 
vent banks in Thailand alive during the crisis. ~ 
Although stricter bankruptcy laws confront debtors 

with the complete loss of their companies, loose 

accounting rules have left most Thai banks in own- E 
ers’ hands. In Indonesia, the state-run bad-loan- ^. 
management corporation increased the pressure 
on debtors but relieved banks of NPL burdens. — 

The creditor-friendly bankruptcy programme 
appears especially unfair to debtors given the heavy 
responsibility banks carry for spawning the cri- | 
sis. Unlike in Korea, pre-crisis Thai and Indone- 
sian bankers faced no government pressure to 
lend. They expanded loan books at rates far in 
excess of underlying economic growth without - 
prompting. Borrowers in the mid-1990s did not 
have to apply for credit. Banks offered corporates 
loans they often did not need. 

The current governments in Thailand and 
Indonesia have taken a more sympathetic stance 
toward debtors. They seem less interested in enforc- 
ing bankruptcy laws. But rather than weaken imple- 
mentation, governments should rewrite the codes. 
Legislation should promote future lending and new 
laws should apply only to new loans. Shorn of their 
grandfather provisions, Southeast Asian bankruptcy 
laws would provoke less opposition, prove easier to 
implement and lower lending risk on future loans. 
Thailand and Indonesia can still develop effective 
bankruptcy law. They merely need a more balanced 
and more realistic approach. # 

Write to me at dan.fineman@feer.com 








SAFER OPTION: 
Korea switched to 
Australian beef 
after the confirma- 
tion of mad-cow 
disease in the U.S. 


MEAT Exports 





A Cut Above the Rest 


Protected both by its distance from the Asian mainland and its high quarantine 
walls, Australia offers the region a safe source of meat products 


ASIAN IMPORTERS ARE turning to Australia to keep beef and 
chicken on the menu in the wake of the United States’ mad- 
cow scare and the Asian bird flu. Distance has been the major 
historical drawback for Australia’s meat exporters, but now 
it seems to be working in their favour as isolation and tough 
quarantine rules reduce the chances of an outbreak. 

Australian beef exports to Japan this year have increased 
44% over 2003 figures, rising to 59,000 tonnes during Jan- 
uary and February, reports Meat and Livestock Australia, or 
MLA, the national industry organization. This followed a 
Japanese Ministry of Agriculture delegations trip to Australia 
to source more beef following a ban on U.S. imports. 

Two of Japan's largest gyudon, or beef-bowl, chains in 
March started promoting the use of Australian beef in their 
dishes. The second-largest gyudon chain, Matsuya, is com- 
bining Australian beef with Japanese beef and remaining U.S. 
stocks, while the fourth-largest chain, Kobe Lamputei, has 
switched to using Australian beef. The largest chain, Yoshi- 
noya, has removed gyudon from its menu and is restricting 
its fare to pork and chicken dishes. 

Australian trade officials have moved quickly to capitalize 
on the new demand, taking the opportunity to lobby the Japan- 
ese government to reduce the hefty 5096 tariff it imposed 
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on imports last August. Department of Agriculture figures 
show that Australia exported 409,619 tonnes of beef and veal 
to Asia in 2003, of which 279,316 tonnes went to Japan. 

Beef industry experts first thought initial Australian gains 
in Japan would be eroded by market losses in the U.S. in 
the medium term. They feared the single bovine spongi- 
form encephalitis (BSE) incident in the U.S. might turn Amer- 
ican consumers off their much-loved beef, forcing producers 
there to stockpile and reduce imports to that major market. 

However, MLA reported that U.S. cattle and beef prices 
had bounced back to within 1096 of their pre-BSE levels, 
and above their levels of a year ago. Says MLA chief market 
analyst Peter Weeks, "Australian cattle and beef prices are fore- 
cast to remain high during the period of U.S. suspension, with 
any negative impact on U.S. demand offset by stronger 
demand in North Asia." 

Minister for Agriculture Warren Truss was at pains to avoid 
being seen to pounce on the Asian opportunities at the expense 
of the U.S. "Australia is not choosing to exploit the supply prob- 
lems resulting from the ban on U.S. beef,” he said in a state- 
ment. "However, Japan is a key market and it is important that 
their consumers retain access to quality beef. We will seek to 
assist wherever we can through this difficult period." 
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Australian Trade Commission, or Austrade, figures show 
the country’s poultry-export market is quite small, with only 
21,400 tonnes of poultry meat exported in the 2000-01 finan- 
cial year, 98% of it chicken. But that may be changing, with 
both chicken growers and egg producers reporting a rush of 
demand from Asia over the past few weeks. 

West Australian egg exporter Golden Eggs has been field- 
ing calls and e-mails from Vietnam, Singapore, Malaysia 
and Indonesia. "They're sounding desperate, and . . . they're 
putting things in place to make sure that they have sup- 
ply," says Golden Eggs sales, marketing and export manager 
Stuart Robertson. 

The inquiries have converted to export sales, with the com- 
pany exporting five containers holding 60,000 eggs to Sin- 
gapore over the past four weeks. "It's opened up a lot more 
contacts for us, especially in Vietnam and Thailand, places 
that we've never really dealt with before," Robertson told 
the Review. "They've been willing to pay higher prices." 

However, producer's stocks have been stretched because 
the bulk of their production is aimed at the Australian 
domestic market. Robertson expects Asian importers to 
return to their traditional suppliers once the influenza scare 
has passed. 

Australians eat almost all of the nation’s chicken produc- 
tion at present, other than chicken feet, which are the major 
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export item. The executive director of the Australian Chicken _ 
Meat Federation, Jeff Fairbrother, says the industry has always — 
seen itself as an import-replacement industry rather thana — 
major export industry. Only 496 of output was for export. a 

“That does not mean that the industry will not seek lucra- 


tive value-added niche markets when the opportunity pres- - = 
ents itself,” he told a national conference earlier this month. — 


But the key focus would be on protecting the local indus- e 
try against outbreaks of avian diseases. "The integrity of Aus- 


tralia's biosecurity is of immense importance to the future E, 


of Australia's chicken-meat industry," he said. a 
Australia has never recorded a case of the H5N1 virus cur- ~ 


rently affecting Asia. However, it has experienced five out- 


breaks of the H7 strain since 1972, the most recent in 1997. 
The Australian Quarantine and Inspection Service is using. 
an extra $467 million allocation to screen for high-risk prod- 
ucts from affected countries. d 
Yet, no matter how effective the quarantine measure: 
might be, there is still a natural risk to Australian poultry. Agri 
culture Minister Truss warned that migratory waterfowl. 
sea birds and shore birds had the potential to carry the virus 
into Australia. The irony here would be that Australia’s dis- 
tance from its export markets—for centuries its greatest hand- 
icap—might not be great enough to ensure it maintains. 
this new trade advantage. Œ | 
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-- Accelerating your business success in China 
April 15 - 18, 2004 Shanghai 
September 22 - 25, 2004 Shanghai 


“For expatriate managers, the Chinese market presents both opportunities and 
challenges. You need special skills and knowledge, as well as the flexibility to 
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^. . While the budget deficit is worrying, external debt is 
.. under control. Yet fears of a financial crisis linger 


By James Hookway 
A bit of a kerfuffle occurred in Manila in January 
when Standard Chartered mentioned the possi- 
bility—just the possibility, mind—that the Philip- 
pines could eventually face a default of the kind 
recently seen in Argentina. Testy missives issued 
from the presidential palace, opposition politicians 
seized on the Standard Chartered report as evi- 
dence of government mismanagement and the 
peso wobbled as investors worried about how far 
from the edge the Philippines might be. 

The row has since subsided. But with the Philip- 
pines approaching a presidential election that may 


WORRYING GAP 
The Philippines’ persistent budget 
deficits are a serious cause for concern 
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install an inexperienced movie actor as the country's 
leader, the question remains: What would it take 
to push the Philippines over the edge? 

Well, quite a lot, as it turns out (and as Stan- 
dard Chartered also reported). Central bank offi- 
cials have argued that the Philippines total for- 
eign debt of $56.3 billion at the end of last year is 
relatively manageable, equivalent to 7796 of 
2003's GDP. When Argentina stumbled, its total 
debt was $140.2 billion. 

More importantly, Philippine officials have 
skillfully replaced short-term debt with long-term 
maturities over the past several years. Foreign 
debt scheduled to fall due within the next year is 
$6.2 billion, or 8.3% of last year’s GDP: the aver- 
age maturity of Philippine debt is r9 years. In 
Argentina, $36 billion was short-term, equiva- 
lent to a fifth of its economy. The Philippine gov- 
ernment, meanwhile, is bullishly projecting the 
economy to grow by 4.9%-5.8% this year. 

There is, however, still a lot for the Philippines 
financial managers to worry about. Last year, China's 
per-capita income overtook that of the Philippines 
for the first time, underscoring the extent to which 
the country may be left behind as investment flows 
north. Foreign direct investment in the Philip- 
pines fell by 6496 last year, compared with 2002. 

Early trade figures this year suggest the Philip- 
pines may be slipping further behind both China 
and other Southeast Asian countries. January's trade 
deficit of $336 million was double that of the same 
period last year, partly because of increased imports 
of electronics components for assembly. But the 
biggest concern continues to be the budget deficit— 
and in this respect the Philippines is worse off 
than Argentina. Last year, the gap between what the 
Manila earns and what it spends was equivalent to 
4.6?6 of GDP, compared with a 3.396 figure seen 
in Argentina before its crisis hit. 

Government officials and opposition politicians 
say they plan to balance the budget by 2009 by 
reducing corruption at revenue agencies and intro- 
ducing higher alcohol taxes and new taxes on 
mobile-phone messaging. This year, they plan to 
cut the deficit to 4.2% of GDP. Privatizing the 
National Power Corp. would also help by removing 
the utilities debts from the public books. Any reduc- 
tion would be useful: In January, almost a third of 
the government's income went to interest payments 
on the Philippines' foreign debt. 

Significantly, the Philippines, now Asia's 
largest sovereign-debt issuer after Japan, has 
posted budget deficits for 10 of the past 14 years. 
CLSA Emerging Markets recently warned that if 
GDP growth slows and the deficit widens, the 
Philippines may end up facing a financial crisis 
sooner than anybody anticipated. z 
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Dow Jones Global Indexes Local Indexes Coss 
Index (Mar. 22) % chg YTD (Mar. 22) Mkt Unit Latest %chg YTD 

(Mar. 22) % chg YTD Australia 3,399.60 +2.83 Aluminium Ldn $/tn 1,663.00 +3.68 
Australia 225.62 *3.45 Bangkok 681.34 -11.76 Cocoa NY $/tn 1493.00 -1.45 
China 88 154.82 *14.06 Bombay 5,365.40 -8.11 Coffee NY c/Ib 7735 +19.09 
Hong Kong 226.38 *4.42 Colombo 1248.50 ^ «1755 Copper NY c/Ib 135.30 +29.41 
Indonesia 58.10 +5.64 Hong Kong 12,550.91 -0.20 Cotton NY c/Ib 6700 -10.75 
Japan 84.78 *9.13 Jakarta 742.91 *7.37 Gold Ldn $/oz 417.65 +0.10 
Malaysia 124.19 *14.33 Karachi 4,997.91 +11.77 Oil: Brent Ldn $/barrel 32.80 +8.72 
New Zealand 186.66 *3.25 Kuala Lumpur 908.96  +14.49 Palm Oil KL Ringgit/tn 1,981.00 «11.67 
Philippines 62.94 -2.74 Manila 1,431.67 -0.74 Pulp FOEX  $/tn 611.48 +9.30 
Singapore 136.41 +2.41 Seoul 863.69 +6.54 Rice Bnk $/tn 241.00 +19.31 
South Korea 119.90 +12.65 Singapore 1,812.16 +2.70 Rubber KL Mc/kg 495.00 +4.76 
Taiwan 123.91 +9.35 Taipei 6,359.92 +7.97 Soyabeans Chg c/bushel 1,055.75 432.97 
Thailand 71.22 -10.94 Tokyo 11,318.51 *6.01 Sugar NY c/Ib 6.87 21.16 
U.S. Total Market — 260.29 -0.91 Wellington 2,279.97 *0.07 Tin KL $/tn 7,880.00 +19.21 
Euro Stoxx 50* — 2,712.11 -1.76 DJIA 10,064.75 -3.72 Wheat Chg c/bushel 422.75 +12.14 
FTSE 4,333.80 -3.20 AIG - Dow Jones Commodity Index 151.69 +12.14 


Dow Jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ 


ECONOMIC DATA IN THE SPOTLIGHT 


Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Taipei (-6.16% on week) 
(Mar. 22) GDP CPI Current acct | Trade balance 1-mth interbank | Prime rate Weighted price index 
Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.17 (Jan) 5.36 9.50 
China 9.9 (Q4 '03) +2.1 (Feb) +35.42 (2002) +18.07 (Feb) 2.70 n.a. 
EU 0.9 (Q4 '03) +1.8 (Jan) -*43.68 (Q4 '03) -15.45 (Jan) 2.07 n.a. 
Hong Kong 5.0 (Q4 '03) -2.0 (Feb)  +18.43 (Sept) -8.65 (Jan) 0.08 5.00 
India 8.9 (Q3 '03/'04) +4.3 (Jan) +1.07 (Sept) -15.82 (Jan) 6.00 10.63 
Indonesia 4.1 (2003) +4.6 (Feb) +4.70 (2003) +27.7 2 (Jan) 7.58 7.42 
Japan 3.4 (Q4 '03) -0.3 (Jan)  +136.11 (Dec) +94.79 (Jan) 0.07 1.38 
Malaysia 6.4 (Q4 '03) +0.9 (Feb) +11.87 (Sept) +46.93 (Jan) 3.00 6.00 
New Zealand 3.6 (Sept '03) +1.6 (Dec Qtr) -3.67 (Sept) -2.77 (Jan) 5.45 5.50 
Philippines 4.5 (Q4 '03) +3.4 (Feb) +3.35 (2003) -1.94 (Jan) 7.62 10.62 
Singapore 4.9 (Q4 '03) . +1.5 (Feb) +27.41 (Dec) +27.86 (Feb) 0.56 5.50 
South Korea 3.9 (Q4 '03) +3.3 (Feb) +16.91 (Jan)  +19.69 (Feb) 3.77 3.90 
Taiwan 5.2 (Q4 '03) +0.64 (Feb) +28.71 (Dec) +16.40 (Feb) 0.96 0.75 
Thailand 7.8 (Q4 '03) +2.2 (Feb) +8.09 (Jan)  +10.16 (Jan) 1.29 5.75 piss A oe 
U.S. 4.1 (Q4 '03) +1.7 (Feb) -541.80 (Dec) -492.96 (Jan) 1.09 4.00 March 


Source: Government Statistics 


Source: MoneyLine Telerate 
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Key Currencies 
(Mar. 22) $1 worth Spot rate % chg YTD (Mar. 22) $1 worth Spot rate % chg YTD 
Australia dollar 1.3271 +0.02 Mongolia* tugrik 1,177.00 -4.33 
Bangladesh taka 58.775 -0.47 Nepal rupee 73.00 0.00 
Brunei dollar 1.691 +0.85 New Zealand dollar 1.5122 +0.95 
Burma** kyat 855.00 +4.09 Pakistan rupee 57.25 -0.16 
Cambodia* * riel 4,126.00 -6.62 Papua New G. kina 3.1751 *3.97 
China renminbi 8.2773 -0.01 Philippines peso 56.40 -1.57 
European Union euro 0.8112 -2.17 Russia* * rouble 28.501 *2.59 
Hong Kong dollar 7.7927 -0.38 Singapore dollar 1.6884 *0.54 
India rupee 45.0875 *1.13 South Korea won 1,160.00 *2.76 
Indonesia rupiah 8,556.00 -1.75 Sri Lanka rupee 97.40 -0.51 
Japan yen 106.85 *0.34 Taiwan NT dollar 33.287 *2.05 

& Laos** kip 10,425.00 +0.10 Thailand baht 39.405 +0.42 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,738.00 -0.51 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0619 S$ = ringgit 2.2495 SDR = $1.4801 * Official rate * *Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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THAILAND 


Teens Out of Control 


Or are they just misunderstood? The debate rages as Thais grapple with the problems 
of a widening generation gap, and the government considers slapping a night curfew on kids under 18 


By Cris Prystay/BANGKOK 
""— Dd! 


Gerhard J6rén/AsiaWorksphotos 
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VORAMON SRINARINTRANON, aperky 17- 
year-old with a funky, cropped hairstyle and multi- 
coloured braces on her teeth, perches on a ledge 
on the sidewalk near Siam Square, a mall popular 
with Bangkok's teenagers. Punjapon Jatupattankul, 
16, in a baggy red shirt and a baseball cap worn back- 
wards, sprawls beside her. They're just hanging 
out on a Friday afternoon after school. 

By Western standards, they're a fairly conser- 
vative pair. They're rarely out past 9 p.m., and meet 
up with friends only during school holidays. But 
thanks to their fashion sense, they're wild and 
wacky in the eyes of most Thais. Worried that teens 
like them will fall prey to drugs and alcohol, the 
Thai government is debating whether to impose 
a IO p.m. curfew on all citizens under the age of 
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AND 
RESTLESS: 
Thai 
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18, unless escorted by adult relatives. “I don't like it. Freedom is 
our right. They shouldn't force us" to stay in, says Punjapon, “but 
my dad loves the idea." 

Globalized pop culture and a sharp rise in drug and alcohol 
use among youths have alarmed Thai parents. Thanks to a diet 
of rock videos and foreign films, Thai teens are dyeing their hair, 
talking back and piercing more than their ears. Some are sneak- 
ing into nightclubs, sipping booze and popping pills. More fright- 
ening has been an unprecedented spate of teen violence: Last year, 
a teenager killed two students and wounded four others in a school 
shooting; another killed his ex-girlfriend's uncle after she broke 
up with him; five youths, aged 19-24, beat up a student over a 
videogame; and a teenager was shot to death after a fight between 
gangs at a pop concert. 

Plenty of adults have voiced concern, and politicians have 
responded. Two years ago, the government raised the drinking age- 
limit from 18 to 20. Last year, a harsh police crackdown on drug 
dealers met with parental approval. Then in February, the gov- 
ernment proposed regulations to close bars at midnight, instead of 
the current 2 a.m., and to impose the 10 p.m. curfew on under-18s. 
That sparked a heated debate over whether the government is over- 
reacting. The issue, some analysts say, is simply the age-old com- 
plaint of teenagers everywhere: Nobody understands us. 

Foreign advertisements, movies and music have created a 
culture gap between generations, says Surichai Wun Gaeo, the direc- 
tor ofthe Centre for Social Development Studies at Chulalongkorn 
University. Traditional Thai society, like other Asian cultures, places 
a premium on quiet diligence and conformity. But Bangkok's 
teenagers are much more individualistic and expressive, he says. 

"The rapid changes around us have created a lot of insecuri- 
ties among adults. Youth are responsive to those changes, but adults 
see those youth as deviants or as having a social order problem," 
says Surichai. "They see youths who do things to their hair or get 
a tattoo as the same as someone using drugs." Politicians and 
parents are lumping increasingly independent-minded teens and 
the growing drug culture into one “problem” basket, he says. “I 
think if adults are sane enough they would realize that youth of 
every generation have their own way of expression and dressing. 
It’s just that the rate of change these days, the globalization, has 
accelerated everything, so the gap is more prominent.” 

But most parents are focusing on black-and-white issues, not 
the complexities of today’s teens. “As a mother, I think [the cur- 
few] is a good policy,” asserts Srirattana Wongwasangkul, who keeps 
her twins, a boy and girl aged 17, close to home. “It’s one way to deal 
with our social problems.” Says Senator Prateep Ungsongtham, 
who runs a foundation for underprivileged children: “It won't solve 
the problem, but it does send a message to young people that 
they have to change their lifestyle. They can't just hang around out- 
side or go to karaoke or join a gang. It’s not acceptable.” 

Still, some parents feel that the law infringes on young peo- 
ple’s civil rights, or could push them toward real rebellion. Jik 
Lohanan, a conservative, middle-class working mother, and her 
liberal sister-in-law, Beau, have very different views on parenting: 
Jik is strict with her 15-year-old daughter, Kao, who has to be home 
by 6 p.m. sharp. Beau gave her kids, now in their 20s, free rein, 
confident that they would apply the values they learned at home 
even when they were out of her sight. >> 
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But both agree that the curfew plan is a sledgehammer 
approach to a delicate issue. Teens obey parents out of respect, 
Jik says. They could become resentful if the authorities try to 
govern their lives. “The more you tell them not to do something, 
the more they'll want to do it,” she says. Her daughter Kao pokes 
at her food. "It's not fair. We should have freedom," she blurts out. 
"Sometimes we feel like we're being blamed for everything." 

At a recent Lohanan family dinner in Bangkok, table talk turns 
to the night life of teenagers. Jik and Beau's 22-year-old niece, 
Rosie, says drugs are cheap and easy to get at local bars. Despite 
the drinking age-limit, there are plenty of teens out every night, 
and “nobody checks their IDs," says Rosie, an economics student. 
Royal City Avenue, a nearby neon.lit strip of nightspots, is packed 
with teens and young adults on weekday evenings and weekends. 
"When the police come, everyone just runs," says Rosie. 

The government's February proposals to shutter bars ear- 
lier and to ground teens at night provoked a public outcry, and 
it backed down in early March. The Interior Ministry now says 
early bar closures will only apply to new establishments, while 
Education Minister Adisai Bodharamik says the curfew plan 
will be reviewed. "We need some measures for children going out 
at night, but it has to be clear and fair to youngsters," Adisai 
told The Nation newspaper. The minister did not respond to an 
interview request from the REVIEW. 

In the fight against drugs and vice, civil rights and due process 
have received short shrift. More than 2,000 people were killed in 
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last year's "war on drugs," many in what human- 
rights groups describe as summary executions by 
police. The government, however, asserts that out 
of its figure of 1,383 drug-related deaths, only 42 were 
shot by police. The rest, police say, died in fighting 
between gangs involved in the drug trade. 

Either way, many Thais are happy with the 
result. “I think it’s made a difference," says Sena- 
tor Prateep, whose foundation helps children in 
Bangkok’s slums, where she says drug abuse 
among teens is high. “The Thaksin government has 
been very hard on drug dealers in the last two years, 
and the amount of drugs has dropped by 50% in 
my community—in some places, by 90%.” The 
number of under-18s arrested on drug-related 
charges dropped to 1,023 in 2003 from 2,666 in 
1999, according to police. 

A study on teen behaviour conducted in cities 
outside Bangkok last year by Chulalongkorn Uni- 
versity's Centre for Policy Research in Education 
found that traditional values are fading from the lives 
of teenagers: 4096 of teens had not done anything 
or gone anywhere with their parents in the previous 
month, and over 50% had not visited a temple 
recently—a surprisingly large proportion in a coun- 
try where family values and religion have historically 
been strong. The study also found that the num- 
ber of “sinful” places in most cities, like bars and 
brothels, outnumbered parks and playgrounds by 
IO to one. "The two major pillars of our society are 
broken—the family and religious institutions. And 
I don't blame teenagers,” says Amornwich Nakhorn- 
thap, the centre's director. “Teens today are not a 
worse kind of kid than before; they just live in a 
much, much worse environment. They're sur- 
rounded by violence and pornography." 

Instead of putting kids under curfew, he says, 
“we need to have marriage education in schools and 
universities. We need to regulate big companies so 
they have a nursery, so mother and child can spend 
time together. We have to lengthen the maternal 
leave from 45 to 90 days. We need to revitalize 
our religious institutions, and teach a new gener- 
ation of monks about today's teens, and how to cre- 
ate youth activities that connect with them." 

The government also needs to get tough with 
nightlife operators, who have resisted attempts to 
zone bars and brothels. *For the good of the coun- 
try, we need to make some hard decisions and do 
some zoning," Amornwich says. His colleague, 
Surichai, of the Centre for Social Development Stud- 
ies, agrees. "Nobody is zoning or scaling down the 
advertisements, the massage parlours, the [girlie] 
bars . . . The children are exposed to this. We've let 
this become normal," he says. "The adults them- 
selves should really reconsider the whole issue, with 
themselves as part of the problem." z 





Walking With Dinosaurs 


When it comes to natural wonders, Asia is in a class of its own, 


as the examples below clearly demonstrate 


TODAY'S TOPIC: Asia, Home of Eyebrow- 
Raising Flora and Fauna. 

Face facts. Our indigenous critters knock 
anyone else’s dead. The West may have more 
money and stuff than we have, but does Presi- 
dent George W. Bush have his own live 
dinosaur, huh, huh? Does he have a berry that 
makes people immune to nuclear weapons? 
No, he does not. 

The fact is, Asia is way ahead when it comes 
to Wonders of Nature. 

Take living dinosaurs, for example. Recently 
in Beijing, we had the exciting spectacle of semi- 
fossilized beasts long thought extinct shuf- 
fling into the open for China’s annual National 
People’s Congress. But for Asia, that’s noth- 
ing new; it happens every year. 

Even more dramatically, residents of Papua 
New Guinea recently reported that a live 
dinosaur in the T. rex mould was roaming on an 
island there. The creature towered above human 
beings, had an elongated face and pale grey skin. 
I know what you're thinking: it's John Kerry 
drumming up votes from Democrats abroad. 
But it couldn't have been: Witnesses said the 
creature also had a head like a dog's and a tail 
like a crocodile's, characteristics more com- 
monly found on Republicans. 

The dinosaur is stomping around the 
island of New Britain eating dogs, according to 
local ward councillor Michael Tarawana. Resi- 
dent Christine Samei heard it was hanging out 
in a mosquito-ridden marsh outside the provin- 
cial capital of Kokopo on the east of the island. 
"[ heard the people talking about it and went 
there to see for myself," she told The National 
newspaper. She went on to describe it as *very 
huge and ugly-looking" (which may lend weight 
to the Kerry hypothesis). 

How did the residents know it was a 
dinosaur? It was three metres tall and looked 
extremely heavy. They said they'd seen similar 
grotesque, oversized creatures in movies, though 
they didn't specify which films. (I'm willing to 
bet a Marlon Brando festival is running at PNG 
jungle multiplexes.) 

Meanwhile, India is celebrating a recent 
Princeton University report that said the explo- 
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PRESSING PROBLEM: 
This beautiful, hand- 
carved stone in the 
riverfront park near 
the Li River in Guilin 
tells people not to sit 
on the grass—but 
does it in poetic and 
enigmatic style. 
(Spotter: Robert 
Worden.) 


sion that killed all the dinosaurs (except the one in Papua New Guinea), 
did not occur off the coast of Mexico, as textbooks indicate. Instead, it said 
the honour of hosting the most important explosion in history (after the 
Big Bang) should go to India. The blast that created the Shiva crater off the 
coast near Mumbai was likely to be the one that destroyed much of life on 
Earth 65 million years ago. 

And it isn't just Asia's fauna that's exciting. Consider our plants. Else- 
where in India, military scientists are skipping gaily between their nuclear 
silos clutching little yellow flowers. They have discovered that a wild berry 
which grows in the snowy peaks of Ladakh *can be used for protection against 
nuclear terrorism," The Times of India reported. The seabuckthorn (Hippophae 
rhamnoides), which has been dubbed sanjivani butti (wonder plant) in India, 
may well be a new secret weapon for the army. 

Scientists at the Defence Research and Development Organization in 
New Delhi want to turn the plants into a cream that makes soldiers immune 
to radiation. One can picture the scene: 

Pakistani military scientist: "Surrender! We 
have nuclear bombs trained on all military bases 
throughout the country." 

Indian military commander [to his troops]: 
"Code Red. Apply face cream." 

Using flowers against nuclear weapons may 
sound science-fiction-y, but as with most Asian 
medicinal items, it has a history. A book written 
in eighth-century Tibet identifies this plant as 
having amazing powers. If only the Tibetans had 
listed the plant on the Himalayan stockmarket 
in A.D. 790, they would have made a killing. 

Not that I’m suggesting that face cream alone 
will protect us against a worldwide nuclear war. 
Only one creature has survived a conflagration 
that almost totally destroyed the planet. And 
while he may be stomping around Papua New 
Guinea, he isn't talking. = 
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Questioning Beijing’s Capitalism 
Is post-Mao China on the right track? A new book from academic and 
Tiananmen protest veteran Wang Hui dares to say it isn’t, writes Jonathan Mirsky 


LISTEN TO THIS: “After June of that year [1989] those who 
thought that the movement had speeded up the process of 
Chinese democratic reform discovered that they had been 
abruptly dragged back into an era they thought was passing 
away—the old language, old patterns, old characters, old 
announcements, and old faces that should have retired from 
the scene all took the stage once again.” 

The writer, Wang Hui, is a professor at the elite Tsinghua 
University in Beijing. Not only that, he was a demonstrator 
in 1989 in Tiananmen Square, and then spent nearly a year 


in the countryside. He is not behind bars and yet in this 
book he touches nearly every Chinese hot button—Tianan- 
men and its violence being the very hottest; corruption; the 
cost of no democracy. 

Wang is eloquent on the detrimental effects of China’s dis- 
torted version of global capitalism: Its “values and activities 
enter into all aspects of life, something that destroys all 
existing social structures (such as communities and their val- 
ues) and denigrates the lifestyles of all other social groupings 
(such as national minorities).” 
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In his new book, Peter Gries, assistant 
professor of political science at the 
University of Colorado, introduces the 
views of what he calls China’s “new 
nationalists” and explains how they 
have been neglected or misunderstood 
by the West. 

Gries has accumulated many 
examples of how today’s Chinese, 
often irrationally, but, as he rightly 
points out, robustly, hate the United 
States and Japan for perceived insults 
and humiliations, some very old, some 
recent. He is right, too, when he says 
that many young Chinese who have 
never been “victimized” by the West, 
many of whom have studied abroad, 
are certain that the U.S. bombing of 
the Chinese embassy in Belgrade in 
1999 was intentional, as was the 
collision in 2001 between an Ameri- 
can surveillance aircraft and a Chi- 
nese jet fighter. 

Part of Gries’ argu- 
ment is that China’s “new 
nationalists” feel gen- 
uinely aggrieved and that 
this is not the result of 


[ China's New 
Nationalism: Pride, 
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Communist Party manipulation. Gries 
says that, compared to the hardships 
of previous generations, a fourth 
generation of Chinese youth saw 
relative prosperity under Deng Xiaop- 
ing's policies and have developed a 
desire to make a difference. "And they 
seek to do so through nationalism," 
Gries writes. 

What we see in this chorus, Gries 
rightly says, is "an insecurity—central to 
today's nationalism—about China's 
international status." 

This is based on a widely-felt sense 
of humiliation about China's relations 
with the West since the 19th century. 

Gries says that those who criticize 
China often fail to see this. He calls 
such critics "dragon slayers," and says 
they include the "odd alliance of 
politicians, celebrities and journalists" 
who have "avowed" a deep interest in 
Chinese "human-rights abuses and the 
fate of Tibet." Note “odd,” 
and “avowed,” implying, one 
supposes, that the slayers 
have an ulterior motive. Gries 
seems to think that this is a 
generalized bias against 
China. 

The story of Chinese 
ngrocgntianse is “wngfi ilh 


NATIONALISM 


plainly wrong. It is not just “today’s 
nationalism.” There is a huge literature, 
used in any basic course on modern 
Chinese history in American schools 
and universities, on Chinese humilia- 
tion at the hands of the West. The 
burning of opium by Commissioner Lin 
Zexu in 1839, which sparked the war 
with Britain, is a staple of such teach- 
ing, as is the May Fourth Movement of 
1919. There is nothing new about 
Chinese xenophobia. Starting in the 
early 1950s, Chinese schools have 
conditioned students to feel angry 
about China’s past humiliation at the 
hands of foreigners. 

Within China, the “China Can Say 
No” crowd, vast and raucous, sees 
slights and insults everywhere and 
combs through history to demonstrate 
that it has been so since at least the 
Opium War. 

A modest survey of the main wire 
services during the key episodes on 
which Gries focuses would have 
covered these matters, together with 
newspapers and a few articles. Gries’ 
assumption of brand-new analysis 
combined with his hectoring of 
China’s critics distract from his 
industriously collected and often 
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The quoted passages are plain enough but much of this 
book is tough going. It is often tricked out in the coded lan- 
guage of social scientists who use words understood only by 
the initiated—‘“imbricated” (embedded), for example. 

But persevere. The essential arguments are compre- 
hensible and stimulating for Chinese intellectuals as well 
as for those Westerners who insist that post-Mao China is 
roaring down the right track, that money pushes aside the 
old political stupidities, and economic progress leads even- 
tually to democracy. 

These are the assumptions Wang seeks to rebut and 
his rebuttal will be uncomfortable reading for those who see 
capitalism as a moral driving force as well as an enriching 
one. Instead, Wang suggests that an ever-wider income dis- 
parity between city and country emerged after 1989, that 
millions of unemployed farmers roam through China look- 
ing for work. He suggests that urban workers lost bene- 
fits, the old, young, sick and disabled lost social insur- 
ance, while corruption and price gouging exploded. On 
top of all this, he claims, there occurred a genuine transi- 
tion in which “a significant amount of national property 
‘legally’ and illegally was transferred to the personal advan- 
tage of a small minority.” 

According to Wang, those who object to this disas- 
trous outcome, and who also call for a measure of democ- 
racy, are accused by the Communist Party of harking back 
to the political chaos of Maoism, especially to the devas- 
tating Cultural Revolution. 

The party’s economic models for China are the United 
States, Western Europe, Japan, Hong Kong, Singapore, South 
Korea and Taiwan, Wang says, but he notes that the Middle East 
and Latin America are not mentioned, neither are examples like 
Enron, “imbricated” within the chief model itself. 

When Wang Hui and his students left Tiananmen on the 
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morning of June 4, 1989, and after many months in central 
China's Qingling mountains, he realized how different life 
was for Beijing intellectuals like himself from "this other 
world." But it is hard to attack and change China's warped cap- 
italism and its dire effects. "The creation of today's market 
society was not the result of a sequence of spontaneous events, 
but rather of state interference and violence," he writes. 

This produced the mutually profitable collusion of the 
party and entrepreneurs—a process well described in Bruce 
Dickson's recent Red Capitalists in China. 

So is Wang one of those Chinese, best represented by 
Deng Liqun, who longs for a return to Maoist egalitarianism? 
On the contrary. Those were hierarchical years, Wang says. 
He describes the great differences between city and country 
that so astounded and disillusioned Red Guards as they 
travelled about China. There was also the pernicious "thesis 
of blood lineage," in which Chinese were divided into revo- 
lutionary and exploitative classes by birth and suffered for it 
until at least 1976. 

Wang Hui does look to the past, but to a past nearly 
unmentionable in China today. Tiananmen was a broad move- 
ment he says, comprising not only students but "workers, 
individual entrepreneurs, state cadres, teachers a struggle 
of the state against the state.“ But the “essential demands,” 
Wang Hui writes, were “political democracy, media free- 
dom and freedom of speech and association . . . the rule of 
law social security and fairness. He adds that “state power and 
various interest groups" were opposed. 

The Communist Party describes China's New Order as a 
“poisonous weed." None of it has been published in China. 
Some of Wang's ideas appear in tiny academic journals, offi- 
cially published and carefully vetted. But his views are well- 
known to many Chinese and of course within the party. & 

Jonathan Mirsky is a writer based in London 
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THE BUSINESS TRAVEL SURVIVAL GUIDE 


High 
Anxiety ¢ 


We don’t mean to worry you, but there’s an 
awful lot that can go wrong when you’re on the 
road. That's why you'll be glad you read our tips 


on surviving the rigours of business travel 
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t will probably never happen to you, but the threat 
Xf kidnap is being taken increasingly seriously by 


companies sending executives on the road 


a 
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Stay Sate 


xidnapping is just one concern for travellers. 
e asked the experts for some tips on other 
vays to stay safe. 
» Choose rooms between the first and 
seventh floors to avoid being trapped in a 
ligh-rise fire. But steer clear of the ground 
loor, where there's a higher risk of break-ins. 
* Don't stare at maps in the street and avoid 
ooking lost. Maintain a low profile, dress 
nodestly and keep valuables concealed. 
» Carry photocopies of documents like 
Jassports and tickets to speed up 
'eplacement if they're stolen. 
Don't carry large sums of cash, but always 
xeep 10 or 12 single dollar bills in your wallet 
Yr nurse pner All thoge notes may fool 





THE THOUGHT OF even one extra night on the road is bad 
enough for most business travellers. But every year some find 
themselves staying away for longer—far longer—than planned. 
Kidnapping may not be high on your list of travel concerns, but 
many companies are taking the threat increasingly seriously. 

“Terrorist organizations have always been around, but their 
profile has been raised,” says Jeremy Hampshire, managing 
director of Trade Line, a credit- and political-risk insurance 
broker in Hong Kong. One consequence of the September 11, 
2001, terror attacks, he says, is that there's greater interest in 
kidnap and ransom insurance. That's particularly so for United 
States companies operating abroad. David Lattin, of the St. Paul's 
Companies, an American insurer, says “requests from U.S. 
firms for quotes on kidnap and ransom insurance policies 
abroad surged 20096" in the first ro months of 2003. 

It’s estimated that there are up to 20,000 kidnappings each 
year around the world, but many cases are never reported. 
Trade Line estimates kidnappings in Asia have risen 35% in 
the last 12 months (though Hampshire says that may be partly 

due to increased reporting) and that 30% of victims are foreign 
business people. Nevertheless, for most travellers the risk of 
being kidnapped remains tiny. That changes in places where 
kidnapping is described as “endemic.” Colombia is the 
worldwide leader; in Asia, the Philippines, India and 
Pakistan often show up in lists of the top 1o riskiest 
countries. Security experts also say the risk varies 
for various nationalities in particular locations. 
For instance, since Japanese soldiers were 
sent to Iraq, says Steve Vickers, CEO 
of Hong Kong-based International 
Risk, "the threat profile has 
changed dramatically for 
Japanese." In the Philippines, 
kidnappers have long tar- 
geted the relatively well-off 
Chinese community. 
Kidnappings come in all 
shapes and sizes. “Express kid- 
naps" often occur around bank cash 
machines, where victims are forced 
at gunpoint to withdraw large 
amounts of cash. "Tiger kidnaps" typ- 
‘ically involve holding the family of a bank 
manager for as long as it takes him or 
her to empty the safe. 
The most serious form of kidnapping 
is where victims are held in an undisclosed 
location until the kidnappers’ political or finan- 
cial demands are met. Even when a group describes 
itself as political, its motives are more likely to be 
financial: “Kidnapping is a business,” says Michael Butler, 
a director at Kroll Associates, a worldwide risk consultancy. 
Avoiding kidnapping is not an exact science, and some 
- ofthe measures suggested by the security industry may seem 
excessive, but for concerned business travellers there's plenty 
of advice on what and what not to do. 
Michael Butler says that in most cases, kidnappers carry 





















out detailed surveillance of victims, so it's wise to avoid 
fixed routines. Leave your home or hotel at a different time 
each day and don't always take the same route. On roads 
you regularly travel, make a mental note of safe locations, like 
police stations, that you could turn to in an emergency. 

David Cameron, regional security director at International 
SOS, advises travellers to keep a low profile: "Whether it be by 
your nationality, wealth, political or religious persuasions, being 
circumspect in your habits, dress, conversation and leisure 
activities makes good preventative security sense." He also 
stresses the need to keep in regular contact with office and 
family so that they can react quickly if things go wrong. 

But what happens if all your precautions come to nothing? 
"Kidnappings are usually most violent in the early stages as 
the kidnappers seek to impose their will," says Cameron. He 
says victims should keep cool and cooperate: "Stay calm, make 
no sudden movements, do not engage in conversation . .. and 
avoid all eye contact with the kidnappers." 

"Dont be a hero,” adds Butler. “Don't try to escape." 

Once in captivity, you must be self-disciplined and 
recognize early on that you may be held for a long time. Divide 
your cell into spaces for sleeping, exercise and other functions, 
and do some form of mental and physical exercise every day. 
If you're ill, Butler says, “ask for medicine if you need it, and 
make it clear that you will be a burden on them if you don't 
receive it." He also points out that over the long term, building 
a rapport with kidnappers may ensure better treatment. 


NEGOTIATING A WAY OUT 

Should you try to escape? Kroll estimates that 9096 of victims 
are either released or rescued; International SOS reckons that 
97% of victims will ultimately go free unharmed. “Attempts 
to evade capture or to escape are usually unsuccessful and can 
increase the danger of physical harm," says Cameron. But it's 
a personal decision, he adds, and one where victims must take 
their kidnappers' ultimate objectives into account. 

When an employee is kidnapped, companies often turn 
to risk-management consultancies, which can offer advice on 
negotiating with kidnappers. The first aims in such talks 
are to establish that it really is the kidnappers on the other end 
of the line and that the victim is still alive. The next task is 
discussing a ranson. But should ransoms ever be paid? Critics 
say payments lead to the establishment of a “going rate," which 
only leads to more kidnappings down the line. 

Where a ransom is paid, many factors need to be consid- 
ered. "Paying too high, too quickly is very dangerous," says 
Kroll’s Butler, as it usually results in demands for a “double- 
tip," or second payment, and delays the victim's release. In the 
U.S., though, some kidnap victims have sued employers for 
negotiating down their ransom price, arguing that they slowed 
their release. Such cases highlight the tensions that can emerge 
in kidnap negotiations between insurers, who want to pay as 
little as possible, kidnappers, who want as much as possible, 
and victims' family, who just want an early release. 

Feeling alarmed? Don't be. Remember, for most travellers 
kidnapping is a nightmare that will never come true. 

STUART BIGGS 
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PAINFUL CASES 


For most travellers, a dodgy tummy is about as bad 
as it gets. But if you’re far from good health care, 
a medical problem can quickly turn into a crisis 


Max HATCH was left for dead on Koh Samui. The 
Australian contract builder was rammed off his motorcycle 
and abandoned unconscious by a road on the Thai holiday 
island during a scuba-diving holiday last September. Hatch 
suffered two broken shoulders, a broken collar bone, 12 
broken ribs—which punctured his lungs—a dislocated hip 
and severe injuries to his right leg. It was later amputated 
in two major operations. 

He was airlifted twice. He spent 18 days in a Bangkok 
hospital's intensive-care unit, three weeks in Royal Melbourne 
Hospital, 14 weeks in a rehabilitation hospital, and now visits 
his local hospital weekly for intensive physiotherapy following 
the fitting of a prosthetic leg. 

"There have been a lot of times since September 19 when 
I thought the shotgun option looked good,” Hatch says. “I was 
unconscious on the road for hours. There are many days when 
I wish to Christ I had been killed.” 

In the midst of the horror, Hatch, 74, had two strokes of 
good fortune. First, an acquaintance spotted his smashed 
motorcycle on the back of a truck and then set off to find 
Hatch, who had been robbed of all valuables and identification 
while lying by the roadside. “He called my daughter in 
Brisbane and she got a helicopter to airlift me from a bush 
hospital in Koh Samui to Bangkok,” Hatch says. 

Hatch's second piece of luck was that he had compre- 
hensive travel insurance, which included extensive medical 
coverage. The Koh Samui hospital would not release Hatch 
until the hospital bill was settled. Hatch was unconscious, 
so the insurance company stepped in. 

Hatch says his helicopter flight to Bangkok cost A$12,000 
($9,000), while his Bangkok hospital charged $900 a day. 
His insurer covered the cost of all that, plus a stretcher bed, 
with a doctor-and-nurse team, on the Qantas flight that repa- 
triated him to Melbourne. 

Hatch’s care was arranged by International SOS, a 
medical-assistance provider contracted by Hatch’s insurer to 
get him to safety. Dr. Scott Wilkinson is SOS's Australasia 
medical director and is well aware of problems that can befall 
travellers. “An executive may step off the kerb, look the wrong 
way and get hit by a car or bike. Heart attacks and strokes are 
common as are tropical diseases like malaria, dengue fever 
and typhoid." 

Wilkinson says it's vital to act fast ifan emergency occurs. 
At the first sign of illness or trouble, he says, an executive 
should call his or her travel-insurance company. It can then 
make the best decision about what happens next. 

So what sort of coverage should you look to buy? Apart 





from taking time to read the fine print (see article below), you 
should make sure your insurance or medical-assistance 
company has a “global footprint,” says Dr. Paul Taylor, chief 
medical officer with Worldcare Assist, another medical- 
assistance provider. “You've got to have the size to have the 
reach—especially in some of the darker corners of the globe,’ 
Taylor says. “You have to have established relationships in 
many parts of the world. 

"If a client gets sick in Nepal and you've got an office in 
India, that helps. Someone from that office can tell you where 
to get the best treatment in Nepal because they have been there 
to look it over. You can't get that knowledge sitting in an office 
in Sydney or Brisbane." 

Medical-assistance companies set about providing on-the- 
ground cover in varying ways, and that may well be a factor 
in deciding on which insurance policy to take out. As Michael 
Giorgio of the insurer American International Group (AIG 
points out, “any insurance policy is only as good as the 
assistance company contracted to get you out of difficulty.” 

International SOS has its own medical clinics in many 

jarts of the world. Worldcare relies mainly on local medical 
| teams, building up a detailed picture of the facilities and 
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medical skills available in each area. Both companies will airlift 





executives out of second-rate medical systems. : 

Wilkinson of International SOS gives as an examplean — - 
executive travelling in Ho Chi Minh City who suffers a y 
suspected heart attack. “It is likely that we would provide — . 
emergency advice and tell you to stay in your hotel room while " 
we dispatch an ambulance to collect you,” he says. “Our office ~- 
has relationships with health-care professionals who can — 
tell us the best doctors and hospitals. s 

“We would also work out how to get you out of Ho Chi > 


Minh City, because we know the facilities are not adequate for — 
the treatment of heart attacks." International SOS would  . 
arrange a medically equipped jet, sometimes from Bangkok — 
or Singapore, to transport the victim. Alternatively, if the 
executive was in a stable condition, a commercial flight with : 
a nurse and doctor team might be arranged. "Much depends : 
on the condition of the patient,” Wilkinson says. "Ifi'sa major > 
trauma, then the patient needs to be stabilized first. If it's a 
tropical disease then perhaps the executive can be flown home 
with a nurse or doctor on a commercial flight 
“Travelling does involve risks," adds Wilkinson. "Make 
sure you're prepared." MICHELLE INNIS ` 
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- PRICE OF LOYALTY 


If you’re a regular business traveller it's worth 
joining hotel loyalty programmes: They.can earn 
— yeu free nights—and a nicer room 


| FOR HER LAST VACATION, Whitney Small used her hotel 
E. . loyalty points accrued through business travel to book a free 
. . Stay at a new five-star Conrad hotel in the heart of Bangkok. 
"I took a nice little holiday for me, for free, courtesy of the 
Hilton points programme," says the Hong Kong-based 
businesswoman, who reckons that for every four to five 
— business trips she takes, she earns enough points to book a 
= weekend holiday. 
- — Mostlarge hotel groups run customer-loyalty programmes 
f = (see list below), and it usually doesn't “cost” much before 
|... you start earning freebies. For example, members of Hyatt’s 
= Gold Passport programme get a free night after spending 
about $1,000. The Starwood Preferred Guest programme, |. 
= which includes the Westin and Sheraton hotelchains,saysits ——' 
. .. guests typically need to stay just three times before earning —— 
a free night. * ie 
ae What's in it for the hotels? “Rewarding loyalty has pad ž 4 
- . Off" says Rita Cuddihy, senior vice-president of 4 
_ marketing at Marriott International. “We've found 
__ that our members more than double their - 2-29 
|. . number of stays with us after joining the ad 
E programme." £ i 
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Loyalty programmes are worth join- 

. . ing for more than just the giveaways. _ * 

F gramme has a check-in serv- ~ | Bou PUE *- i 
Bas ice for its gold- or platinum- — i : 3 | AM 
















- . level members, so as to - 
|». whizz them through the 
bureaucracy of travel. 


~ Major Hotel Programmes 





gramme, it’s worth r 


rem Brands: Hyatt Regency, 

ing a hotel that you've sta Westin, Sherat Grand Hyatt, Park Hyatt, 

before as it will often get: 3 — „St. Regis, Luxury Hawthorn Suites _ 
better room and more personal- - ^ ONG b on,FourPointsby ^ ^ Hotels worldwide: 

ized service. If you wa | watch ^ s DOCNE- 3E E — 75 Over 200 l 
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for instance, tell the concierge just once. The hote el should 
make a note in its computer records and book you into 
facing rooms as a matter of course. If you prefer fh y 
tell the hotel and, as a loyal customer, you'll b stin 
head on plump pillows instead of thin ones. Es TAS. 
"As a frequent guest of the Mandarin t Ori i ent ta E | 
_ Singapore, they always check me into the same room,” says - 
. Scott Blume, chief executive of Zuji, ems travel | retail 
a s my ro E milia: e 
myself with the room each time I lins 
the room, where everything i is, how e 
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Jeremy Wagstaff 


The lech Iraveller 


What makes a good tech traveller? Striking a bal- 
ance between travelling light and bringing everything 
you need. That means, first off, being a good packer: | 
use a modular luggage system developed by (among 
others) Eagle Creek (www.eaglecreek.com), which 
involves packing everything—from socks to CDs-into 
smaller bags and carriers, which you then put into one 
big case or backpack. Wrap whatever you won't need 
for the journey itself—cables, power units, and so on— 
with your clothes to shield them from bumps, and put 
them into your check-in bag. If there's anything you 
can't afford to lose, bring it in your carry-on bag. 

When you're on a trip where your tech stuff is vital, 
bring back-ups. Seamus Phan, a Singapore-based 
technology and health guru who travels regularly to 
give talks, always brings a back-up version of his slides 
on his PDA, a Palm Tungsten S, along with a special 
adaptor from Margi (www.margi.com) that allows him 
to plug the unit into a VGA projector: “That has been a 
lifesaver more than once," he says. He also carries a 
CD-ROM with all the presentation materials. (Tip: Test 
the disk on both a PC and a Mac before setting off, 
since screen fidelity can differ.) Not enough back-ups? 
"For very important speeches . . . | encode my 
presentation in a multi-menu DVD. That way, if both the 
laptop and PDA die, | still have a useful DVD to make 
my delivery." 

Backing up is vital: Bring at least one back-up of 
your data on either CD-ROM, a USB thumb drive, or 
even an Apple iPod. Or all three. And bring some blank 
CD-ROMs to make more back-ups when you're on the 
road, and remember to distribute them among your 
travel bags and the hotel safe. 

If you travel a lot, invest in a lightweight laptop. 
Rene Pattiradjawane, a technology writer with the 
Indonesian daily Kompas, prefers the Fujitsu Notebook 
P5010 "because it can hold two batteries and last for 
10 hours". And it weighs only 1.7 kilograms. For a 
phone, he brings an XDA2, a combined mobile phone 
and PDA. On top of that he has a dedicated PDA, a 
Compaq iPaq 5450, as a back-up “in case the others 
run out of power or get lost." Sounds like a lot? Like 
Phan, Pattiradjawane has learned from experience. But 
he saves space in other ways: He carries a combination 
electrical plug that can charge all three. 
Seamus Phan offers similar advice: Don't 
use the adaptor that came with the 
gadget—"l go straight for 
third-party power supplies 
which are often a 
third of the size 
and weight." 
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APPOINTMENTS 





The University of Sheffield 






Two Chairs in the School of East Asian Studies 


The University of Sheffield is a leading UK university, with an international reputation for 
excellence. With a history dating from the 1960s, the School of East Asian Studies is one 
of the largest and strongest departments of East Asian Studies in the UK, and combines 
research on contemporary issues with an Excellent rating for its teaching. The two newly 
established Chairs are part of a major investment by the University to ensure the School’s 
successful future as the major European centre for research on contemporary East Asia 
from a social science perspective. Four main research clusters guide the School’s 
research: Globalisation and Regionalisation; Political Economy and Development; East 
Asian Identities in Transition; and Language and Communication. Each cluster involves 
staff working on China, Japan and Korea, and the School strongly encourages 
collaboration with the relevant disciplinary departments. 













Chair of East Asian Business/Economics 


Applications are invited for a Chair of East Asian Business/Economics. The appointee will 
have an international reputation in the field of East Asian business/economics and an 
outstanding publication record. She or he will be expected to play a School-wide research 
role, contributing directly to at least one of the research clusters. (Ref. No: R3235) 


Chair of East Asian Studies 


Applications are invited for a Chair of East Asian Studies, in the field of 
language/linguistics, communications and/or cultural studies. The appointee will have an 
international reputation in one of these fields, and an outstanding publication record. 

She or he will be expected to provide leadership as head of the research cluster on 
language and communication. (Ref. No: R3236) 


Further information about the School's activities is available at www.seas.ac.uk 


Informal enquiries are welcome, and should be directed to the Head of School, 
Professor Tim Wright (tel: 0114 222 8406, email: t. wrightGsheffield.ac.uk). 


Closing date: 30 April 2004 















Committed to equality through diversity 





For full post details/application pack visit: www.shef.ac.uk/jobs/ 
or email: jobs@sheffield.ac.uk tel: 0114 222 1631 (24hr). 


Please quote Ref. No. in all enquiries 
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Be part of a European future! 


The Sciences Po Asia-Europe Programme in Paris, 
21st June to 30th July 2004. 


In May 2004, with the expansion of the European Union to 25 members 
to become the world's largest market the implications in Asia for business 
strategies, the world economy and international relations are profound. 
New career opportunities for young Asians will become increasingly 
available for those with European training and a European awareness. 


Taught in Paris by a Faculty of experienced practitioners and specialist 
academics, this English language summer programme is specifically 
designed for young Asian executives, diplomats, civil servants and 


. graduate students in order to provide a multi-faceted understanding of 


Europe today. Through intensive multidisciplinary courses incorporating 
historical, sociological, economic and political approaches, participants 
are provided with the tools to help understand the impact and the 
complexities of integration within the EU. 


Since its foundation in 1872 the Institut d'Etudes Politiques de Paris 
(Sciences Po) has established itself as one of the foremost universities in 
the social sciences in Europe. As well as offering our own graduate 
courses we also conduct double Masters programmes with Columbia 
University, the Freie Universitat zu Berlin and the London School of 
Economics. 


For information on the programme and application forms look 
up our web site, www.sciences-po.fr or contact us by email at, 
asie-europe@sciences-po.fr 


This space 


is reserved for 
Classified 


Advertisements. 


Reservations should be addressed to: 


joanna .depiano@dowjones.com (USA) 


emma balogun@dowjones.com (Europe) 
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THE UNIVERSITY OF HONG KONG 


Professor: Chair of Economics 
(RF-2003/2004-88) 


Applications are invited for appointment as Professor: Chair 
of Economics in the School of Economics and Finance of the 


Faculty of Business and Economics, tenable from September 1, ] 


2004 or as soon as possible thereafter. The appointment will 
be made initially on a three-year fixed-term basis, with the 
possibility of renewal. — 


The School of Economics and Finance plays a leading role in 
the study of economics and finance and their applications to 
substantive issues pertaining to Hong Kong and the Asian 
region. Further information at www.econ.hku.hk. 


The position is open to applicants in all fields of economics. 
Applicants should possess a doctoral degree, have a 
distinguished record in research and publications, and 


demonstrate a strong commitment to high-quality graduate and 


undergraduate teaching. The appointee must have established 
a good reputation among, and maintained an excellent 
relationship with, international colleagues of the field. The 
appointee should provide academic leadership in both research 
and teaching. 


Members of the Search Committee include professors at the 


University of Hong Kong: Professor Richard Wong (Chairman), 


Dr. Y.F. Luk, Dr. K.L Shea and Professor Eric Chang; as well 
as Dr. Milton Friedman (Hoover Institution, Stanford 


University) and Professor Gary S. Becker (The University of . 
Chicago). $ 


Starting annual salary [attracting contract-end gratuity and 


University contribution to a retirement benefits scheme, 
totalling up to 15% of basic salary] will be within the 
professorial range (which is subject to review from ume to time 
in accordance with the University's established mechanism), 
the minimum of which is circa HK$1.1M depending on 
qualifications and experience. At current rates, salaries tax does 
not exceed 15.5% of gross income. Leave, medical/dental 
benefits will be offered to the successful candidate. 


Interested candidates are requested to submit a completed 
application form together with a curriculum vitae, providing 
examples of recent work, and arrange to have 3 confidential 
reference reports sent by the referees direct to the Assistant 
Registrar (Appointments), Registry, The University of Hong 
Kong, Pokfulam Road, Hong Kong, before the closing date. 


Further particulars and application forms (272/302 
amended) can be obtained at https://extranet.hku.hk/apptunit/; 
or from the Appointments Unit (Senior), Human Resource 
Section, Registry, The University of Hong Kong, Hong Kong (fax: 
(852) 2540 6735 or 2559 2058; e-mail: apptunit@ reg.hku.hk). 
Closes June 30, 2004. The University reserves the right not to 
fill the post or to fill the post by invitation. 


The University is an equal opportunity employer and 


[ E [] L À L L KOH POH TIONG, Asia Pacific Breweries 
The Tiger By the Tail 


Having built its beer brands in the domestic market, Singapore’s Asia Pacific Breweries 
now seeks a regional, if not global, platform for future growth 
























LAST YEAR, Singapore-listed Asia Pacific Brew- 
eries began hunting for acquisitions in China. 
Plus, it started selling its flagship brand, Tiger beer, 
in a handful of trendy Manhattan clubs like Cen- 
tro Fly and Bauhaus. 

Both are key to CEO Koh Poh Tiong’s bid to 
turn Tiger into the next big Asian bzand. “I want 
Tiger to be the next Singapore Airlines, the next 
Samsung,” he says. 

So in 2003, the company began what Koh 
calls “the second wave of expansion.” APB 
opened its second brewery in Vietnam, 
doubled its capacity in Thailand and 
in January 2004, bought a 21% stake 
in Guangdong Brewery through 
Heineken Asia Pacific Breweries 
China, a joint venture between 
APB and Heineken. 

APB itself is controlled by a 
joint venture between Heineken 
and Singapore-listed conglomer- 
ate Fraser & Neave. APB brews 
Heineken in Southeast Asia, as 
well as its own portfolio of beers, 
including mass-market Anchor beer 
and its flagship Tiger beer. 

APB, which earned more than 75% of 
its profits from Singapore in 1989, began 
a regional push during the early 1990s, 
opening breweries in Vietnam, Cambodia 
and Thailand, as well as in Shanghai and 
Hainan in China. In 2002, the company 
began a regional ad campaign that boosted 
Tiger’s Asian credentials through ads that 
played on an “Asian pride” theme. Before 
2002, the company sought to portray Tiger to 
Asian audiences as an international beer, with 
ads that largely featured Caucasian models. 

For decades, Asians looked abroad for 
quality goods, but as Asian brands, pop cul- 
ture and music gain prominence both in the 
region and abroad, the appetite for a premium 
Asian brand is starting to grow, says Koh. 

The Southeast Asia push paid off. APB’s 
unit in China, one of the world’s most com- 
petitive beer markets, continues to post losses, — 
but its Cambodia, Vietnam and Thailand units 


now account for 53% of profit before interest 
and tax. APB’s net profit grew 11% to $$93.5 
million ($55 million) in the 12 months to 
September 30, 2003. 

Now, APB is looking anew at China. 
In January, APB and its shareholders, 

Heineken and Fraser & Neave, restructured 
their respective China holdings into a new 

company, Heineken Asia Pacific Breweries 

China. It bought APB’s stake in breweries in 
Shanghai and Hainan plus a company owned by 
Heineken that imports Heineken beer. The new 
company will brew Heineken in China, as well 
as APB’s existing brands. 

China has proved tough to crack. There’s a 
slew of local beers that cost a fraction of 
the price of international brands and Chi- 
nese consumers have proved less will- 
ing to switch brands or trade up than con- 
sumers elsewhere in Asia. Just 3% of 
China’s market is held by premium beers 
such as Heineken, Tiger and other foreign 

brands. In Vietnam, premium beers hold 

a 15% market share. 

Koh hopes that by brewing Heineken 
in China, he can ramp up distribution, 
which should help grow his entire beer 
portfolio there. “Heineken was able to 
grow in Vietnam on the back of a 
strong presence of Tiger. Likewise 
Heineken provides opportunities for 
Tiger in China,” Koh says. He’s now 
hunting for more acquisitions or partners 
in India and China. 

Meanwhile, APB, which exports Tiger to 
London, opened offices in New York and Ger- 
many last year to sell the beer there. APB now 
exports Tiger to the United States and to Ger- 
many, and markets the beer with ads that play 
on the West’s new love of Asian pop culture, 
buoyed by the success of stars like Chow Yun 
Fat and John Woo. Sales are small, but even 

a small amount of international exposure is 

good, reckons Koh. 

“If we want to build Tiger as an Asian 

brand, we have to have a global presence,” 
Koh says. CRIS PRYSTAY 
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Conference Contents: 


l. Plenary keynotes by well-known 
entrepreneurs, experts and scholars; 


2. Olympic business opportunity 
introduction: urban construction, 
industrial development, marketing and 
industrial demands; 

3. Projects introduction: key and general 


package projects; 

4. High-level seminars on Olympic business 
opportunities; 

5. Bidding information and recruiting 
information releases: Olympic projects 
juridical persons, venue constructions, 
construction agents and small town 
planning; 

6. Enterprise recommendation: scores of key 
enterprises seeking business co-operation 
to be recommended; 

7. Introduction to development zones, small 
towns and districts or counties. 


Office: Olympic Games Office, Beijing 
Municipal Development and 
Reform Commission 


Add: A West, Tianyin Building, A2 
Fuxingmennan Street, Xicheng District, 
Beijing 

Tel: 86 10 66410992, 66415588-0845 
Fax: 86 10 66411022, 66410149 
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IT CAN IF IT'S DESIGNED BY THE WORLD'S NETWORKING COMPANY. Now that everything is on it, your network is 
more important than ever. So, can your network handle the demands of a transformed, interconnected and very demanding 
new world? ls it virtual and constantly available to authorized personnel and nobody else? Is it in lockstep with your 
partners and three steps ahead of your customers? At AT&T, we're committed to building simpler, stronger and smarter 
networking environments. And it's why we're partnering with other key technology companies to help make it happen. 
£ Can your network overpower every obstacle in its way and actually do all the things it was designed to do in the first place? 


x We'd like to introduce you to one that can. Just visit www.ap.att.com/network or contact us at mktg@ap.att.com. 
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To grow a new market, you need new thinking. 


In emerging markets, there's 
potential for investment 
growth in everything from 
flowers to mobile phones. 


Actis, the new investment 
management company created 
from CDC, is uniquely placed 
to help investors benefit. 


We're a leading independent 
private equity investor in 
emerging markets. 


Our people have a reputation 
for pioneering new thinking 
to stimulate private sector 
growth. 


For example, we engineered 
the privatisation of Punjab 
Tractors, the first deal of its 
kind in India to be backed by 
private equity. 


And in Africa, where fixed 
phone lines are unreliable we 


saw the potential of Celtel, 
which is now Africa’s leading 
mobile phone group. 


Leaps like these, however, 
don't happen by accident. 


They happen because our 
people are there on the 
ground, deeply involved with 
companies, countries and 
cultures. 


We're there working closely 
with the companies we invest 
in, providing strategic advice 
and helping them win business. 


They find our presence 
reassuring. And so do our 
investors. 


To discover how we have 
generated success both for 
investors and investees, visit 
www act.is 


Actis 
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z tk ring (save for shares to exist- 
“pany workers) to all tax-payers, 
ted according to tax paid over, say, 


past few years? 
BURIN KANTABUTRA 
Bangkok 
ÍNCONSISTENCIES 


While well-aimed sanctions could play 
a role in promoting Burmese democ- 
racy [Perennial Poser, Mar. 25], the 


measures signed into law by American 


President George W. Bush last July 
have succeeded only in hurting ordi- 
nary Burmese (especially women gar- 
ment workers laid off because of the 
ban by the United States on imports 
from Burma), while leaving the mili- 
tary junta unscathed. 

And why hasn't the U.S. govern- 


ment taken the step of ending Amer- 
-ican oil giant Unocal’s participation 
cin natural-gas projects in Burma, 
which bring the junta millions of dol- 


lars of revenue annually? It’s hard to 
take Washington's Burma policy seri- 
ously when it is filled with such 


i inconsistencies. 
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DONALD M. SEEKINS 
Nago, Okinawa 


SQUEAK 
I enjoyed your article on the computer 


mouse, Down with the Mouse [Loose 
Wire, Mar. 25]. I was programme man- 
ager of mouse at Microsoft for three- 
and-a-half years. I launched an opti- 
cal trackball, wired optical mouse and 
two of the latest wireless mice with 
gimmicky side scrolls. 

The more I worked on the mouse, 
the more it seemed to me that a sim- 
ple pointing device had turned into a 
technology quagmire. For example, 
there have been forward and rear but- 
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tons, mushy switches and wild colour 
combinations (Microsoft introduced 
nine colour combinations last year. 
When did the lowly mouse become a 
fashion statement?) Optical tracking 
engines were meant to replace the 
mouse pad and address problems 
associated with dirty roller balls, but 
often they can't track across glass and 
shiny surfaces. So much for getting 
rid of the mouse pad. No wonder seri- 
ous gamers prefer the simple ball- 
driven mouse with left- and right- 
sided buttons only. What we need are 
simple, basic input devices, including 
simple keyboards. 


YONG CHO 
Bellevue, Washington 


Deep Roots 

In Thaksins Luck Takes a Turn (Apr. 
1], you suggest that the Thai Rak Thai 
Party's recent by-election loss in 
Songkhla was unprecedented. In fact, 
as long ago as April 2001, the death of 
the party's original member of par- 
liament for a constituency in Phit- 
sanulok province forced a by-election 
won by a Democrat Party candidate. 

In both Songkhla and Phitsanulok, 
these results related to local dynamics 
generally ignored in press coverage of 
Prime Minister Thaksin Shinawatra 
and his effect on the Thai political 
order. The steady consolidation of 
Thai democracy over the course of the 
last three decades means that sim- 
ple generalizations about political 
sentiments in provincial Thailand, or 
even in the country's major regional 
subdivisions, no longer suffice as the 
basis for political analysis. 


MICHAEL J. MONTESANO 
Singapore 


CORRECTION 

A caption that appears in the China Brief- 
ing section of the Mar. 25 issue, on page 24, 
should have identified the person in the pic- 
ture as Chinese Premier Wen Jiabao. 


—— 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: lettersqpfeer.com 


-Pap E, oe NES Editor; john Bu : 






Published weekly, every Thus i in Haag ing? sin x AL Mss i 
Reserved. © Review Publishing Company Lim Kong, 2004. 
A wholly owned subsidiary of Dow ‘J j 


UK. Registered as a news. paper 
Singapore: MT AI pe 





Editor: : Michael Nations 
Deputy Editor: David Plot. 


Senior Editors: K. Nadarajah, Michael Westlake = 
Po fagi ee Tonkes, S MEE. 







Contributing Editors: Peter 
David Lague, Raphael Pw 
ie Wag aff, 





Senior Writers: Bei xd Y 


Art Director: Poravit Sreshthap yatta 
Senior Designers: Dawn Chuck, Dick Tang 
Graphics Designers: Ringo Chung, Ng ak King 
Photo Editor: Miranda Lam, Ester Wensing (Assistant) 
.. Librarian: Melanie Ngo pe 
Prepress Manager: Henry Chiu, Winnie Law (rw). eh 
Editorial Administrator: Lily Kan 





















Advertising: ! 
> Bea Cheang (Ado 


— 






^m WALL LL STREET JOURNAL - 

- Karen Elliott House, Publisher. — ^ 

Paul A. Gigot, Editor of the Editorial Page 
Scott D, Schulman, Sr. VP, À 





y, Deputy Mene Bir. 


Ric [OMA Assista y 


ár 















358 E ailes Penes 





THE REGIUN 


12 


18 


20 


22 


23 


INDONESIA’S ELECTION CIRCUS 

As a monumental day of voting nears, campaigns 
become creative and voters remain cynical 

Plus: The feuding Sukarno sisters 

TAIWAN’S FUTURE: The opposition KMT begins to 
contemplate four more years of President Chen 
MALAYSIA SETTLES IN: The premier’s new cabinet 
line-up showed little of the sweeping change he 
hinted at before his recent election victory 
SINGAPORE’S NEXT PREMIER: Lee Hsien Loong is 
still trying to remake himself to suit the job 

BAD KARMA: Nepal's government says it will hold 
elections despite a rising tide of violence 


CHINA 


26 
28 


31 


CHINA BRIEFING AND BUSINESS DIGEST 
TREASURE ISLAND? 

A new business-oriented governor with a 
background in oil and gas pledges to clean up 
Hainan’s image and attract foreign investment 
SHOES ‘N’ BAGS: China drives the leather business 


INNUVATION 


32 


35 


38 


BRAND AID FOR ASIAN FIRMS 

Telling Asian manufacturers how to create 
distinctive designs and build global brands is 
becoming big business 

Plus: How Legend became Lenovo 

THE VIRUS RETREATS, FOR NOW: Why the Sars 
virus didn’t make a comeback 

Plus: Two Sars vaccines to be tested on humans 
LOOSE WIRE: Build your own nifty-looking Web site 


Cour Wace “ear "RE" 


ontents 





Why didn’t 
Sars return? 


m 


Island of 
promise 
page 28 







Nepal's 
struggle 
page 23 





Design gurus 
eye Asia 
page 32 





wR RARSREE S 0 


The future 
is golden 
page 43 


Asia’s Blueprint 
For Financial Union page 40 


April 8, 2004 Vol: 167 No: 14 


MUNEY 


40 

43 
Political 
preacher 
page48 44 


TOWARDS ASIAN FINANCIAL UNION 

Asia is finally considering greater financial 
cooperation. But doubts remain about whether 
the regions nations will be willing to give up their 
fiscal sovereignty 

TRADING FUTURES: One day India could represent 
a $600 billion-a-year opportunity for trading 
commodity futures 

DANCING WITH GIANTS: Singapore leverages its 
wealth and global corporate network to partner 
with both India and China, a course other 
Southeast Asian countries are profitably following 


LURKENTS 


48 


52 


PRAYING FOR POWER 

Preacher Eddie Villanueva has 7 million followers, 
but Philippine voters are proving harder to win 
over. Still, his campaign shows the growing interest 
of Asia’s evangelicals in seeking political power 
INREVIEW: Chang-rae Lee takes a new view 


REGULAR FEATURES/COLUMNS 


LETTERS: Thai IPOs; Burma; the computer mouse 
EDITORIALS: Hong Kong’s Basic Law; Thailand 
INTELLIGENCE: Penalizing China; insurance costs 
REGIONAL BRIEFING 

THE 5TH COLUMN: Malaysians hope for reform 
ECONOMIC MONITOR: China’s spending spree 
PRICES & TRENDS 

TRAVELLERS’ TALES: Trouble at the branch office 
CEO CALL: Tim Shriver, Special Olympics 




















. “THE NPC STANDING COMMITTEE aims to put 
an end to confusions and differences and further push for- 
ward comprehensive implementation of the ‘one country, two 
'Systems'." That statement, carried by Beijing's mouthpiece, Xin- 
hua, referred to the decision by the mainland to “interpret” pro- 
visions in Hong Kong’s Basic Law on how the city might change 
the way it chooses its leader and legislature. What it truly makes 
clear is that Hong Kong residents have no say in how they are 
ruled. Beijing's decision is the first step towards tearing down 
"two systems." Soon, Hong Kong's border with the mainland 
may be of no political consequence, signifying as little as bound- 
aries between communist-ruled provinces on the mainland. 
(See related article on page 11.) 

. Democracy advocates had been pushing for reforms to 
allow for Hong Kong's chief executive to be directly elected 
from 2007, and its entire legislature to be voted on by resi- 
dents from 2008. In fact, the city's task force on constitutional 
xeform has said this is possible. But with one caveat: Only if 
Beijing agrees. The timing and style in which Beijing 
announced that the National People's Congress Standing Com- 
mittee would interpret the Basic Law says all about its will- 
ingness to tolerate such changes. 

. First, the interpretation was not even requested by Hong 
Kong. Instead, Chief Executive Tung Chee-hwa was simply 
informed of Beijing’s plans. In theory, the NPC Standing Com- 
mittee should be the last body to review decisions by Hong 
Kong based on the Basic Law. But Hong Kong had not yet 
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Goodbye to “Two Systems’? 


China ends all pretence of its promise of autonomy for Hong Kong 


made any decision on elections. Beijing's action thus must be 
read as a move to pre-empt Hong Kong policymakers. So 
much, then, for the Basic Law's guarantee of the city's “high 
degree of autonomy." 

Next, with the announcement coming a week after Taiwan's 
troubled presidential polls, Beijing clearly intends to render 
an illiberal interpretation. The turmoil of Taiwan's freewheeling 
democracy provides a useful backdrop against which to caution 
about the breakdown of order that might come if Hong Kong's 
demand for full democracy ran its course. And surely it was 
no coincidence that Beijing had also just warned Taiwan that 
if protests there got out of hand, it would "not sit back and 
look on unconcerned." 

Beijing's action is the end of any illusion that the principle 
of "one country, two systems" can keep authoritarianism at 
bay from Hong Kong. China is stating that there is no set pro- 
cedural trigger for when it may decide to interpret any part of 
the Basic Law. The Basic Law now is wide open, and can be 
changed by interpretation any time Beijing feels threatened. 

One would have hoped that Chief Executive Tung would have 
spoken up against a diminution of his authority, if not for Hong 
Kong's rights. Instead, he only said that the interpretation 
“will offer an authoritative decision on the issue"—when none 
was actually sought. People who live under a charter they have 
no power to influence do not have a constitution; they have a 
rule book. For Hong Kong, the mainland's communists now are 
the sole authors of those rules. M 










THE BOMBING in Thailand's south- 
. ern Narathiwat province shows that vio- 
~ lence among hardline Muslim separatists 
is taking a dangerous new trajectory. Any 
_ imprudent reaction on Bangkok's part will 
only serve to further delay a settlement of 
the long-festering problem, and will con- 
tinue to alienate the majority of the 
region's Muslims who are moderate. 
The bombing, on March 27, occurred 
in Sungai Kolok, a southern border town 
known for girlie bars, karaoke dens and 
brothels. It injured nearly 30 people, 
including eight tourists from Malaysia. 
This was the first attack on a public area 
in a region that has seen an increase in 
violence in the past few months, notably 


a series of arson attacks and a raid on an 
army weapons depot in January. 
Muslims long have complained about 
Sungai Kolok, perhaps the only place in the 
Muslim-dominated region where activities 
that Islam deems “sinful” are openly avail- 
able for sale. But now terrorist have 
hijacked an extremely touchy situation, and 
matters are spinning out of control. 
Authorities often say they don't get 
enough help from the community to catch 
militants. The onus is on those who live 
in the south to make sure their community 
does not turn into a haven for terrorists 
where no one is safe. To be sure, authorities 
can also try to win the community over with 
greater sensitivity to its complaints. Apart 


; Thai B omb Ing Sensitivity to Muslim complaints would garner cooperation 


from vice, locals gripe about heavy-handed 
policing by officers sent from Bangkok, 
intrusive searches and other matters. 

No one advocates capitulation to mili- 
tants or even engaging them—that’s just 
not how to you treat them. But ordinary 
people are being squeezed on all sides—by 
militants who are causing terrible damage 
to the lives of locals, and by the government 
whose action causes daily disruptions. 
Moderates are alienated by both. 

It is in Bangkok's interest to more 
greatly ally itself with ordinary citizens in 
the south. If it were to do this, the militants 
would be that much easier to find. Then, 
they could be dealt with in the only way that 
people who kill and maim deserve. = 
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global markets. Together, we're exploring deeper and building pipelines farther than others thought 
possible. In the end, our partnerships deliver more than energy. They also deliver all the growth and 
promise that come with it. 
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U.S. Pessimism on 


North Korea Talks 


Washington doesn't expect progress this year in the six-party 
talks aimed at ending North Korea's nuclear-weapons pro- 
gramme. “Nothing will happen before the election,” an offi- 
cial working on North Korea policy says, referring to the 
United States presidential election in November. "There might 
be a window-dressing meeting, but it will be just that." China 
hosted a second round oftalks in February that included South 
Korea, Japan and Russia, but little progress was achieved apart 
from an agreement to set up future working groups. Wash- 
ington is insisting on a complete, verifiable and irreversible 
dismantling of Pyongyang's nuclear programmes. North 
Korea's official radio has indicated that Pyongyang views this 
as a plot to topple the communist regime. The U.S. official 
added that China and South Korea have told North Korea 
in recent weeks that *you guys better show forward move- 
ment. The next secretary of state might not be as moderate 
as [current secretary Colin] Powell." Speaking about the 
upcoming U.S. election, the official, a Republican political 
appointee, adds, “If [Democratic nominee John] Kerry wins 
the election, North Korea will get bilateral negotiations. If 
Bush wins, they get a more hard line." 


INSURANCE PREMIUMS TO RISE, SAYS EXPERT 
Businesses should expect to pay more for their insurance cover 
in future even though in 2003 the global insurance indus- 
try enjoyed its best results in years, according to an industry 
expert. “The world is becoming a riskier place,” says Julian 
James, director of worldwide markets at London insurance 
market Lloyd’s. Not only are the numbers of both natural and 
man-made catastrophes rising, economic growth in Asia 
means that insurance exposure in the region is also increas- 
ing rapidly. That will mean greater insured losses as, for exam- 
ple, companies in China insure new factories built in regions 
liable to flooding. Although insurers are currently cutting pre- 
miums in Asia in an attempt to win market share, James 
warns that history has shown such reductions to be unsus- 
tainable. Both the cost and the frequency of claims are rising, 
he says, and they are likely to increase further as “the creep- 
ing compensation culture” spreads to Asia from the United 
States. “It’s at precisely this point in the cycle that the insur- 
ance industry has screwed it up in the past,” James says. “This 
business makes fools out of optimists.” 


SHIPOWNERS TACKLE SECURITY CODE 

Some shipowners in Southeast Asia are up in arms about 
an international security code designed to help combat ter- 
rorism and due to take affect in July. Shipping companies oper- 
ating in Indonesia are complaining that the International Ship 
and Port Security rules, passed in December 2002, impose 
an unfair burden on them. The rules, prepared by the Inter- 
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national Maritime Organization, an agency of the United 
Nations, form an amendment to a 1974 security convention 
considered by many to be outdated following the Septem- 
ber 11, 2001, terrorist attacks. But small and medium-sized 
shipowners in particular, already saddled with the cost of hasty 
security upgrades, want the Indonesian government to take 
more responsibility and cover a greater share of the costs of 
the counter-terrorism training that the new rules demand. In 
mid-March, Albert Lapian, a director-general at the Depart- 
ment of Sea Communications, told local reporters, “Paying 
for this is clearly not just the responsibility of the government." 
Shipowners also say they don't even know what they're sup- 
posed to do next. “Until now, we haven't had a clear-cut expla- 
nation from the government over how the [new rules] should 
be applied," says Barens Saragih, chairman of the Indonesian 
Shipowner's Association, an industry group. Failure to com- 
ply with the rules could block ships from some ports and affect 
owners' insurance premiums. Lapian grumbled in March that 
the government had to prepare at least 240 ports and harbours 
in 18 months, which was *a short amount of time." 


U.S. MuLLs PENALTIES ON CHINA 

Seven months after the United States invoked an unusually 
comprehensive set of penalties against China for proliferation 
of weapons of mass destruction and then waived them for a 
year, an inter-agency group has begun meeting to consider 
what action to take when the clock runs out on that year at 
the end of August. An administration official says China has 
so far taken no steps to address U.S. concerns. If China con- 
tinues to deny flatly that one of its largest companies, state- 
owned China North Industries Corp. (Norinco), is engaged in 
proliferation, the official says, then at the end of August “we 
lose all credibility if we don't ding them one way or another.” 
Interpreted broadly, the waived penalties announced last 
year would block as much as $12 billion in exports to the 
U.S. from all companies in which the Chinese government 
holds stakes in three industries: electronics, space systems and 


equipment, and military aircraft. In February, the U.S. State 
Department began studying options for implementing the 
sanctions. In March, junior officials from around the gov- 
ernment, including representatives from State, Treasury, Com- 
merce, Homeland Security and Defence departments and Cus- 
toms, met to mull the same issue. The official says a blanket 
ban on imports from the biggest sector, electronics, is likely to 
be unworkable. One option discussed: banning imports from 
China of three or four specific electronic products. 


WOODSIDE STILL WAITING ON TIMOR OIL 

Woodside Australian Energy, a key participant in the oil- 
and-gas-rich Greater Sunrise field in the Timor Sea, is keep- 
ing its options open following the approval on March 29 by 
the Australian parliament of an agreement covering devel- 
opment of the $15 billion resource. “It’s an important step, 
but before it can enter into force it will require ratification 
by the East Timor parliament,” a Woodside spokesman told 
the Review. Under the terms of the 2002 Timor Sea Agree- 
ment signed with Canberra, 18% of Greater Sunrise rev- 
enue will be allocated to East Timor. Australian Greens party 
leader Bob Brown described the passage of the agreement 
as “a terrible moment in Australian politics,” branding it as 
theft from East Timor, Asia’s newest and poorest country. 
Woodside say they have three options for the development 
of Greater Sunrise, including a floating refinery, a pipeline to 
link up with the ConocoPhillips LNG refinery in Darwin or 
a pipeline to East Timor for onshore processing. With pro- 
duction set for 2010, they'll also need to line up a major 
customer, the Woodside spokesman says. 


NEPAL REBELS REVEAL ARSENAL 
The unusually high death toll was not the 
only alarming thing about the Maoist rebel 
attack on Beni in Nepal that began on March 
20 (see article on page 23). It was also the first 
operation in which the rebels revealed a sig- 
nificant arsenal of automatic weapons, 
including machine-guns, M-16 and AK-47 
assault rifles as well as 81-millimetre mortars 
and hand grenades. In previous attacks the 
Maoists have mostly carried home-made 
weapons and bombs, and sub-machine guns 
and rifles seized from police. According to the India-based 
Institute for Conflict Management, a private think-tank, most 
of the new weapons have been looted from government arms 
depots. Others, the institute says, have been acquired through 
the Maoists’ contacts with like-minded groups in India, 
such as the People’s War group, which is active in Bihar, south 
of the border with Nepal. In the past few years, Nepal's Maoists 
have increased their collection of what they call “revolution- 
ary tax” from citizens at home—and from Nepalese work- 
ing overseas, primarily in the Gulf states and Hong Kong. 
Intelligence agencies have long believed that the money 
was to be spent on arms purchases. 
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Explosion in Thai Tourist Town 


A bomb exploded in the southern Thai border 
town of Sungai Kolok, injuring 30 people. The 
attack was considered significant because it was 
the first time that violence in southern Thailand 
had spilled over to affect tourists—in this case 
Malaysians crossing the border into Thailand to a 
town renowned for its brothels and bars. Two 
days later, 14 simultaneous arson attacks swept 
the region. Violence has afflicted southern Thai- 
land since the beginning of this year. The gov- 
ernment said that the 
people responsible for 
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SEOUL DEPLOYED 5,000 
planting the bomb in police in an effort to 
: 1—————— defuse possible tensions 
Sungai Kolok had evaded A Tamil political candi- between rival groups 
police surveillance and date campaigning for the holding rallies over the 
apparently escaped to nation’s April 2 parlia- poe e HT. 
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assets is at it again. Hong Kong 3G, mobile-phone operations. would be best to pursue ES 
tycoon Li Ka-shing has said his However, the company main- further negotiations to 
ports and telecommunications tained that its 3G subscriber base end decades of conflict output was up almost 
conglomerate, Hutchison Wham- is growing and said the listing with the Tamil Tigers. 30% in the period, 
poa, will spin off its telecoms "had nothing to do with 3G." though experts noted 


holdings in an initial public > that the strength was 


offering in Hong Kong. In the * Industrial output soared partly due to the fact 
past, any Li IPO was a hot seller 38.3% in February froma that the economy was 
among Hong Kong punters, year earlier, the best down in 2003. 

though analysts this time said the year-on-year monthly 
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be more limited because Li’s than four years. Analysts A court sentenced Song 


recent track record has not been said that the positive Doo Yul, a German 
as strong as in the past. Analysts result suggested that scholar of Korean origin 
said that the new listing will GDP would exceed who fled Korea in 1967, to 





include a collection of telecoms expectations in the first seven years in prison for 
companies from around the world GOLDEN TOUCH: Li looks for investors quarter. Manufacturing maintaining unauthorized 


links with Pyongyang. 
Song returned from exile 
last year and was 
arrested in November. He 
was accused of visiting 
North Korea more than 
20 times since 1973 and 
receiving more than 
$100,000 from 
Pyongyang. President Roh 
Moo Hyun said the law 
used to prosecute Song 
was anachronistic and 
urged “tolerance.” 


The government plans to 
halve income and corpo- 
rate taxes for start-up 
companies and may grant 
them a five-year tax 
holiday if they create 
jobs. A government 
official said, “We need 
measures to stimulate 
entrepreneurship.” South 
Korea’s February unem- 
ployment rate was 3.9%, 
an unadjusted rate that 
was the country’s highest 
in three years. 


UZBEKISTAN 


At least 23 people have 
been killed as police 
clashed with suspected 
terrorists. Officials said 
that the dead in three 
days of fighting up to 
March 30 included three 
police and 20 terrorists. 
Many of the dead terror- 
ists died in suicide-bomb 
attacks. Uzbekistan has 
been an ally of the United 
States in its war on 


terrorism. The country 
blamed unnamed “out- 
side elements” for the 

surge in violence. 


The Tokyo High Court 
ruled that a Japanese 
researcher charged with 
industrial espionage in 
the United States will not 
be extradited to face that 
charge. The ruling, which 
is final, was the first time 
an extradition request 





OKAMOTO: Japanese 
court rejects extradition 


from the Japanese 
Justice Ministry had been 
denied by Japan. Japan- 
ese Officials told the 
court that the U.S. had 
“reasonable grounds” for 
the extradition of Takashi 
Okamoto, suspected of 
stealing genetic material 
relating to Alzheimer’s 
disease from a U.S. 
laboratory where he 
worked. But the court 
ruled that there was 
insufficient reason to 
suspect him. 


CLEANING UP: Aftermath of a deadly bombing 
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VIETNAM 


The government said 
that it had stamped out 
the bird flu epidemic 
that killed 16 people in 
the country and caused 
the nation’s poultry 
industry to be wiped out. 
The government made 
the declaration after 
more than one month 
without any new out- 
breaks being discovered. 
However, the World 
Health Organization was 
more cautious, especially 
given that a 12-year-old 
boy died just two weeks 
earlier from the H5N1 
virus in Vietnam. 


PHILIPPINES 


President Gloria Maca- 
pagal-Arroyo said 
security forces managed 
to foil a terrorist plot to 
bomb numerous civilian 
targets in Manila. Arroyo 
compared the terrorist 
plans in scale to the 
train bombings in 
Madrid in March that 
killed 190 people. 
Arroyo said the govern- 
ment had found explo- 
sives and had arrested 
four members of the 
militant Islamic group 
Abu Sayyaf. 


AFGHANISTAN 


The presidential and 
parliamentary elections 
that had been scheduled 
for June have been 
pushed back to Septem- 
ber, according to the 
government. The coun- 
try’s reconstruction 
minister said that the 
government decided to 
delay the election by 
three months for “techni- 
cal reasons, because the 
United Nations has been 
unable to complete all 
the arrangements.” 








SPOTLIGHT 


PROTEST: 
Democracy 
advocates 
want more 
autonomy 





BEIJING’S CONTROL 

Pro-democracy activists in Hong Kong were dis- 
mayed by a March 30 conclusion from a local 
government task force on future political reform 
that Beijing would have the final say on any polit- 
ical change pushed by Hong Kong. The task force 


was set up after a series of massive pro-democ- - 


racy demonstrations beginning on July 1, 2003, 
in support of direct elections for the city’s next 
chief executive in 2007 and direct elections for 
all 60 seats in the Legislative Council in 2008. 

Earlier, Beijing signalled that the central gov- 
ernment would control political change when it 
said that a session of the Standing Committee of 
China’s National People’s Congress beginning on 
April 2 would interpret key sections of Hong 
Kong’s mini-constitution, the Basic Law. 

The head of the task force, Hong Kong Chief 
Secretary Donald Tsang, said it was “political real- 
ity” that Beijing had a voice in the Hong Kong’s 
political future. “On Hong Kong’s demands on 
democracy and universal suffrage, | believe the 
central government . . . knows very clearly what 
the people of Hong Kong want," he said. 

However, most pro-democracy activists are 
convinced that Beijing will resist popular pres- 
sure for rapid democratic change. They are also 
alarmed at the central government's move to 
interpret the Basic Law because it threatens 
the city's independent legal system and its polit- 
ical autonomy. "Beijing is burying Hong Kong's 
rule of law and killing Hong Kong people's hopes 
for universal suffrage in the coming years," says 
Law Yuk-kai, the director of Hong Kong Human 
Rights Monitor. 
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INDONESIA 


A Spectacle 
Of Democracy 


April 5 could well be the biggest, most complex single day of voting ever held. 
On the road in Central and East Java, in a campaign season that’s heavy on spectacle and 
light on substance, voters appear disillusioned by their new democracy 


By John McBeth and Michael Vatikiotis/CENTRAL AND EAST JAVA 
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POLITICAL THEATRE: A campaign rally for President Megawati's Indonesian Democratic Party for Struggle E 
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IN A FIELD NOT FAR from the heart of 
the ancient Javanese capital of Solo, wild- 
eyed supporters of President Megawati 
Sukarnoputrľs Indonesian Democratic 
Party for Struggle (PDI-P) are gathering 
amid a deafening chorus of electric gui- 
tars and the rhythmic revving of motor- 
cycles. Shapely singers in skin-tight out- 
fits writhe and wriggle on an elevated 
stage, cheered on by rowdy, red-shirted 
youths waving flags that bear the party’s 
emblem, a white-nosed bull. 

The distinctive white nose separates 
the PDI-P from three other parties with a 
bull on their official flags, but this politi- 
cal rally is strange for other reasons as 
well. In a government-regimented cam- 
paign that is more about symbols than 
substance, no one is not wearing red, 
the PDI-P’s official colour. No one looks 
like an undecided voter. Most importantly, 
no one here is a PDI-P candidate. 

That’s because in the campaign for 
Indonesia’s April 5 parliamentary election, 
candidates and policies arent important. 
Theatre is. Amid a profusion of colourful 
symbols and choreographed displays, 
Indonesia’s awkward transition to democ- 
racy reaches a dramatic juncture: what 
could well be the biggest, most complex 
single-day election ever held, anywhere. 

But a road trip around the volcanoes 
and through the rice paddies and sugar- 
cane fields of Central and East Java, a 
region that is home to over 49 million reg- 
istered voters, reveals a disillusioned, cyn- 
ical electorate. Gone is the fervour and 
expectation that marked the 1999 par- 
liamentary election, when Indonesia re- 
embarked on the road to democracy after 
four decades of authoritarian rule. 

Indonesian political campaigning 
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these days is about 
menacing motorcycle 
squads roaring end- 
lessly around Java’s 
towns and cities, bran- 
dishing party flags and 
ignoring traffic lights. The 
mostly young, male bikers are 
usually given food, drink and a T-shirt to 
get them to join. Retired diplomat Wiry- 
ono Sastrohandojo, a rookie politician 
standing for the newly minted New 
Indonesia Alliance Party in Solo, dis- 
misses all this as “colour-coded politics.” 
As he puts it: “It’s not about a contest of 
ideas, integrity, opinion and debate— 
but whether you get a T-shirt.” When 







INDONESIA’S 
NEW WAY TO VOTE 


e 147 million voters have 
been registered; there are 
448,705 candidates 









* On the campaign trail, 
candidates and policies 
don’t matter, theatre does 









e Many voters don’t expect to 
get direct representation 


e Many invalid ballots 
are anticipated 





for the legislative elec- 
tions and the country’s 
first direct presidential 
poll, which is scheduled 
for two rounds on July 5 
and September 20. In that 
time, the KPU has conducted 
a nationwide census to register 147 
million voters among its 217 million cit- 
izens. It has carved out 2,025 new elec- 
toral districts in six months. And it has 
vetted and qualified 24 political parties 
(down from 48 in 1999) and 448,705 can- 
didates vying for 15,276 seats in the 
national, provincial and district parlia- 
ments and a new Jakarta-based Regional 
Representative Council (DPD). 


IN AN ELECTION THAT IS MEANT TO BE A LARGE 
STEP FORWARD FOR DEMOCRACY, SOME PEOPLE FEAR 
THERE WILL BE MANY INVALID BALLOTS 


Wiryono stalks the streets of Solo trying 
to convey his party's anti-corruption mes- 
sage, he says, people listen politely—and 
then they get their T-shirts. 

Back in Jakarta, at the headquarters 
of the General Elections Commission 
(KPU), the deputy chairman, Ramlan Sur- 
bakti, has a confession to make. With bal- 
lot papers still being printed and news- 
paper headlines fussing over whether 
everything will be ready in time, he says, 
"L often find myself waking up in the mid- 
dle of the night and writing down what I 
have to do the next day." 

The organizers have accomplished a 
lot since new electoral legislation in 
March last year set in train preparations 


In an election that is meant to be 
another large step forward for democracy, 
three new election systems are being 
introduced: An “open list" ballot for the 
550-seat House of Representatives that for 
the first time permits voters to select an 
individual candidate from a slate offered 
by each party, in addition to choosing 
the party as they have done in the past; a 
ballot for the new 128-seat DPD, for which 
voters will select a single candidate with- 
out party affiliations; and the direct pres- 
idential election itself. 

Each voter on April 5 will be handed 
four ballot sheets—the largest nearly one 
metre wide—bearing the emblems of two 
dozen parties and possibly hundreds »» 


POLITICS DIVIDES THE SUKARNO SISTERS 


In December, the three daughters of the late Indonesian 
President Sukarno got together for the first time in years. But 
their reunion wasn’t held at an ancestral home, or even a 
favourite restaurant. 

Instead, Indonesia’s Election Commission provided the 
venue, when it hosted the leaders of the two dozen political 
parties qualifying for this year’s campaign. Rachmawati and 
Sukmawati Sukarnoputri smiled, chatted briefly and embraced 
for the cameras as they drew numbers to represent their 
respective parties in the series of elections that begins on 
April 5. President Megawati Sukarnoputri, their elder sister, 


picked her number and left without a word to either of them. 


Far from a show of family solidarity, the event kicked off a 
bitter political battle that is pulling apart one of this country's 
most prominent and powerful families. Once known as 
"Sukarno's Angels" for the dainty and light-hearted way in which 
they would play in the presidential palace as children, the three 


= Sisters are today slinging mud at one another as they jockey for 


date for her Indonesian Democratic Party of Struggle (PDI-P). But 
he worries that his father, who died in 1970, would be deeply 
troubled if he could see the widening cracks that are now dividing 
the House of Sukarno. 

"| think he would be sad, because the most important thing 
for him was unity," he sighs. "We can have different thoughts or 
opinions, but still we must be united." 

In public, the battle of the sisters centres on who best embod- 
ies the political vision of their father. Sukarno is a towering figure 
in Indonesian history: As the leader of the independence struggle 
against the Dutch, he played a critical role in creating the Indone- 
sian state and then became the country's first president. Even 
today, the influence of his strong nationalist spirit and populist 


. rhetoric echoes across Indonesia. 


In private, family insiders acknowledge that personal jeal- 
ousies and sibling rivalries lie just beneath the current dispute. 
Those issues, while common to many families, are helping to 
fuel embarrassing personal attacks against Megawati and 
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position in the upcoming election—and compete for their 


father's still potent political legacy. 


"| don't know how to explain this situation. Maybe this is a 
unique aspect of my family. We are very democratic," says a 
chagrined Guruh Sukarnoputra, the younger of Sukarno's two 
.. sons. A well-known dancer and performer, Guruh sides with 

. Megawati in the dispute and is running as a parliamentary candi- 


v 
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of names. Using an ordinary 
builder's nail, voters will be 
asked to mark the ballots with 
privacy afforded by a flimsy 
aluminium voting screen only 
50 centimetres wide. 

The new systems were 
intended to improve account- 
ability. But in the one area 
where grass-roots representa- 
tion should count the most— 
in the national parliament— 
political leaders watered down 
the new election laws by mak- 
ing it compulsory for con- 
stituents to vote for a party, but 
not compulsory to vote for 
individual candidates. 

Even then, voters probably won't even 
know who the candidates on their bal- 
lots are. Not only has the selection process 
been far from transparent, but candidates 
will most likely gain office not because 
they were individually elected but because 
they come from their party's ranked list— 
a system where they will win office accord- 
ing to the proportion of the overall vote 
their party secures in each of the national 
parliament's 69 districts. Many candi- 
dates get on the party's preferred lists 


Alres Alia/Reuters 


ON THE CAMPAIGN TRAIL: A Golkar party supporter 


adding to the challenge she faces from an array of Islamic and 


nationalist rivals who are much stronger than the small parties 


led by her sisters. 





based on their individual contributions to 
election war chests. 

To make matters worse, the new sys- 
tem still has no residential qualifications. 
For example, of the 155 candidates stand- 
ing in the province of Papua, 81 have 
listed Jakarta as their residential address. 

The result: Despite some gains, the 
connection between the electorate and the 
national legislature still fails the test of 
genuine representation. "Parties werent 
interested in reforming the way candi- 


“Megawati has no vision," complains Rachmawati, the 53- 
year-old middle sister. Rachmawati says that last year she was 
so fed up with her sister's administration that she founded her 
own political party, the Pioneer's Party, to try to force her out of > 


dates are selected. It repre- 
sents too big a blow to the 
power of the central executive 
[of a political party] and the 
elite," says electoral expert 
Alan Wall, project manager 
of the Jakarta office of the 
International Foundation for 
Election Systems (IFES). 

Hadar Gumay, executive 
director of the privately funded 
Centre for Electoral Reform in 
Jakarta, says the move from a 
closed list to an open list of 
candidates has accomplished 
little. “The leaders want to 
make a strong party first, and 
to do that they want to decide 
who are the MPs and who are not. They’re 
afraid of losing control.” 

Only 2% of the respondents in a 
recent IFES poll could name a candidate 
in their locality. Interviews on the ground 
show a similar ignorance among rural vil- 
lagers about who has been representing 
them in Jakarta for the past five years. 
Achmadi is a village elder in Kalianchar, 
an idyllic spot just off the main road 
between Solo and the rambling, tree- 
shaded town of Wonogiri. "I've never > 
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> office. “I’m angry because she carries the Sukarno name and 
uses his symbols, but doesn’t carry out his policies. | need to 
oppose her,” Rachmawati tells the Review. 
Megawati’s sisters grumble that she has largely ignored 
| Sukarno's teachings, which focused on self-reliance in poli- 
= tics, economics and culture, during her three years as presi- 
.. dent. They say Megawati is allowing the country’s millions of 
poor to be beaten down by global economic forces, instead of 


helping them by spurring the economy and creating jobs. 
Like many of her other critics, Megawati's sisters also argue 
that she hasn't done enough to challenge the vested interests in 
the political and military establishment—forces they claim are 
bleeding Indonesia dry with corruption, collusion and nepotism. 
"She has not acted as aggressively as she should have to 
defeat corruption. I'm disappointed with her," says Sukmawati, 
52, Sukarno's youngest daughter. She has revived the former 
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SUKARNO'S ANGELS: (From left) Megawati, Rachmawati and Sukmawati 
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seen anyone from any party come here," 
he says, watching farmers harvesting rice 
in a warm rain. "There is no representa- 
tive. We do things for ourselves." 

It's the same story in the town of 
Nganjuk, East Java, where residents are 
expecting the arrival of Megawati on a 
flying campaign visit the next day. “We 
don't have time, we aren't interested," 
mutters Wardoyo, keeping a group of 
paddy-field workers company as they eat 
lunch on the side of the highway. "We've 
never seen a candidate, much less know 
about the parties." 


STRONGER VIEWS ON PRESIDENCY 
Ask him about the next president, how- 
ever, and he has a view: *The country 
needs someone from the military because 
the civilians are inefficient and corrupt." 
Still not convinced that politicians are 
campaigning to represent their interests, 
Javanese voters attach far more impor- 
tance to the presidential election—and 
they seem very much aware that this will 
be the first time they can directly vote 
for the leader of the nation. 

Some even express disappointment 
with the incumbent Megawati, who most 
analysts tip as the favourite to win. In 


leader Kim Il Sung. 
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the small district town of Kandat, Hendi 
Sulistyowati is the treasurer of a private 
cooperative that lends money to local 
farmers and small businesses. Hendi 
hopes for new leadership because "this 
government has not brought any change; 
the cost of living is still high, and so is the 
cost of education." 

In a coffee shop in Grogol, another 
district town nearby, the same view can 
be heard: “Megawati is weak and her 
government is ineffective. We need 
someone from the military," says local 
resident Sutomo. 

In Central and East Java, at least, one 
often-mentioned name is former Chief 
Security Minister Susilo Bambang Yud- 
hoyono, a retired general and a local 
native, from Pacitan on East Java's south- 
ern coast. This suggests that candidates 
for the presidency have already gained a 
measure of support even without the 
backing of large political parties. 

Despite their enthusiasm for the com- 
ing presidential election, many people still 
dont understand what is required of them 
in the legislative elections. For example, if 
voters choose a party and then a candidate 
from another party, their ballots will be 
invalid. With more than 585,000 polling 







political vehicle of their father, the Indonesian National Party, to 
try to unseat Megawati. 

Sukmawati, who was just 13 years old at the time of the coup 
against her father, has managed to stay on friendly terms with 
both sisters despite the political competition under way between 
them. In January, for example, she attended Megawati’s birthday 
celebrations. Rachmawati stayed away. 

"| get along with both of my sisters. But of course | don't like it 
that this attitude has appeared between them,” says Sukmawati. 

Decades of competition between the sisters for their 
father's favour are also coming into play. Megawati, 57, boasts 
about how she regularly accompanied her father on state 
visits abroad, often standing in for her mother, Fatmawati, 
after the couple quarrelled and split up in the early 1960s. 
Those trips allowed her to meet global figures ranging from 
United States President John F. Kennedy to North Korean 


S Rachmawati claims she was the closest student of Sukarno’s 
politics while the family was together in the palace, and often 
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MAJOR EFFORT: A printer inspects new ballots 


single-handedly tended to his declining health after he was 
pushed out of office by Suharto in 1966. Later, she set up Bung 
Karno University, named after her father’s widely used nickname, 
despite opposition from Suharto. 

The dispute between the two has grown so intense that 
Rachmawati says she can’t remember the last time she spoke to 
her older sister. “We have fundamental differences. What would 
we talk about?” she asks. She also bitterly recalls that Megawati 
never came to visit her when she was 
hospitalized in 2002 after a stroke—an “When they 
event that family insiders say provided the were kids there 
real trigger for her outspoken and aggres- were never 
sive opposition to her sister. these rivalries.” 

“| think Mega was not nice not to visit 
Rachma in the hospital,” Sukmawati says. “Mega says she feels 
uncomfortable visiting people in the hospital. But it made 
Rachma think she was very arrogant.” Megawati did not respond 
to a request for comment for this article. 

All this divisiveness is a sea change from five years ago, 
when Megawati successfully portrayed herself as a symbol of 
national unity as she campaigned in Indonesia’s first democratic 
election in more than 40 years. Her party won more votes than 
any other in 1999, but this time around even members of her 
own party are predicting that it could wind up in second place in 
April’s parliamentary election. 

While Megawati remains the favourite in a direct presidential 
election scheduled for July, party insiders warn she must move 


stations, each accommodating no more than 300 voters, some 
people fear an epidemic of invalid votes. 

Priyo Harianto, chief of Klitik village, is certainly wor- 
ried about this prospect. With 1o days to go, he has no idea 
how he will administer the nine polling stations in the farm- 
ing settlement of 3,500 people just outside the district town 
of Caruban. "It's really a system designed for middle-class 
people,” he says. “Here people barely read and have no idea 
what the party symbol means. There has been insufficient 
socialization about this election among the voters." 

Typically, for an infant democracy struggling with cor- 
ruption, it is not politics but money that has been one of the 
most contentious issues. In an election season that will cost 
the government 5.9 trillion rupiah ($702 million), local firms 
have engaged in a bitter fight to win contracts for every- 
thing from the 2.2 million ballot boxes to the 700 million bal- 
lots and the vast quantities of ink needed to print them. 

When the 11-member KPU board decided to choose alu- 
minium over wood and metal for the ballot boxes, they got 
a storm of abusive mail from companies that missed out. 
One anonymous manufacturer was so incensed that he sent 
each of the board members a bullet and hinted that a dark 
fate awaited them. 

Distracted by the priorities associated with organizing the 
election itself, the KPU and its network of provincial and 
district offices have paid only scant attention to rules governing 
the donation of money to parties. Funds spent on campaign- 
ing could total more than 4 trillion rupiah by some estimates. 
In these elections, at least, that means a whole lot of flags and 
bunting—and a whole army of sexy singers. & 


extremely carefully in the next few months to forge the 
alliances she needs to hang on to the job. If she fails to do so, 
she could be outmanoeuvred by her opponents, as happened in 
1999, when Abdurrahman Wahid gained the presidency. 

The precariousness of her hold on the office, which she 
took after Wahid was removed by the Indonesian legislature 
in 2001, makes the current squabble with her sisters all the 
more troubling. 

"This dispute is very tragic," says Subagio Anam, a senior 
member of parliament from Megawati’s party. He has been 
close to the Sukarnos since 1961, when he first met 
Megawati in Yugoslavia at a conference of the non-aligned 
movement promoted by her father. Later, Subagio also got to 
know the other Sukarno children, and says he continues to 
admire the way Rachmawati cared for her sick father during 
his final years. 

Subagio dates the dispute between Megawati and Rachm- 
awati to the early 1990s, when the two clashed over Megawati's 
decision to return to politics as a member of the Indonesian 
Democratic Party. Rachmawati complained that the move would 
only provide support for then-President Suharto, while 
Megawati hoped her candidacy could be a focus for opposition 
against the government. 

"That was the beginning of this friction," Subagio recalls. 
"When they were kids there were never these rivalries. It was only 
when they started to talk about politics that all this started." 
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TAIWAN 


Can't Let Go 


Will Taiwan's opposition party be able to put a 
razor-thin election loss behind it and move on? 


By Jason Dean/TAIPE! 


EVEN AS THEIR LEADERS press the fight to overturn Presi- 
dent Chen Shui-bian’s re-election, some members of Taiwan's 
opposition Kuomintang are contemplating the kinds of 
changes that four more years out of power could bring to one 
of the world's best-known political parties. 

The protest launched by Kuomintang candidate Lien 
Chan in the wake of Chen’s razor-thin victory has enjoyed 
strong backing among the opposition’s core supporters—evi- 
denced by the hundreds of thousands of demonstrators who 
turned up for an anti-Chen rally in the capital on March 
27. Lien and his running mate, James Soong, allege that 
the March 20 vote was unfair for several reasons, includ- 
ing vote-rigging and the election-eve shooting of Chen, which 
opposition leaders have insinuated was staged. Chen has 
angrily denied the allegations. 

At the same time, fissures have begun to appear in the 
opposition camp as some supporters suggest that their 
leadership's strategy may be futile— 
or even counter-productive. Chen 
looks increasingly likely to survive 
the opposition’s challenge, and 
these opposition figures say that the 
Kuomintang and its coalition part- 
ner, the People First Party, or PFP, 
would be better advised to regroup 
and get ready for year-end legisla- 
tive elections. 

“The most important thing is 
to take some time to think about 
what our next step will be,” says 
Chen Shei-saint, a moderate Kuom- 
intang legislator. Chen, who is not 
related to the president, believes that 
the oppositior's efforts are unlikely 
to change the election result. And 
continuing to pursue that unlikely 
goal, he says, could take the focus 
away from deciding how the Kuom- 
intang and the PFP will cooperate in 
the legislative campaign. 

More broadly, Chen and others 
say, the opposition coalition must 
decide if it will pursue a more “local- 
ized" path to take account of the pres- 
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VALIDATION: President Chen expects his victory will stand 


ident's emphasis on Taiwanese identity by further distancing 
the Kuomintang from its mainland Chinese roots. 

The opposition’s initial efforts focused on securing a 
recount of the presidential vote, which Chen won by just 
29,518 ballots, a margin of 0.2%. Chen has formally consented 
to that demand, and a recount could take place as soon as early 
April. But independent political analysts, and some in the 
opposition camp, say a recount, while a good idea, will likely 
only confirm Chers victory, given that there is so far no evi- 
dence of systematic voting improprieties. 

As the recount has appeared more likely, opposition 
leaders have focused on demanding formal investigations into 
the election-eve assassination attempt against Chen. They also 
want an inquiry over what they say was a large number of uni- 
formed personnel prevented from voting because of national- 
security measures adopted after the shooting. 

But these points, too, may fail to change the result. 
The Ministry of National Defence and other national-secu- 
rity agencies have steadfastly denied charges that soldiers 
and police were disenfranchised. And an initial investiga- 
tion into the shooting incident has turned up no evidence 
that it was staged. 


UNCERTAIN FUTURE FOR THE OPPOSITION 

Meanwhile, Chen appears to be sticking to his election-cam- 
paign strategy of emphasizing his defiance toward China and 
his plan to push through a new constitution. Many observers 
fear that Beijing will see a new constitution as an act of for- 
mal independence, something it has threatened to use force 
to prevent. But the proposal nevertheless has helped bol- 
ster Chen's popular support. 

The key for the opposition now, 
analysts say, is to ensure that Chen's 
party doesn't win a majority in Tai- 
wan's 225-member legislature in 
December. The Kuomintang needs 
to make some tough decisions, such 
as whether to formally join with the 
PFP, a Kuomintang splinter party 
formed by Soong after the 2000 elec- 
tion. Relations between the allies 
have sometimes been tense. 

Central to that tension is the fact 
that while much of the PFP's support 
flows from so-called mainlanders, or 
families that came from China with 
Chiang Kai-shek in 1949, many in 
the Kuomintang want to build sup- 
port among native Taiwanese. 

Some analysts even speculate that 
pressure to localize the Kuomintang 
could cause it to splinter again. Hsu 
Shu-po, a leading legislator from the 
Kuomintang' bentu pai, or local fac- 
tion, doesn't think that will happen. 
But, he says, “the localization trend 
is inevitable.” = 
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MALAYSIA 


Not So Fast 


Premier Abdullah won a huge election victory. 
But he appears in no hurry to use his mandate 


By S. Jayasankaran/KUALA LUMPUR 


MALAYSIAN PREMIER Abdullah Ahmad Badawi may have 
fallen into the trap of believing his own hype. His cabinet line- 
up announced on March 27, almost a week after he secured 
the biggest electoral victory in Malaysia’s 46-year history, saw 
little of the sweeping change hinted at before the election. 
“I am disappointed and disillusioned,” says businessman Din 
Merican who voted for Abdullah's ruling National Front coali- 
tion on March 21. “He could have done anything with the man- 
date we gave him.” 

The premier consolidated his own personal power by 
retaining two key portfolios, finance and internal security, 
while expanding the Prime Minister’s Department to include 
six ministers, up from four previously. He also seemed to use 
his new cabinet appointments to further a time-honoured tra- 
dition among Malaysian premiers: elevating a favoured polit- 
ical “son” in a move that could be seen as anointing a suc- 
cessor—though in Abdullah's case the need for such a person 
seems far in the future. 

Much of the disquiet surrounding the new cabinet rep- 
resented disappointment over a failure to meet expectations 
raised by the prime minister himself. Running on an anti- 
graft platform, the premier had asked voters for “a strong 
mandate" to push ahead with his reform and anti-corrup- 
tion agendas. An unspoken corollary of the platform, pri- 
vately discussed by the premier's aides, was assumed to 
involve dropping many of the old guard linked to his pred- 
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MR. POPULARITY: Some supporters of the prime minister 
have been disappointed by his personnel moves so far 


ecessor, Mahathir Mohamad, who retired on October 31 last year. 

That didn't happen. In many ways, the failure reflects 
Malaysian Realpolitik, where power is shared among the 
country's various ethnic groups and where, as president of 
the United Malays National Organization (Umno), the lead- 
ing party in the 14-party coalition, Abdullah has to appease 
various interests to keep the peace. “We had to balance 
many factors: gender, state representation and the com- 
ponent parties themselves," says a close associate of the 
premier who acknowledges the public disquiet. “It’s the 
best we could do." 

"If integrity and the perception of integrity are among the 
criteria for the selection of cabinet ministers, then the first 
Abdullah cabinet has failed the acid test," says Lim Kit Siang, 
chairman of the opposition Democratic Action Party. Lim had 
publicly called for Abdullah to drop at least four cabinet 
ministers before the premier announced his team. 

Among the sitting cabinet members considered most vul- 
nerable: controversial former Domestic Trade Minister 
Jamaludin Jarjis and Nazri Aziz, the ex-entrepreneur devel- 
opment minister who was questioned by the Anti-Corruption 
Agency over a taxi-licensing scandal. 

In the event, Abdullah did move both men, which was less 
harsh than the complete removal from the cabinet that had 
been anticipated. Jamaludin was reassigned to head the 
new Ministry of Science, Technology and Innovation, while 
Nazri was pointedly downgraded: He is the only minister-with- 
out-portfolio in the Prime Minister's Department. 

The case of Jamaludin illustrates Abdullah's dilemma. The 
premier's associates say that Jamaludin could not be dropped 
because it would have left the cabinet with only one minis- 
ter—Deputy Premier Najib Razak—from central Pahang state. 
Previously, there had been three from Pahang. 


THE EMERGENCE OF A FUTURE PRIME MINISTER? 
The big winner in the new line-up was former Youth and 
Sports Minister Hishamuddin Hussein. The eldest son of 
Malaysia's third premier, Hussein Onn, Hishamuddin was 
appointed education minister. Every Malaysian premier after 
the first served as education minister at one time. 

The appointment is also likely to strengthen Hishamud- 
din's chances of re-election in party polls in June when 
Umno delegates will choose the party's 25-man Supreme 
Council. Hishamuddin is currently head of Umno's youth 
wing, a post that technically makes him the sixth-most pow- 
erful man in the party. 

Indeed, the June party polls, say political analysts, could 
yet give the premier an opportunity to further tailor his gov- 
ernment. Traditionally, members of the Supreme Council, 
Umnos highest policymaking body, are rewarded with sen- 
ior government posts. “If Abdullah makes graft an issue in 
the party elections, that might do the trick,” says a senior offi- 
cial in a Kuala Lumpur based think-tank. “Umno could throw 
out some of his bigger headaches." & 
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SINGAPORE 


l'm Human, Too 


Premier-designate Lee Hsien Loong is trying to 
improve his image. The results aren't clear 


By Barry Wain/SINGAPORE 


AS SINGAPORE'S deputy prime minister for 13 years, Lee 
Hsien Loong is a political veteran who has long aspired to lead 
the nation. But after finally getting the official nod to become 
premier, the 52-year-old Lee is still trying to remake himself 
to suit the job. 

Politics in the city state has always been a top-down 
process, with little left to chance. The inner core of the People's 
Action Party (PAP), which has the longest period of unbroken 
rule of any government in the world, has decided that Lee will 
become the third prime minister in Singapore's 39 years of 
independence. He is expected to take over this year. But there's 
just one hitch: The deal has yet to be sold to an increasingly 
affluent, educated—and sceptical— public. 

Lee has an image problem. Prime Minister Goh Chok 
Tong publicly confronted the issue last August, when he 
confirmed that Lee would succeed him. *Loong's public 
persona is that of a no-nonsense, uncompromising and tough 
minister," he said. "Singaporeans would like Loong to be more 
approachable." The first Singaporean questioned at random 
for this article, a man in his mid-30s, was blunter. "He's 
arrogant and he's had it too easy," he replied. 

So Lee's big challenge is to “endear himself" to fellow 
Singaporeans, says political scientist Ho Khai Leong. Lee, who 





GETTING TO KNOW YOU: Lee Hsien Loong rides the railway 
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declined to comment, has been trying to do just that through 
a careful campaign of newspaper interviews, TV appearances 
and public speeches. Singapore's media have introduced a 
different Lee, one who weeps at the memory of his late first 
wife, relates to youth and displays a sense of humour. 

One columnist in The Straits Times, for example, took 
exception to Golis description of Lee. She recounted anecdotes 
from a colleague to show that Lee is "awfully good with 
children” and once insisted on shaking hands with a reluctant 
fishmonger who had dirty hands. Some of Lee's interviews 
have broached subjects long considered taboo in Singapore, 
notably the suicide of his first wife in 1982 soon after giving 
birth to their second child, an albino with a mild form of 
autism. “They are trying hard to project a softer, more 
emotional and family-oriented Lee," says Ho. 

Part of Lee's problem is that he is the eldest son of Lee 
Kuan Yew, the nation’s founding father, who retired as premier 
in 1990 but remains in the cabinet. Many Singaporeans 
believe that though the younger Lee’s intelligence, application 
and scholastic ability are beyond doubt, his pedigree probably 
helped get him to the top. 


PRIVILEGED BACKGROUND 

In moving up the political ladder, Lee has gained a reputation 
for being impatient with others he considers inferior and 
dismissive of those with alternative views. Lee Kuan Yew’s 
pivotal role in the independence movement and his long 
record of working with people from all social classes earned 
him the right to be dominating and elitist, says Garry Rodan, 
a professor of politics at Australia’s Murdoch University. “But 
no such latitude is given to Lee Hsien Loong, who is seen 
as coming from a privileged background,” he says. 

Singaporeans worry, in particular, that things will go 
backwards under Lee Hsien Loong, after more than a decade 
of incremental political and social liberalization. The most 
commonly asked question “on the ground,” according to 
Kenneth Paul Tan, a political scientist at the National 
University of Singapore, is: “Will the new prime minister 
return to the harsher, more authoritarian style of his father?" 

It is hard to tell if Lee's efforts to re-brand himself as more 
personable, consultative and committed to further liberal- 
ization are succeeding. Ho judges the results to date to be 
mixed. Simon Tay, a law lecturer and former appointed MP, 
is more sceptical. Noting that *it feels unnatural that now, 
suddenly, there's a campaign to change a 20-year impression” 
of Lee, he says, *I think some people have made up their 
minds about him and won't change them." 

Still, most analysts aren't surprised that Lee is attempting 
the make-over, rather than just relying on his record as a 
forceful leader who gets results. They say Lee will need to show 
he feels the pain of ordinary people as the effects of global- 
ization hit Singapore and cause economic dislocation. "There's 
every reason to win minds and hearts," says Tay. Rodan adds 
that the "political skill in bringing people with you in hard 
times" is as important as policy. The PAP has never shown 
much capacity *to mobilize and inspire people rather than 
telling them how PAP policies are good for them," he says. & 


NEPAL 


Bloody Cycle 


Democracy was suspended because of continuing 
violence. Few believe elections can set things right 


By Lara Wozniak/ KATHMANDU 


STARTING ON MARCH 20, Nepal witnessed one of the blood- 
iest battles in its eight-year conflict between Maoist rebels 
and government troops. The death toll from the clash in 
the western Nepal town of Beni reached at least 172, about 
two dozen of them civilians. Three days later—on a day when 
two bombs exploded in the capital, Kathmandu—Home Min- 
ister Kamal Thapa announced 
that Nepal planned to proceed 
with national elections despite 
the rising tide of violence. While 
Thapa did not set a date, on 
March 28 the king called for 
elections within the year. 

Many say the plan is wishful 
thinking. “Given the security sit- 
uation, it looks impossible for 
secure, free and fair elections to 
be held,” says Suman Pradhan, a 
Nepali newspaper columnist. “If 
polling is held, it will only exac- 
erbate the situation and lead to 
more violence.” 

Nepal is caught in a three- 
way deadlock. The Maoists want 
to replace the Himalayan coun- 


try’s 13-year-old constitutional KATHMANDU: Civilians pass the site of a recent bomb blast 


monarchy and multi-party par- 

liament with a one-party communist state; King Gyanendra 
says he wants to encourage multi-party democracy, after 
dissolving parliament in October 2002 on the grounds that 
it was not competent to take on the Maoists; political parties 
say they want free and fair elections to restore parliament. 


MOTIVES QUESTIONED 
Critics say the Maoists are just terrorists and that the politi- 
cians are rank opportunists without the slightest concern for 
the people of one of the poorest and least-developed coun- 
tries in the world, with approximately 41% unemployment and 
an annual per-capita GDP of about $242. The king, they say, 
is seeking absolute power and is unconcerned about the 
legitimacy of an election in which violence is inevitable. 
King Gyanendra took the throne in 2001 after most of 
the royal family was massacred in their palace. After dis- 
solving parliament he assumed executive powers and installed 
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a prime minister from the royalist Rastriya Prajantra Party. 
“The political parties privately tell us that they won't par- 
ticipate in the elections conducted by an ‘illegal’ government,” 
says Pradhan. “But publicly they can't refuse polls since that is 
the most democratic thing. So they are caught in a bind.” 

Nepali officials and most locals say they want to solve 
the conflict without outside involvement. But some ana- 
lysts, including political scientist Chitra Tiwari, say fair elec- 
tions are only possible with United Nations supervision. He 
also points out that Nepal receives Western military assistance. 
“The solution to Nepal's problem lies in Washington, London 
and New Delhi,” Tiwari says. 

The king, in a recent public address in Nepalgunj in west- 
ern Nepal, said he planned to hand over power to the elected 
representatives but added, “The days of the monarchy being 
seen but not heard are gone. We cannot remain a silent 
spectator to people’s tearful faces.” 

Tearful faces abound as the war worsens. More than 9,500 
people have died in oho years of fighting, with 2,000 of the 
casualties occurring since peace 
talks broke down in August. 

In the past, few would speak 
out against the monarchy or the 
military, but today student rallies 
against the king, the war, the 
police, the army or the Maoists are 
virtually weekly events in Kath- 
mandu. The capital is abuzz with 
chatter about military build-ups 
and the king’s spending habits, 
after newspaper allegations that 
the palace diverted $2 million of 
the government's election budget 
to buy three luxury cars. 

Says a money changer in the 
tourist ghetto of Thamel, *The 
king gets new cars while the 
people get killed, and the coun- 
try generates more and more 
bad karma." 

Nepal, which is roughly 86% Hindu, 8% Buddhist 
and boasts a unique blend of the two religions, retains a 
strong sense of karma, a notion that today's actions deter- 
mine future lives. 

“This isn't Nepal. We've become something bad, killing 
each other and our businesses," says Pinky Shrestha, a tea 
vendor. Given that the Maoists have by and large left tourists 
alone, tourism, a major source of foreign exchange, has 
improved, with a 4296 surge in arrivals in the first two 
months of 2004 and a 23% increase in 2003. But with 
265,000 visitors last year, figures are still much lower 
than the pre-2000 heydays. Hoteliers and shopkeepers 
say they've dropped prices to attract more customers, bring- 
ing lower returns. 

“I don't see a solution any time soon. It's going to be Beni 
and worse," says Shrestha, referring to the deadly battle that 
began on March 20. = 
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On the eve of Malaysia's 11th general election, I made a hum- 
ble plea to Malaysian voters to give Prime Minister Abdullah 
hmad Badawi an overwhelming mandate. A huge endorse- 
ment, I argued, would strengthen Abdullah's hand in his effort 
to check a growing tendency to adopt a dogmatic approach 
to Islam within certain quarters, and, at the same time, enable 
im to undertake bold reforms aimed at enhancing good 
governance and public accountability. 

My plea was a reflection of the sentiment of millions of 
laysians. Following the elections, Abdullalis ruling coalition, 
National Front, now commands 198 out of 219 seats in 
liament—this constitutes the highest percentage of seats ever 
ared by any prime minister since independence. The National 
ront also enjoys a massive majority in every state assembly 
xcept in Kelantan, where it lost by a wafer-thin margin to its 
rincipal rival, the Islamic Party of Malaysia, or Pas. 

.. Muslims and non-Muslims now would like to see Abdul- 
ah translate his “modern, progressive” understanding of Islam 
nto tangible policy prescriptions. Aspects of Islamic family 
' that impinge upon the dignity of women, the curricu- 
um for Muslim students and the training and orientation of 
eligious teachers are some of the issues that he will have to 
ddress. They should be part of a larger endeavour to trans- 
orm a conservative mindset obsessed with rules and rituals 
nto an Islamic world-view that is dynamic and universal. 











is Curbing communal polarization through an 
-~ emphasis on values that Muslims and people of 


other faiths share is an important goals, 


"A Sucha transformation will benefit not only Malaysia's Mus- 
- lims as they confront the challenges of an increasingly glob- 
alized world. It is an essential prerequisite for peace and 
- harmony in a multi-religious society where exclusionary think- 
- ing of whatever shade only widens the chasm between com- 
munities. This is why curbing communal polarization through 
-an emphasis on values that Muslims and people of other faiths 
share is yet another important goal that the public expects 
- Abdullah to place high on the national agenda. 
Indeed, through their solid support for Abdullah, Malaysians 
- of different backgrounds have already demonstrated their com- 





Mark Fallandaer 


alaysians Hope for Reform 


mon commitment to a vital principle found in all 
religions: good governance. They look towards him 


to improve the integrity of institutions such as 


the judiciary, the legislature and the civil service. 
The fact that many institutions of governance have 
declined considerably in competence and capabil- 


ity was underscored by the inability of the Elec- 
|. tion Commission to conduct the recent election 


in an efficient manner. 

It is because of popular concern for good gov- 
ernance that Abdullalis promise to eradicate cor- 
ruption has generated so much enthusiasm. In 
fact, according to a survey conducted by a local uni- 
versity, 8096 of people questioned said they hope 
he will clean up the system. Malaysians not only 
want him to act without fear or favour against those 
who have dipped their hands into the till, but many 
also expect their prime minister to elevate the 
status of the present Anti-Corruption Agency to 
that of an independent commission directly 
answerable to parliament. 

However, Abdullah faces a formidable chal- 
lenge. He is operating within a deeply entrenched 
system in which the relationship between power 
and wealth has become a political culture of sorts. 
It is this culture that breeds corruption in the upper 
echelons of society. The dominant power and 
authority exercised by the National Front for 
decades, in an environment where public account- 
ability is nota norm, is largely responsible for allow- 
ing this culture to flourish. It explains why money 
politics—the bane of the United Malays National 
Organization, the party that is the backbone of 
the National Front—has become so pervasive. 

By handing him a resounding victory at the polls, 
Malaysians are pinning their hopes on Abdullah 
to stamp out money politics and corruption while 
initiating fundamental changes that will the pave 
the way for the emergence of a more ethical society. 
It is because expectations are so high that many 
Malaysians are somewhat disappointed that in 
selecting state chief ministers and his federal cabi- 
net after his triumph, Abdullah retained a number 
of the old guard, in some of whom they apparently 
have little confidence. It is obvious that in spite of 
his colossal support and the enormous public 
esteem he commands, the prime minister has cho- 
sen to be cautious rather than courageous. 

But admittedly these are early days. The Malay- 
sian people will wait and watch. And hope and 
pray that Abdullah fulfils his promises. If he fails to 
deliver, their disillusionment will run deep. & 
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Sparring Over Renminbi 


Peg and Chips Tax 


Keen to be seen taking aim at China’s large trade 
surplus with the United States in a U.S. presidential 
election year, Treasury Secretary John Snow told the 
head of China’s central bank that the Bush adminis- 
tration wants Beijing to make preparations to phase 
out its fixed-exchange-rate system. Snow told Peo- 
ple’s Bank of China Governor Zhou Xiaochuan at 
their Washington meeting that he would soon 


zn 


appoint a “high-level attaché” to be stationed in 
Beijing to help facilitate China’s transition to a flexi- 
ble currency regime, according to a Treasury 
spokesman. Zhou said no timetable was discussed 
for loosening the renminbi's peg to the dollar. Bei- 


NO TIMETABLE: PBOC 
Governor Zhou Xiaochuan 


jing meanwhile said it had 
agreed to consult with Wash- 
ington over a U.S. complaint 
to the World Trade Organiza- 
tion over a value-added tax 
on imported semiconduc- 
tors. The U.S. complaint 
alleges discriminatory treat- 
ment over a 1796 tax levied 
on imported chips. Domesti- 
cally produced chips also are 
subject to the tax but receive 
rebates of as much as 14%. 


CHIP MAKER SMIC ACCUSES RIVAL OF SMEARS 
Shanghai-based foundry Semiconductor Manufacturing International Corp. 
(SMIC) said that it would respond to Taiwan Semiconductor Manufacturing 
Co.'s latest legal action against it for alleged corporate espionage by April 9. 
SMIC also said in a statement that it regretted what it called an “outside-the 
courtroom" smear campaign waged against it by TSMC. In a filing with the 
U.S. Federal Court in San Francisco, TSMC said it has new evidence of 
corporate espionage on the part of SMIC, including eyewitness affidavits and 
technical verification that trade secrets had been misappropriated. TSMC, 
the world's largest semiconductor foundry, claims SMIC, the world's fifth- 
largest foundry, stole advanced semiconductor manufacturing technology 
and other trade secrets from it and its U.S. affiliates. It also alleges SMIC 
lured some of its key employees with offers of SMIC stock and options. 





China defended its 
human-rights record 
against U.S. criticism 
despite activists announc- 
ing that authorities had 
detained three women 
who lost relatives in the 
1989 attack on pro- 
democracy protesters. 
The three members of the 
Tiananmen Mothers group 
were accused of conspir- 
ing with foreign forces to 
harm national security. 


ENERGY 


China Petroleum & 
Chemical Corp.'s full-year 
earnings jumped 32% on 
a surge in crude-oil prices, 
though exploration-and- 
production costs rose in 
the fourth quarter. China's 
largest refiner, known as 
Sinopec, said 2003 net 
profit climbed to 21.6 
billion renminbi ($2.6 
billion) from 16.4 billion 
renminbi in 2002. 





TIBET 


Officials at a Tibetan 
television station were 
punished for airing images 
of Tibet’s banned flag, a 
United States-based 
broadcaster said. Tibetan 





DOZENS OF Chinese protest- 


ers burned Japanese flags 
outside the Japanese 
embassy in Beijing after 
Japan deported seven 
Chinese activists who 


landed on an island claimed 
by both Tokyo and Beijing. 
The activists were flown to 


Shanghai two days after 
being arrested when they 


sneaked onto an island in a 
group known as the Diaoyu 


Islands in China, and as the . 


Senkaku Islands in Japan. 
Japan took control of the 
islands after an 1895 war. 


Television's No. 3 channel 
ran about five seconds of 
footage showing a Tibetan 
standing in front of the 
flag in Kathmandu, Radio 
Free Asia reported. RFA, 
funded by Washington, 
said most of the station's 
staff on duty were ethnic 
Chinese who probably 
didn't recognize the flag. 


COPYRIGHT 


Police in the western city 
of Xian caught two people 
who allegedly printed and 
planned to sell 14,000 
unauthorized copies of 
party handbooks. The 
books contain new rules 
on relations with the 
public and are mandatory 
reading for members. 
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SOUTH KOREA 


What could have been 
China’s biggest foray into 
the overseas car market 
fell apart when creditors 
of Ssangyong Motor of 
South Korea said they 
had failed to close a deal 
with the preferred bidder, 
China’s state-owned 
China National Bluestar. 
The deal collapsed over 
pricing and uncertainty as 
to whether the Chinese 
chemicals conglomerate 
had state support in its 
bid to buy Ssangyong. 


SPACE 


State media said China 
has moved up the launch 
of a moon-orbiting 
satellite by one year to 
2006. The official Xinhua 
news agency said that the 
lunar mission would place 
a two-tonne satellite into 
orbit around the moon for 
at least a year. 


ENVIRONMENT 


Environmental damage 
from China’s breakneck 
economic growth, the 
spread of Aids and a 
growing income gap are 
threatening the country’s 
drive to improve living 
standards, a United 
Nations report said. The 
UN Development Pro- 
gramme study said China 
faced daunting shortages 
of productive farmland 
and water while the 
discharge of untreated 
sewage and industrial 








SANDSTORM: A woman walks through Beijing in March 


effluent have left most 
rivers, lakes and ground- 
water heavily polluted. 


WTO 


A United States official 
said he was optimistic 
Washington and Beijing 
could resolve disputes 
over China’s compliance 
with World Trade Organi- 
zation rules, including 


os 


OPTIMIST: U.S. official Grant Aldonas 


protection of intellectual- 
property rights. After 
talks in Beijing, Com- 
merce Department 
Undersecretary Grant 
Aldonas said a Joint U.S.- 
China Commission on 
Commerce and Trade will 
try to address the bilat- 
eral trade issues in April. 


TAIWAN 


Taiwan's foreign minister 
accused the mainland of 
using "dollar diplomacy" 
to get the Caribbean 
nation of Dominica to 
switch its diplomatic 
relations to Beijing. 
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BUSINESS DIGEST 





A COPYRIGHT LAWSUIT WITH TEETH 

French sportswear maker Lacoste lost a copyright lawsuit in Shang- 
hai to its Singapore-based rival Crocodile International but pledged 
to keep fighting in their battle over access to the valuable main- 
land market. A Shanghai court ordered Lacoste to pay $1 in com- 
pensation and apologize to Crocodile for attempting to register its 
competitor’s trademark as its own. Lacoste makes polo shirts and 
other menswear with a crocodile logo that faces right. Crocodile 
International’s logo faces left. Lacoste said that it had presented 
Crocodile International’s logo to Chinese trademark officials seven 
years ago as a defensive move and had no intention of actually using 
it. Crocodile International said the court decision backed its right to 
the trademark. In 1983, Lacoste paid Crocodile International $1.5 
million for the right to sell its own products in Singapore, Brunei, 
Malaysia, Indonesia and Taiwan. 


AMEX CARDS TO ISSUE IN CHINA 

American Express plunged into the race to introduce credit cards to 
China, announcing an alliance under which a Chinese bank will issue 
American Express-branded cards by the end of the year. The agree- 
ment with Industrial & Commercial Bank of China, the country’s top 
commercial bank, will give Chinese consumers access to credit cards 
in renminbi and dollars issued by ICBC and bearing Amex’s legion- 
naire symbol. Weeks earlier, Citigroup launched its own credit- 
card partnership in China with Shanghai Pudong Development Bank. 
Visa and MasterCard already advise local banks in China and their 
cards are widely accepted. Only about 25 million Chinese citizens 
hold credit cards. Most of the 500 million bank-issued cards are 
used only for debit or cash-machine transactions, which don't involve 
credit. ICBC hopes to issue at least 4 million credit cards in part- 
nership with Amex in the next 10 years, ICBC’s president said. 


HONG KONG WEAKENS LISTING REFORMS 
Despite a government-appointed panel’s concerns over possible 
conflicts of interest, the government decided that stockmarket oper- 
ator Hong Kong Exchanges & Clearing (HKEx) should retain the power 
to vet and regulate share listings. The government said it decided to 
let the HKEx retain listing powers almost a year after an expert panel 
concluded the role should be in the hands of the Securities and 
Futures Commission, which has more power to punish breaches 
of the rules. The panel held that HKEx faced a conflict of interest 
because it both vetted companies to be listed and earned income 
from those listings. But opposition from the HKEx prompted the gov- 
ernment to backtrack from its initial support for the panel’s rec- 
ommendations. Hong Kong is rare among large stock exchanges by 
not giving oversight of listings to an independent statutory body. The 
government said it planned to expand the current dual-filing system 
to list securities. Under that system introduced last April, compa- 
nies seeking a listing have to file listing documents to the HKEx, 
which will then pass them to the SFC. The government would intro- 
duce a bill to make breaching listing requirements a statutory 
issue subject to civil or criminal sanctions. 
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Elsewhere in the Review: 
Beijing Is to Interpret Hong Kong’s Constitution (page 17) 


The Future of Taiwan’s Kuomintang (page 78) 
_ Why the Sars Virus Failed to Return (page 35) 
Economic Monitor: China—Spending to Grow (page 46) 
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. Hainan: 


The South China Sea 


Not all of China's coastal provinces are booming. Hainan Island has big ambitions as a 
haven for foreign investment, despite a history of official graft and rural poverty. Its new governor, 
with long experience in the energy business, promises to shake it up 


"| USED TO BE A CEO, I know what busi- 
ness wants," says Wei Liucheng, the new 
governor of the southern tropical island 
province of Hainan. Wei, the former 
chairman and CEO of China National Off- 
shore Oil Corp. (CNOOC), is promising 
to bring his management experience to 
bear to shake up the province's economy 
and attract new foreign investment. “We 
aim to build up an executive culture in the 
government, a kind of Western corporate 
culture, " says Wei. 


STRIVING TO AVOID 
A BOOM-BUST PAST 


Hainan’s pitch includes: 


e Proximity to South China 
Sea oil-and-gas fields as 
exploration intensifies 


We] Te A destination for 
growing numbers of visi- 
tors from the mainland 


di The successful business 
reputation of its governor 


e Special-economic-zone 
status; investment incen- 
tives for minority areas 


28 Far Eastern Economic Review 


He'll have his work cut out. Since the 
freewheeling early 1990s, officials in 
Hainan have been renowned for corrup- 
tion and inefficiency. Some concrete skele- 
tons of an early property bubble still stand 
in the capital Haikou Io years on. “We 
have some historical problems that give 
Hainan a bad reputation,” admits Wei, 57, 
whose task is strengthening the econ- 
omy while avoiding a repeat of the rush to 
develop that hurt the province. 

The challenge for Wei is the same as 
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By David Murphy/Haikou 


that faced by the central government 
nationally. Though Wei insists Hainan 
shouldn't measure itself against other 
provinces, Beijing is preoccupied with 
narrowing the wealth gap between them. 
Per-capita GDP in Hainan at 8,665 ren- 
minbi ($1,046) in 2003 was only slightly 
below the national average. But it was less 
than half that of neighbouring Guang- 
dong—of which Hainan was an admin- 
istrative part until 1988. Rural poverty is 
also a feature for many among Hainan's 
minority population of 1.3 million, mainly 
from the Li and Miao peoples. 

With the national economy booming, 
it shouldn't be that hard for Hainan to do 
better, especially because it is a special eco- 
nomic zone with a range of attractions 
for foreigners, including a 10-year tax hol- 
iday for firms investing in minority areas. 
But for many, these inducements alone 
arent enough and Wei is seen as the single 
greatest hope. "If it wasn't for him we 
wouldn't be taking our members to 
Hainan," says Harley Seyedin, president of 
the American Chamber of Commerce in 
Guangdong, who in March led a delegation 
of United States executives on a visit. 

Such praise is a result of Wei's record 
in the oil-and-gas industry. Between his 
appointment as general manager of 


EXPLORING OPPORTUNITIES: 
Hainan's new governor, Wei Liucheng 


April 8, 20(14 
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China’s top offshore oil and gas producer 
in 1998 and the end of 2002, Wei oversaw 
a 50% increase in CNOOC’s oil and gas 
production and listed three affiliates in 
China and Hong Kong. Among state- 
owned companies, CNOOC is still admired 
by foreign analysts for “its transparent oper- 
ations and focused management,” as rat- 
ings company Standard & Poor’s wrote in 
a report issued in March. 

But making the transition from cor- 
porate to political life is challenging, Wei 
says, not least because of so much red 
tape. And he was in charge in his for- 
mer job. Now, in theory at least, he is sec- 
ond to the provincial Communist Party 
secretary, usually the real font of power in 
the provinces. But analysts say the party 
secretary, Wang Xiaofeng, is weak and 
Wei's high profile, CNOOC links and 
friendship with Premier Wen Jiabao give 
him some real clout. 

Hainars isolation and relatively small 
population of 8 million are clear barriers 
to foreign investment. So Wei doesn't miss 
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OFFSHORE BEACHHEAD: Hainan is 25 kilometres off the mainland an 


a chance to pitch his province. “We have 
good infrastructure, there are no power or 
water shortages and foreign companies 
can take over local companies, buy stakes 
in local companies, or buy legal personal 
shares in listed companies,” he says. “As 
long as the central government doesn't for- 
bid foreigners from doing it, they can do 
whatever they like here.” 

Wei also plans to, as he puts it, 
“restore Hainan's financial credibility,” 
by cleaning up the island’s financial 
sector, scarred in the fallout from the 
1990s’ property collapse. This plan 
involves attracting foreign banks to 
launch joint operations with domestic 
commercial banks in Hainan and, in the 
second half of this year, restructuring 
the Hainan Development Bank, which 
was Closed by Beijing in 1998 because 
of massive debts. 

“The Hainan Development Bank 
shouldn't be a government bank in the 
future, it should become a foreign- 
invested joint-stock bank or be invested 
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d is a forward base for oil-and-gas production 


by domestic private enterprises," says 
Wei. Such a move must be approved by 
central banking authorities. A related plan 
to restructure debt-laden Hainan Secu- 
rities is with mainland regulators for their 
approval, says a provincial official. 

Some foreigners are already moving 
in. South Korean electronics giant Sam- 
sung is building a $50 million optical-fibre 
plant in Hainan and Asia Pulp & Paper 
is investing 10 billion renminbi in what 
will be China's largest paper mill, says 
Liang Bo, deputy director of the island's 
investment promotion office. 

Hainan’s economy has picked up well 
in the past few years, partly because of what 
local officials say is spending on infra- 
structure, especially roads and telecom- 
munications. Hainan’s GDP hit almost 70 
billion renminbi last year, up from 52 bil- 
lion in 2000. Wei says it should reach 
100 billion renminbi in five years. 

Hainan’s best single bet for success is 
its role as a beachhead for the oil-and- 
gas reserves of the South China Sea, >» 
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an opportunity that Wei's experience 
clearly plays to. But he insists his time 
at CNOOC had no bearing on his appoint- 
ment as governor and adds that exploring 
the South China Sea is not the provin- 
cial government's business. 

But Hainan is the forward base for 
such activities with large offshore gas 
reserves and downstream industries, 
including nitrogen fertilizer, urea, ammo- 
nia and methanol plants, in operation or 
under construction in Dongfang city on 
the island's west coast. Given the surging 
national demand for energy and a drive 
by Beijing to secure the country's needs, 
a drive to discover new offshore oil-and- 
gas fields is certain to increase. 

That means service and processing 
contracts for local companies and the 
Hainan-based representatives of the 
energy giants. The local chemical-fertil- 
izer arm of CNOOC will list on the 
domestic market this year and Wei has 
plans to list another Hainan firm, this 
time in the energy sector, in Hong Kong 
later this year, he says. His appointment 
is clearly a boost to the island's oil-and-gas 
hopes. "I know how to provide better sup- 
port to the companies and I know how 
to make better use of the companies for 
the government's benefit," he says. 

He also has plans for reform across the 
island's economy. These include selling off 
almost all the 1,399 state-owned compa- 
nies, Wei says. The 40 largest will be trans- 
formed into joint stock companies, with 


9 T 
j j 4 m PEE m 


International flights can now stop off in 
Hainan on their way to and from main- 
land Chinese cities, except for Beijing, 
Shanghai and Guangzhou. International 
carriers are also allowed to fly to Hainan 
en route to a third country. 

Such reforms should help attract for- 
eign tourists, who at 300,000 last year 
were outnumbered by the 12 million Chi- 
nese who visited the island. In September, 
Hainan Airlines launches its first inter- 
continental flight to Hungary, which by 
then will be in the European Union. 


“TF you can’t achieve something don’t talk about it. 
But if you promise to deliver you had better 


. 99 
meet that promise 


the government keeping a controlling 
stake. The government is also promoting 
a merger between car maker Hainan 
Mazda, which last year turned a net profit 
of 100 million renminbi, and Changchun- 
headquartered First Auto Works to turn 
Hainan into a major manufacturing base 
for FAW, China’s biggest vehicle maker. 
Hainan’s ambitions to become an air- 
line hub were boosted by the Civil Aviation 
Administration of China gradually open- 
ing up the province to foreign carriers, 
with the most recent change in February. 
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HAINAN GOVERNOR WEI LIUCHENG 


In addition, Wei says, Hainan must 
push to attract cleaner industries, such 
as biotechnology and pharmaceuticals, 
that can fit in with its pristine environment 
and biodiversity. He says that he is also 
intent on raising rural incomes by encour- 
aging local farmers to move from staples 
up the value chain to higher-value fruit and 
vegetables. Wei even sees an upside in 
its isolation. The island was free of Severe 
Acute Respiratory Syndrome last year and 
bird flu this year, while neighbouring 
provinces suffered. 


RAIL LINKS: Spending on upgrading the island’s infrastructure is growing 





eulyoauisew)/an, nc) 





i ; P y 
. = mer 


Despite his track record, Wei's plans 
are likely to miss succeeding in what 
he sees as his biggest test: bureaucratic 
reform. If Hainan is to be remembered 
for more than the 2003 Miss World con- 
test and annual Boao Forum for Asia, he 
has to change the civil service. “The gov- 
ernment must fulfil its promise to the 
people . . . If you can't achieve something 
don't talk about it. But if you promise 
to deliver you had better meet that prom- 
ise," he says. 

There are other problems. It's far from 
sure how many state companies will inter- 
est foreign investors. And shades of the 
island's past are reappearing with some 
overheating in the property sector, espe- 
cially in the resort area of Sanya, accord- 
ing to Cai Shenkun, a writer and former 
investment banker. 

Wei is certain the government can 
make the difference. "It's that simple. The 
job of government is to provide service, if 
the service is good the investment envi- 
ronment will be good," he says. Wei's 
message, delivered under an azure sky 
alongside a palm-fringed beach, comes 
with an appeal to the foreign business- 
people who have invested in smog-choked 
mainland cities. Whether they put money 
into the island or not, they are welcome 
to come even if it’s only “to play golf and 
breathe fresh air." & 

Nancy Zhang contributed to this article 
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LEATHER 


The World 
Gets a Hiding 


China wins the leather wars by being cheaper, 
faster and bigger. But its success brings risks 





By Tim LeeMaster/HONG KONG 


WHEN JERRY WONG, director of Hong Kong-based garment 
maker Wongo Enterprises, began trying to export leather 
from China 15 years ago, the industry wasn't up to interna- 
tional standards. Companies couldn't import the right chem- 
icals to tan hides, machines to process, treat and sew prod- 
ucts were obsolete and producers had no idea of what global 
markets wanted. “It just wasn’t worth it from a business per- 
spective,” Wong says. 

How things have changed. The value of leather exports 
rose to $16.5 billion in 2003, up 19.7% from the previous year, 
according to the Huaxie Leather Consulting Centre in Shang- 
hai, the information service of the China Leather Industry 
Association. China produced 1.04 billion pairs of leather 
shoes, 969 million pairs of gloves, 234 tonnes of raw hides, 
skins and leather ready for processing and 69.1 million leather 
garments accounting for about 10% of the world market. 

Growth continued despite an almost total supply-chain 
meltdown during the outbreak of Severe Acute Respiratory 
Syndrome last year. Leather and leather goods accounted for 
3.896 of China's export value in 2003. "There's no doubt about 
it," says Anthony Cox, director-general of the International 
Council of Hides, Skins and Leather Traders Association based 
in Scotland. “It’s China, China and more China." 

With China's speed, depth and consistency keeping other 
low-cost Asian competitors at bay, not much stands in the way 
of growth. But it's just this strength that could prove to be 
China's Achilles heel as trading partners with their own leather 
industries throw barriers up against the tidal wave of Chinese 
exports. In addition, China lacks the name-brand cachet 
needed to break into the lucrative high-end market. 

China went from nonentity to a major force in much 
the same way as it did in other export industries. "The coun- 
try's scale of production and its highly competitive cost base 
mean it has major advantages over virtually all other coun- 
tries," says Michael Duck, director of the Asia-Pacific Leather 
Fair, a Hong Kong-based company that organizes trade fairs 
for the industry. A man's finished jacket costs about $7.50 
to produce in China, including labour. With the same mate- 
rials, it would cost up to $25 in Italy, says one exporter. 

But recently more than price has been powering the sec- 
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tor. Countries such as India and Cambodia, with low labour 
costs, can also put out a low-priced product. But they are far 
behind on efficiency and size, and that's why China has the mar- 
ket sewn up. “It’s not totally about cheapest now,” says Wong, 
"but efficiency and turnaround." Leather exporters say they need 
months to process an order through India or Cambodia but fac- 
tories in China can do the same job in a week. 

Not only is China faster, it’s more diversified. From pro- 
ducing one or two leather garment styles in the 1980s for the 
domestic market, China now satisfies almost the entire range 
of global leather demand. “China is entering the fashion 
industry," says Wong. *Now it's about creating a product." 

China falls short at the very highest, and highly prof- 
itable, end of the market, where Italian, French and Spanish 
leather giants such as Louis Vuitton, Hermes or Loewe'have 
the edge. With successful branding taking up to a decade, 
China is still basically beginning the whole process. "They need 
promotional budgets, focus and time," says Alan Abrahams of 
World Leather, a bimonthly trade magazine based in Britain. 

A more immediate concern is protectionism. Italy, France 
and Spain are all feeling the effects of China's leather exports. 
Almost a third of China's leather garment exports and 1526-2096 
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TANNED IN CHINA: Cow hides being trimmed at a Shanghai factory 


of its leather-shoe exports go to Europe. The Association of Ital- 
ian Leather Manufacturers has voiced concern but the indus- 
try hasn't yet complained to the European Commission. 
There are other ways to exclude imports. The European 
Union last year banned over 20 chemicals used to colour 
leather goods, saying they were believed to cause cancer. They 
were widely used in China. The European Commission insists 
that the ban is for environmental and health concerns. 
Industry players who deal with China fear it’s the tip of the 
iceberg. “We expect more environmental bans and other restric- 
tions in the future,” says Hubert Kollmar, divisional man- 
ager for Beijing-based BASF Chemical Greater China, one of 
the country’s major suppliers. Su Chao Ying, secretary-general 
of the Huaxie centre, agrees. “As time and the industry 
progress, trade protectionism will go up,” he says. = 
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-MARKETING 


WHEN PHILIPPE STARCK goes shopping 
in Asia’s cluttered electronics bazaars, 
he sees business opportunity in piles 
of plastic junk. Among the no-name 
omputers and knock-off MP3 players 
de by Asian factories is the next world- 

| iquering product just waiting for its 
wn brand-image and "buzz," says the 
ndon-based designer of everything 
lamps to boutique hotels. 
sian manufacturers are the real 
companies of the future," proclaims 
Starck on a March 28 visit to a Hong 








made gadgets. "They have almost all the 
arameters to become brands—they just 
‘don't know how to do it." 

Starck's here to show them how. He's 
the latest, and probably the best-known, 
of an army of brand-and-design consult- 
ants eager to cash in on the fact that Asian 
companies each year churn out $85 
billion of goods adorned with Western 
logos instead of their own. Many of these 
companies, known as original-equipment 
manufacturers, or OEMs, are increasingly 
-keen to leverage their highly efficient 
| production capacity to sell around the 
world under their own brands. 

But, "for Asian companies to build a 
. brand that is global is a very long journey," 
- says Sarena Lin at consultants McKinsey 
. & Co. in Taipei. "They are very good at 
coming up with a next-generation project, 
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| Kong: electronics store to check out Asia- — 


but they don't have any idea how to sell 
it... to a customer so far away.” 

Still, it's a journey many OEMs feel 
they must make. Under intensifying pres- 
sure to make more goods faster for less 
money, resulting in ever-thinner margins, 
they need to move up the value chain. 


BRAND AID FOR 
ASIAN FIRMS 


To create a giobal 
brand, consultants say 
companies need to: 


e Come up with a distinc- 
tive design and identity 


e Change their mindset 
to serve consumers 
instead of outsourcers 


«Focus on image as 
much as price 





It's a well-trodden path: Japan's Sony 
and Canon changed from making con- 
sumer electronics for other brands to sell- 
ing their own brands in the 1980s. South 
Korea's Samsung and LG Corp. did the 
same in the 1990s. To do so requires 
reorienting an entire company, shifting 





A growing number of Asian manufacturers want to sell their products under their own 
names and market them globally. It's becoming big business for design-and-branding gurus 
who are piling into the region. But building a global brand is neither quick nor easy 


By Geoffrey A. Fowler/HoNc KONG 


its energies into serving consumers rather 
than supplying clients. 

“The desire for OEMs to build brands 
may be great, but the knowledge of how 
to do it is poor,” says Andy Milligan, Sin- 
gapore managing director of Omnicom 
Groups brand consultancy, Interbrand, 
whose Southeast Asia business grew 34% 
last year. That's why brand-development 
agencies are landing some big contracts in 
Asia. WPP Group's Landor Associates has 
been hired to create brands for Taiwanese 
computer maker BenQ and Indonesian 
cars-to-property conglomerate Astra Inter- 
national. Interpublic Groups FutureBrand 
developed the new name Lenovo for 
China’s largest computer maker, Legend 
Group (see article on page 34). 

The enormous opportunities that 
Asian brand-building offers to such con- 
sultants is highlighted by Starck's decision 
to set up an office in Hong Kong without 
any existing clients. (He also plans to open 
offices in Taipei and Singapore.) For $1.5 
million a year, his company, called The 
Key, will help the companies that sew . 
designer jeans or assemble stereos to 
design their own branded products. Starck 
is "chief vision officer," with Romain 
Hatchuel, the former head of the Cannes | 
International Advertising Festival, as chief 
executive. They promise to analyze factory 
lines and business models and to design — 
new brands, logos and even products. 
















































“Today, the designer in Hong Kong or Taipei 
opens a magazine and looks at the best-seller 
and copies that,” says Starck. “But to be 
successful you have to find your own designs 
and energy.” His goal: to bring the Asian 
manufacturers—with their own designs 
and under their own brands—directly to 
stores in the United States and Europe, where 
association with the glamorous Starck name 
may add extra cachet. 
Hong Kong executives, who flocked to 
The Key’s launch party, are taking notice 
because of Starck’s brand-building track 
record—his Paris-based design team works 
on over 200 projects a year, stamping his 
name and minimalist style on everything 
from swanky serviced apartments in Hong 
Kong to Seven-Eleven stationery in Japan, 
from furniture to toothbrushes. 
In fact, Starck’s approach has already 
worked for one Asian OEM's product. Last 
year, he designed and co-branded a series of 
hi-tech clocks sold around the world under the 
Oregon Scientific name for IDT International, 
a Hong Kong-based producer of consumer 
electronics. He also advised on the packaging, 
display and pricing of the clocks, which con- 
tributed to a 57% increase in IDT’s net profit 
from a year earlier, says Alain Li, president 
of Oregon Scientific’s global distribution. 
“Philippe Starck really came at our 
collaboration from a user’s point of view, and 
wasnt only interested in cosmetics,” says Li. 
Third-quarter 2003 results show that sales 
of Oregon Scientific-branded 
products, which include the 
clocks and a line of LCD screens, 
rose 41% from a year earlier. 
Benedict Ku and Alick Koo, 
both 30-year-old American-edu- 
cated executives, turned up at 
The Key’s launch party as 
potential clients. Their family- 
run company, United Chinese 
Plastics Products Co., owns 
seven factories making artificial 
Christmas trees and flowers, and “one thing 
is sure—the margins are shrinking” under 
endless cost pressures, says Ku. Develop- 
ing a brand, says Koo, could rescue the com- 
pany, which employs 14,000 people to make 
products for mega-retailers such as Kmart 
and Wal-Mart in Japan and the U.S. “Slowly, 


but surely, we have to move the company for- DESIGN GURU: 
sati OAM a Philippe Starck and 
ward. Figuring out how to build our own 


; : the Oregon Scientific 
market is the hard part," Ku says. clock he designed for 


It may be even harder than he a Hong Kong company 
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thinks. Brand-building is a slow and costly 
process that many manufacturers, used 
to selling on price differentials, find 
difficult to grasp. 

"Often the perception of a brand is, 
‘if we have a nice logo it will be great’,” 
says Mark Kennedy, Landor's market- 
ing director in Asia. Brand consultants 
have to persuade such companies to 
change their mindset and mode of oper- 
ation, to focus on the tastes and expec- 
tations of end-users instead of the needs 





says Interbrand’s Milligan. When Sam- 
sung decided to build its brand in the 
19908, it hired Interbrand to develop a 
system that measured how much the 
brand added to profitability. "These were 
tangible results that helped install a culture 
of brand-building," says Milligan. 

Nor is there a model for how best to 
become the next Samsung. The adver- 
tising costs alone of building brand 
recognition in the saturated American 
and European markets is enough to 


é€ . , > 
It’s not enough to just come up with great ideas 
. . v . 25 
and designs—you have to link it to hard figures 


of their outsourcing clients. OEM exec- 
utives "are used to dealing with large 
branded companies that already have 
sales channels in place. They don't nor- 
mally have to worry about selling the 
products," notes Lin of McKinsey. 
Brand consultants also have to show 
the companies how branding boosts profits 
over the long term. "It is not enough just 
to come up with great ideas and some great 
design executions—you have to link it to 
some hard figures for these companies," 
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scare many Asian companies, even the 
biggest ones. 

For example, China’s TCL Corp., one 
of the world’s largest television makers, 
expanded first in China and Southeast 
Asia, but last November appeared to give 
up on building its own name in the West. 
Instead, TCL formed a joint venture with 
Thomson of France that will produce TV 
sets under the Thomson and RCA brands 
for the European and U.S. markets. 
“Unless youre Samsung, and you make 


tonnes of money from other activities, 
you can go into a market and incur a 
huge loss with a brand. We’re not in that 
position," says Vincent Yan, TCLs chief 
financial officer. 

Brand consultants say what they can 
do is help manufacturers with little expe- 
rience in marketing to avoid wasting 
millions of dollars on things like costly 
sports sponsorships and TV advertising. 
The Key’s Hatchuel gives the example of 
Taiwanese computer maker Acer Group 
which, he says, misspent its marketing 
budget on a high-profile sponsorship deal 
with Scuderia Ferrari, the European 
Formula One motor-racing team. Acer, 
which became the team’s official supplier 
of computer hardware, put out a pricey 
laptop painted bright red with the Ferrari 
name, but its not-so-speedy technology 
uniformly disappointed reviewers. “Big 
ideas can replace a lot of marketing and 
advertising dollars,” says Hatchuel. 

As for what will guide The Key’s 
design of the new branded Asian products 
to come, Starck isrit giving away any trade 
secrets. All he'll say is, “We don't have to 
copy American design. There is a new 
Asian design." = 

Evan Ramstad in Hong Kong 
contributed to this article 
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CAUSE FOR RELIEF: 
Most wild game 

is gone from 
Guangzhou's Xinyuan 
livestock market 


MEDICAL SCIENCE 


Why Sars 
Didn't Return 


The virus has disappeared in humans as 


mysteriously as it came. The reason for its retreat? 


Looh to southern China's wild-animal markets 


By Matt Pottinger/GUANGZHOU 


NEARLY THREE MONTHS after officers in surgical masks con- 
fiscated and slaughtered thousands of palm civets and other 
wild creatures at markets and restaurants in southern China, 
the wild-game industry here is a shadow of its former self. 

Xinyuan market, Guangzhou's largest wild-animal bazaar, 
used to be so congested with exotic mammals that it was dif- 
ficult to walk the corridors without snagging your clothes on 
the wire cages; the stench of dying animals was overpowering. 
Now, except for pheasants, rabbits and the occasional boar or 
deer, the wild animals are mostly gone. So, too, are more 
than half of the stall-keepers—poor folk, mostly, who have since 
returned to their farms in the hinterland or sought new jobs 
in the city's manufacturing and service sectors. 
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"The authorities took all the civets without paying any com- 
pensation," says Liu Xiaoming, who sold civets before the 
crackdown but now sells cigarettes and junk food to the 
couple of hundred vendors who, like himself, still live inside 
the sprawling market. “I’m barely treading water now,” says 


the moustached 43-year-old. 


The source of Liu’s misfortune is cause for relief among 
scientists and public-health advocates, many of whom believe 
the disruption of the exotic-animals trade is the main reason 
that Severe Acute Respiratory Syndrome has failed to stage a 
significant resurgence this year. This winter, just four people 
were diagnosed with Sars, all in Guangdong province. Epi- 
demiologists and microbiologists believe the cases were related 
to human contact with civets or other wild species. Since the - 
official campaign against the wild-game industry began in Jan- 


uary, no new Sars infections are known to have occurred. 


Whether there are other reasons the disease didn't return 
this winter is still a matter of guesswork. The virus, unknown 
before it swept out of southern China just over a year ago, is 
still too unfamiliar for scientists to predict how it will behave. 
Officials at the World Health Organization therefore worry 
that the disease still has the potential to resurface and cre- 
ate a health crisis as it did last year, when it caused serious 
atypical pneumonia in more than 8,000 people, killing nearly 
774 and disrupting commerce and health care in cities from 


Hong Kong to Hanoi, Toronto to Taipei. 


But the fact that the virus is a virtual no-show as of early 
April—the time the epidemic was raging hardest a year ago— 
appears to have knocked down one of the more frightening pos- 
sibilities discussed by doctors last year: that Sars, like influenza, 
would return each winter. Speculation that the virus had >» 
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lain dormant in humans during the warm months of sum- 
mer and autumn, waiting to wreak havoc when temperatures 
dropped, appears to have been incorrect, says Dr. K.Y. Yuen, 
head of microbiology at the University of Hong Kong. 

“I think the virus has been beaten out of the human pop- 
ulation,” says Yuen, whose department discovered the Sars coro- 
navirus and was first to isolate it in civets and other wild species. 
“As long as the laboratories and the wild-game markets are 
put under control, the chance of it coming back is low.” 

Exactly how the virus burned itself out last summer 
remains a mystery. Bold policy measures, including travel 
alerts, quarantines and public-hygiene campaigns, were 
critical to containing the disease and saving lives. But such 
measures seem unable to account for what seems to be a com- 
plete disappearance of the virus in people. 

In a chilling discovery, for example, Hong Kong scientists 
who screened hundreds of blood samples for Sars antibodies 
found evidence that the virus may have infected as many as 
0.596 of Hong Kong's 6.8 million people during the epi- 
demic—almost 20 times as many people as were diagnosed 
with the disease. The cases were “invisible” because they 
caused only mild, if any, symptoms, says Dr. Patrick Woo, a 
University of Hong Kong professor who co-authored the study, 
published in the medical journal The Lancet. Nonetheless, the 
study suggests that the virus was capable of evading quar- 
antines and other public-health measures. 

That strengthens the argument that some characteristic 
inherent to the virus itself—such as a vulnerability to warmer 
weather—caused it to self-destruct and stop infecting people, 
says Woo. “We think it was climate," he says, though he 
concedes that it is impossible to prove the hypothesis. 

So where did the virus come from in the first place? If it 
is harboured by civets and other wild animals, shouldn't it have 
jumped to people long ago, given that the Cantonese have eaten 


wild cuisine for centuries? It’s possible that it has been infect- 
ing people all along; we just didn't know it until a mutation 
made the virus particularly harmful to people. “There could be 
a very biological explanation for what's going on,” says David 
Ho, a New York-based expert on Aids who has also worked 
on the Sars virus. “One could argue that last year’s epidemic 
was due to the outbreak of a particularly virulent strain” in ani- 
mals, which then jumped to humans, Ho says. 


RAPID GROWTH OF WILD-CUISINE INDUSTRY 

How such a strain could seemingly rise up so quickly might 
be explained by the rapid growth of the wild-cuisine indus- 
try over the past decade. While the tradition of eating wild ani- 
mals may be ancient, the vast scale of the industry is some- 
thing new. Rising incomes have led to the multiplying of mar- 
kets like Xinyuan, where tens of thousands of animals—often 
of different species—are crammed in squalid conditions. Wild 
cuisine is viewed as a delicacy as it is more expensive than 
other sources of protein, like chicken and pork. Civet-breed- 
ing farms, where the animals are often kept in stressful 
conditions and put on unnatural diets, could also allow viruses 
to get the better of an animal's immune system, and then repli- 
cate, mutate and spread into other animals. 

For that reason scientists can’t help but support the crack- 
down on breeding farms, markets and restaurants that is giv- 
ing Liu, the civet vendor, a hard time. "We're waiting for the 
government to issue a circular” that will open up the trade 
again, he says as he plays cards with a several other out-of- 
luck animal traders. Past crackdowns were undermined by 
weak enforcement and by a flexible blackmarket. The differ- 
ence this time is that a massive publicity campaign accom- 
panied the ban on civets, and demand has fallen sharply. If 
public-health interests win the day over parochial economic 


ones, Liu and his pals will be waiting a long time. = 


SARS VACCINES MOVING FAST TOWARD CLINICAL TRIALS 


contains small pieces of DNA from the Sars 


- Efforts to develop a vaccine for Severe 
Acute Respiratory Syndrome have, like the 
research into the virus itself, moved 
extraordinarily fast. At least two 
experimental vaccines are moving toward 
clinical trials, one developed in China, the 
other in the United States. 

The vaccines reflect different, but 
potentially complemen- 
tary, approaches to 
protecting people 
against the disease. 
Sinovac Biotech Co. in 
Beijing has won permis- 
sion from the Chinese 
government to begin 
human trials of its 
“killed virus” vaccine. 
The vaccine was made 
by cultivating batches 
of Sars coronavirus and 





then “killing” them with chemicals. An 
injection made up of dead virus particles 
won't make people sick, but will hopefully 
generate an immune response that protects 
against infection by a live Sars virus, says 
Dr. Yin Weidong, managing director of the 
state-supported company. Yin says the 
vaccine has been tested on monkeys and 
that trials involving 
human adults could 
start in few months. 

In the U.S., scien- 
tists at the Vaccine 
Research Centre of the 
National Institute of 
Allergy and Infectious 
Diseases have devel- 
oped a vaccine that 
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HUMAN TRIALS: Yin 
Weidong with vaccines 


coronavirus. The team published a study in 
March describing how the vaccine stokes 
an effective antibody response in mice, and 
how it slows the replication of Sars viruses 
in their lungs. Dr. Gary Nabel, who runs the 
lab that created the DNA vaccine, says his 
team is aiming for clinical trials this 
autumn if they get a green light from the 
U.S. Food and Drug Administration. 

Each approach has strengths and 
weaknesses. The DNA vaccine is safer to 
create, since it doesn’t involve growing 
batches of whole live viruses. But killed- 
virus vaccines often create a more robust 
immune response that confers longer- 
lasting protection than DNA vaccines. 
Nabel says one possibility would be to first 
administer the DNA vaccine, and then 
inject the killed-virus vaccine some months 
later as a booster shot. Matt Pottinger 
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A Web Site to 
Call Your Own 


You don’t need a doctorate in computer code 
to build an on-line home for yourself. An ability to 


shift Lego bricks around will do just fine 


WHY, AFTER ALL THIS TIME, is it still so hard 
for us ordinary Joes to publish something on the 
Internet without having a doctorate in HTML, or 
having to settle for a Web site that looks like the 
home page of a four-year-old with a Hello Kitty 
obsession? 

This was the question—or something like it, 
minus the Hello Kitty bit—of a 21-year-old student 
called Anthony Casalena. Which is why he came 
up with Squarespace (www.squarespace.com). 

Squarespace picks up where blogging software 
left off. Blogging, if you've not been paying atten- 
tion, is how folk publish journals on-line, using 
very simple software to add updates without hav- 
ing to know anything about computer code or fancy 
formatting. Select a layout, choose a colour and a 
name for your blog and you're off. At the last count, 
between 296 and 796 of America was blogging, and 
while a lot of them dont stick at it, the craze has 
matured into a serious profession for many, and 
a challenge of sorts to mainstream newspaper, 
magazine and on-line publishers. 

But the simplicity of blogging has created its 
own limits. One is that the tools are simple 
enough for us all to use, but not flexible enough 
for us to do more than just blog. As Dave Winer, 
one of the blogosphere's gurus, put it in a recent 
posting: *We've reached a plateau in blogging 
tools. There haven't been a lot of changes in the 
last two or three years." 

In short, blogging has whet our appetites 
for publishing good-looking sites that reach the 
right audience, but which are more permanent 
than daily discussions and ramblings. Which is 
where Casalena, who is studying computer sci- 
ence at the University of Maryland, came in. He 
felt that bloggers were looking for something 
more. “I want the people . . . to realize they can 
do much more, with similar simplicity," he says 
in a recent on-line interview. 

Imagine a Web site you can build from the 
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ground up, just by selecting the bits and pieces you want, putting 
them together like Lego bricks to assemble a site. Want a list of 
links? Move that bit up there. A space where folks can leave 
their comments? Move that bit in there. Choose a colour, style 
and layout, and you've got a site. That's Squarespace. But, unlike 
most *home-page builders" you might find on Yahoo! and else- 
where, the result looks and feels professional. 

And that was perfect for Harry Siegel, a 25-year-old New Yorker 
trying with some friends to set up an on-line magazine. "I'd been 
trying to set this site up for months, using various services with 
no success. On my umpteenth Google search for ‘blog hosts’ or 
some such, I came across Squarespace,” he writes in the on-line 
interview. “I had Squarespace up and running in less than five 
minutes, and designed what I think is a professional and clean 
site in less than a week with minimal difficulties." You can see the 
results of his efforts at New Partisan (www.newpartisan.com). 
Sounds simple? It is. Even I managed it: Check out my new 
Web site (www.loose-wire.com), built with Squarespace bricks. 

It sounds simple, but a lot of thought went into Squarespace. 
Tinkering with the layout of a site, for example, usually involves 
lots of complicated code. Imagine trying to move your "links" 
menu box so that it appears above, rather than below, your "about 
my company" menu box. It gives me a headache just thinking 
about it. With Squarespace, you click on the menu box "module," 
and move it with your mouse to where you want it to be. Once 
again, think Lego bricks and you get the idea. Want to add a 
picture to your Web site? Just drag it from wherever it is on 
your computer into a drop box and, well, drop it. 
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Simple to do, however, doesn't mean simple to explain. “It’s 
misunderstood by a lot of mainstream press, as it's on the open- 
ing edge of the ‘simple publishing’ trend," says Casalena. “But 
they consistently don't get how it differs from blogging, a market 
which we clearly have great appeal within, though our primary 
focus is broader." Part of the problem here is that what Square- 
space does is so simple, it's hard to imagine that it's not already 
something that's readily available: “If I were to tell you that you 
could make a Web site and manage it as easily as you could 
your blog and that we have something that requires almost zero 
knowledge of HTML, it would be difficult for you to obtain a men- 
tal image of what we've created," Casalena says. 


HOW TO MAKE A LASTING IMPRESSION 

Now, I'm not saying that Squarespace is without its flaws. There 
are some bugs in the software, the terms used to describe the mod- 
ules that make up your site (the Lego bits I was talking about) 
are a tad confusing, and publishing something to Squarespace 
takes a few more hops than posting to a blog. But whereas your 
posting on a blog is here today and gone tomorrow, Squarespace 
is both a journal and a more permanent Web site, perfect for an 
organization or individual trying to make a more lasting impres- 
sion on the Internet. Casalena readily acknowledges the need 
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for improvements, and says he’s working to make 
the process faster. New Partisan’s Siegel says cus- 
tomer support from Squarespace has been great. 
This is the kind of software that the Internet has 
been crying out for. It’s not perfect, but it goes 
further than anything else I’ve seen to narrow the 
gap between big, expensive Web-site design com- 
panies and simple blogging. Now, with something 
like Squarespace, small companies, publishers and 
the self-employed can build a home for themselves 
without losing their shirt or getting lost in HTML 
code. As Siegel, who set up New Partisan last month 
to challenge established magazines and continue 
the tradition of Partisan Review, a recently-defunet 
highbrow journal, puts it: “For people who want 
to look like the big boys but can't pay to keep up with 
them, this is a godsend. Blogging is great, but 
there’s something to be said for editors, mainte- 
nance of standards, house style, and everything else 
that distinguishes a magazine from a blog.” 
I’m biased, of course, but I have to agree. = 
More musings and tips at 
http://loosewireblog.com 
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ASIAN FINANCIAL UNION 


Thinking the 
Unthinkable 


Asian finance ministers will soon consider a proposal to unify existing bilateral 


> “agreements for lending foreign reserves and create a single multilateral facility. 


By accepting common rules for monitoring and assessing their needs, they will be 
surrendering a portion of their financial sovereignty 


WHEN DEPUTY finance ministers from 
I3 countries in the region assemble on 
May 15 during the Asian Development 
Bank’s annual meeting in South Korea, 
they may decide to take what history will 
judge to be the first step on the long, 
long road to Asian economic and mon- 
etary union. 

On the table at the Korean resort 
island of Cheju will be a proposal 
to unify existing bilateral agree- 
ments for lending foreign reserves 
and create a single multilateral 


facility across East Asia. It’s a sig- i 


By Michael Vatikiotis and Tom Holland/Honc Kone 


vice-finance minister. “To call that an 
Asian Monetary Fund or an Asian Cen- 
tral Bank would be far-fetched, but 
institutionalizing the facility is the 
likely path." 

In tandem, and also working towards 
closer financial cooperation, Asian 
finance ministers and central bankers are 
considering ways to develop a regional 


EMERGING ASIA’S DEBT LAG 
Size of debt-securities markets as 
a percentage of GDP, 2002 


nificant move: If agreed upon, 
participating governments will 
have to accept common rules for 
monitoring each other’s econ- 
omies and for deciding when 
countries can draw on the fund. 
In essence, they will be surren- 
dering a portion of their economic 
and financial sovereignty to a 
regional financial institution. In 
short, they will have given the 
green light to some kind of an 
Asian monetary agency. 

“The most logical step would 
be to transform the network into a 
centralized facility,” says Toyoo 
Gyohten, president of the Tokyo- 
based International Institute for 
Monetary Affairs and a former 
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bond market. An Asian Bond Fund was 
launched last year, a largely symbolic, $1 
billion fund to invest only in United 
States-dollar-denominated government 
debt. New proposals aim to go a stage fur- 
ther within the next year or so, and fos- 
ter local-currency debt markets. The bold- 
est of them envisage bonds denominated 
in a notional basket of regional currencies 
that could eventually become a sin- 
gle Asian currency unit. 

If there are faint parallels with 
Europe, that’s no accident. “Asia 
has a strong economy, yet its 
nations are fragmented, so the nat- 
ural response is to try and model 
after Europe and try and make the 
economies bigger,” says Takatoshi 
Ito, a former Japanese deputy vice- 
minister of finance and now an 
economics professor at the Uni- 
versity of Tokyo. “The opportunity 
cost of not moving towards greater 
integration in Asia is increasing,” 
warns Yoshihiro Iwasaki, a direc- 
tor-general of the ADB and head of 
its regional economic-monitor- 
ing unit. The principal advantage 
to the region would be a larger and 
more stable capital market. 

Such sentiment has swirled 
around academic seminars for 
years. The difference now is that 
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rapidly growing regional trade flows and 
closer business ties are forcing the hand 
of policymakers. A plethora of free-trade 
agreements is under negotiation within 
Asia as the focus of diplomacy in the 
region shifts away from political issues 
to economics and commerce. In the view 
of one senior Japanese policymaker, 
Haruhiko Kuroda, a special adviser to 
the Japanese cabinet, “all this regional 
free-trade-agreement activity requires 
regional financial mechanisms.” 
Strategic factors are also driving 
things along. Japan, from where the lead- 
ing proponents of closer financial coop- 
eration come, seeks to cement a role for 
itself in Asia before China becomes too 
powerful, analysts say. Any moves to build 
a regional financial mechanism like a 
monetary fund or single currency would 
at this point need to take into account the 
primacy of the Japanese yen, reflecting 
Japan’s position as the region’s largest 
economy. That may not be the case in a 
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decade or so, assuming China’s economy 
continues to grow. 

Meanwhile, South Korea, another 
supporter of closer financial cooperation, 
worries about dealing all alone with a col- 
lapsed North Korean state. Seoul there- 
fore favours the creation of regional insti- 
tutions that would tie bigger economies 
like Japan and China into regional fund- 
ing of any future unification of the Korean 
peninsula. “We are very eager to have 
some kind of regional-guarantee institu- 
tion, a kind of regional-finance corpora- 
tion,” says Park Yung Chul, an economist 
at Seoul’s Korea University. The whole 
process is being driven by “a mixture of 
dreams, bureaucratic politics and strate- 
gic imperatives,” says Wendy Dobson, an 
economist at Toronto University. 

The hard part in all this is forging 
consensus among Asian economies 
that have traditionally competed for 
export markets and investment. Interna- 
tional financial institutions like the Inter- 


national Monetary Fund are also suspi- 
cious; they witnessed the financial melt- 
down in 1997 and still question Asia's 
commitment to structural reform and 
transparency. 

On the other hand, the timing may be 
ripe for integration. Emerging Asia's 
economies are buoyant and should grow 
an average of 7% in 2004, reserves are 
healthy and growing, and no one stands to 
lose. Intra-regional trade between China, 
South Korea and Japan is well over one- 
third of their total trade, and the region's 
reserves now exceed $2 trillion. 

An initial proposal from Japan in 
1997 to set up an Asian Monetary Fund 
was rebuffed by the U.S. Treasury and 
received lukewarm support in the 
region. In late 1997 the Association of 
Southeast Asian Nations combined with 
Japan, China and South Korea to begin 
annual consultations at the finance-min- 
istry level. Then in May 2000, on the 
margins of the annual ADB meet- >» 
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IWASAKI: A matter of broader integration 


v 
v 


ing in the northern Thai city of Chiang 
Mai, the first product of this kind of 
cooperation was launched. 

The Chiang Mai Initiative established 
a framework in the form of a network 
of bilateral agreements between indi- 
vidual countries to support each other 
when in need by lending from their for- 
eign-exchange reserves. At Cheju next 
month, participants will propose increas- 
ing the earmarked reserves—currently 
worth almost $40 billion—and pooling 
them in a single fund, to be managed 
centrally on behalf of all the contributors. 

"If they consider pooling, they will 
need to strengthen monitoring mecha- 
nisms," says Iwasaki at the ADB. "That 
augurs well for other integration meas- 
ures and eventually a common exchange- 
rate regime. This goes beyond the idea of 
an initial reaction to [a] crisis. It is part of 
a broader integration effort." 

It seems unlikely that the single fund 
will be launched right away. Korean econ- 
omist Park Yung Chul predicts months of 
negotiation before all the participating 
countries can agree on how the fund could 
be used. In addition, agencies like the IMF 
will be watching closely to see if existing 
links to itself under the current bilateral 
arrangement are severed. "Malaysia insists 
on an independent surveillance mecha- 
nism; Singapore and Japan are opposed to 
de-linking from the IMF,” says Park. 
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GYOHTEN: A domestic savings plan 


"Whatever the Chiang Mai Initiative 
mutates into, we'd like a close linkage with 
the IMF,” says a senior IMF official. 

The IMF favours a more market- 
driven approach to integration and 
applauds the idea of a regional bond mar- 
ket. Until now, Asian businesses have 
been overly reliant on short-term bank 
lending. Better-developed regional capital 
markets will supply cheaper and more 
accessible funds on safer terms. “The 
whole idea of the Asian bond market is 
the regional desire to make better use of 
our own domestic savings,” says Gyohten 
at the IIMA in Tokyo. 

Although Asian countries enjoy high 
savings rates, poor financial infrastruc- 
ture in the region means much of that 
money—in the form of Asia's high for- 
eign reserves—is channelled into low- 
yielding U.S.-government debt. Mean- 
while, foreign companies and institutions 
earn high returns through their equity 
investments in Asia. "There are many 
Asians who feel this is not very effective," 
says Gyohten. “Why not try to utilize our 
own savings in our own markets?" 


BASKET OF CURRENCIES 

To reduce the exchange-rate risk, some 
advocates have proposed issuing bonds 
denominated in a notional currency whose 
value is equal to a basket of Asian cur- 
rencies. The money raised could then be 


lent onward to corporations in their own 
domestic currencies. ^A basket-currency 
regime could provide a solid foundation 
for exchange-rate stability in the region," 
special adviser Kuroda told a recent con- 
ference on regional economic cooperation 
in Seoul. “Basket-currency-denominated 
bonds would be a good starting point to 
progress to a basket currency in Asia." 

This initiative also reflects a desire 
among Asian governments to move away 
from reliance on the U.S. dollar. Right now 
almost all regional trade and the major- 
ity of foreign reserves are denominated in 
the American currency, leaving Asia 
exposed to swings in U.S. interest rates. 
“We should not be exposing countries to 
a currency mismatch if they borrow in 
U.S. dollars," says Mari Pangestu, an econ- 
omist with the Centre for Strategic and 
International Studies in Jakarta. 

Sceptics criticize schemes for some 
kind of Asian currency unit as “grandiose.” 
Local markets are too immature, Gyohten 
says, and without agreement on stringent 
monitoring and conditions governing dis- 
bursement, there would remain a real risk 
of moral hazard. "There are countries in 
the region still unable to provide trans- 
parent and open disclosure of their finan- 
cial situations,” he says. "It took 50 years 
in Europe. It is fair to say it will take longer 
in Asia." 

Given the obstacles, the more likely 
course of integration will be a slow and 
cautious approach led by countries with 
more developed financial institutions. 
More realistic in the medium term is 
the Asian Bond Fund II proposal sug- 
gested by a grouping of ro regional 
central banks, including those of Aus- 
tralia, New Zealand and Hong Kong. 
This second fund will invest in the 
local-currency debt of regional govern- 
ments, and possibly of highly rated 
domestic corporations. 

Even for this more modest proposal, 
the going could be slow. In some coun- 
tries there are regulatory, legal and tax bar- 
riers to foreign investment in the local 
bond markets. But the project's backers 
believe they are already making progress. 
Thailand, for example, has agreed to sus- 
pend withholding tax on some 30 billion 
baht ($761.4 million) worth of baht- 
denominated bonds available for pur- 
chase by foreigners. & 
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INDIA 


Trading Futures 


India could represent a $600 billion-a-year opportunity 


for commodity-futures trading 


By Rasul Bailay/New DELHI 
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INSATIABLE: Gold futures hold the prospect of riches 


TRADING IN A HOST OF commodities futures is set to explode 
in India following the government's move to fling open the 
business and create four nationwide exchanges. 

Last October, the Indian government reversed its five- 
decade-old policy of discouraging “speculation” and allowed 
futures trading in 52 commodities, including sugar, gold and 
edible oils. Earlier, futures contracts had been restricted to a 
handful of goods such as coffee, rubber, cotton and soybean 
oil, and trading was conducted mainly through single-com- 
modity regional exchanges. 

As one of the world's largest agricultural economies and 
its biggest consumer of gold, India could represent a $600 
billion-a-year opportunity for futures trading in commodities, 
said Mukesh Ambani, chairman of conglomerate Reliance 
Industries at the inauguration of the Multi-Commodity 
Exchange of India, or MCX, in November. 

India already produces and consumes the most tea, besides 
huge amounts of sugar, rice and edible oils. “It is clear that a suc- 
cessful commodity-futures market will be huge," says Jamal 
Mecklai, head of Mumbai-based investment firm Mecklai Finan- 
cial and Commercial Services, “[even] larger than the Chicago 
Board of Trade when it is fully evolved." However, analysts say 
it will be several years before the commodities exchanges gain 
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trading volume. “Perhaps [it will take] another three years before 
the markets are even reasonably liquid,” admits Mecklai. 

Currently, officials at the exchanges say trading is gaining 
momentum as more securities brokers—and not just com- 
modity traders—are joining the fray. “The recent bull run in 
stockmarkets and wide price fluctuations have fully stretched 
the valuation of equities,” says P.H. Ravikumar, chief execu- 
tive officer of Mumbai-based National Commodity & Deriva- 
tives Exchange, or NCDEX. That has prompted many investors 
to divert their attention to the commodity markets, he says. 
Currently almost 40% of NCDEX members are stockbrokers, 
says Ravikumar, welcome news for the fledgling exchange, 
which opened in December 2003. 

However, the real blessing, he says, would be if the gov- 
ernment allows mutual funds and more importantly, for- 
eign funds, to invest in the country’s commodity exchanges. 
At present, foreign investors are barred from futures trad- 
ing in commodities, but government officials say that could 
change once the exchanges attain stable volumes and have 
the necessary infrastructure and technology in place. 


FOREIGN CONCERNS 
Foreign investors’ participation can “drive volumes as we have 
seen in the equity markets,” says Ravikumar. Indeed, last year 
foreign funds pumped more than $6 billion into Indian stock- 
market: , making the Bombay Stock Exchange one of Asia’s 
best-per forming bourses. 

But »efore that happens, foreign funds say that they'd like 
to see I 1dia address some outstanding regulatory issues. 
For exainple, the commodity-market regulator, the Forward 
Market : Commission, needs to be strengthened or even 
mergec with the securities regulator, the Securities and 
Exchan;;e Board of India, says Mecklai. 

The opening-up of futures trading in commodities is part 
of the lirger reform of India’s agricultural sector, which 
accoun’s for a quarter of the country’s GDP and employs 
two-thi: ds of its 1 billion population. Commodity futures 
could provide farmers and traders the means to hedge 
against price fluctuations. 

Market watchers are particularly upbeat about the 
prospec s of futures trading in gold although trading has been 
lacklust e so far. Despite four local exchanges that offer futures 
trading n gold, the majority of bullion traders have been hedg- 
ing on t ie New York Mercantile Exchange. Still, exchange offi- 
cials m: intain that the outlook will change later this year. “We 
expect ly November 2004 the futures volume [in gold] will 
be five times the physical market," says Arshad Khan, a 
spokesr aan for MCX. 

The advent of nationwide multi-commodity exchanges 
is changing the way commodity traders do business in India. 
At the same time, their arrival jeopardizes many of the two 
dozen single-commodity exchanges already in operation. 
"There are chances that regional exchanges would face prob- 
lems in coming years," says K.J. Samson, secretary of Kerala- 
based Indian Pepper and Spice Trade Association. “The multi- 
commodity exchanges are technologically superior and have 
a strong investment background." 
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Singapore leverages its wealth and global corporate network to partner with India 


and China, a course other Southeast Asian countries are also following 


AS INDIA'S ECONOMY REVS UP, Southeast Asian nations 
are finding a welcome alternative to China, whose meteoric 
rise in recent years has threatened them even as it been a 
valuable business partner. 

Leading the charge is Singapore, which is using its deep 
. pockets and advanced economy to forge a bond that will 
. helpit grow along with India as Asia's second giant awakens. 
Promoting India's growth should also offset worries that 
China's fast expansion will leave the region overly reliant on 
its northern neighbour. 

“We in Southeast Asia have no wish to become merely 
an adjunct to the Chinese economy," Singapore Trade 
and Industry Minister George Yeo 
told members of the Confederation 
. of Indian Industry, or CH, during a 
— trip to India in February. “Hence 
. our decision to move closer to all 
economies that want closer links 
tous." 

Southeast Asian countries ini- 
-tially greeted China's growth with 
. fear, worrying that their status as 
low-cost manufacturing centres 
. would be threatened by its rapid 
. emergence as the workshop of the 
. world. Some of that fear has since 
. dissipated, as China's booming fac- 
: tories have sucked in raw materi- 
als and components from Southeast 
Asia, boosting its neighbours' 
economies in the process. 

According to Chinese statistics, 
trade between China and four South- 
east Asian countries— Singapore, 
Thailand, Malaysia and Indonesia—amounted to $62 billion 
in 2003, up 40% from 2002. The Association of Southeast 
Asian Nations' trade with India was just $12.3 billion in 2002, 
accounting for only 2% of the group's total trade, according 
to the latest figures available. 

Singapore and the rest of Southeast Asia are by no means 
ignoring China to pursue Indian business. Indeed, trade 
between Southeast Asia and China is expected to continue 
growing at a faster pace than trade with India for at least 
the medium term. 
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But as the region's exports and ties to China have grown, 
so have new worries that Southeast Asia's success is becom- 
ing too closely tied to China's. Singapore officials say multi- 
national companies share those concerns: "The [Severe Acute 
Respiratory Syndrome] example would be a pretty good one, 
when multinationals realized that they can't just depend on 
China,” says Eugene Leong, a senior assistant decr in Sin- 
gapore's Ministry of Trade and Industry. 

Now Singapore is offering to serve as a bridge to India's big 
consumer market and booming technology industry for the 
thousands of multinationals headquartered in the city state. 

The deals between India and Singapore are flowing in 
both directions. While Singapore 
companies have been expanding 
into India and buying into Indian 
companies, some of the biggest 
Indian companies have been mov- 
ing into Singapore. More than 1,400 
Indian companies now have offices 
in the island-state; 19 of the top 20 
Indian technology companies, in- 
cluding global successes such as 
Infosys Technologies and Wipro, 
have set up in Singapore. 

India is increasingly looking to 
engage Southeast Asia "in a big way," 
says Madhav Sharma, who heads the 
Southeast Asian efforts of the CII out 
of his office in Singapore. As well 
as helping Indian companies inter- 
ested in Singapore, Sharma’s office 
has also been dealing with at least a 
couple of calls a day from Singapore 
companies looking to invest in India. 
“Things are really heating up,” he says. Deals are expected to 
accelerate with the completion of a free-trade agreement 
between Singapore and India within the next few months. 

It’s not just Singapore that is getting cosier with India. 
An agreement between India and the Association of South- 
east Asian Nations is also in the works, with a draft agree- 
ment signed last year. Meanwhile, Thailand is also work- 
ing on a bilateral-trade agreement. India is optimistic 
that the “great mass of people” in Southeast Asia will be a 
lucrative pool of customers for products such as generic 
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drugs or motorcycles its companies produce, says Sharma. 

India’s success in outsourcing has led to controversy in 
the United States butis also leading to more links with South- 
east Asia. Philippine call centres have attracted investments 
from some of India’s big outsourcing firms while one of 
the Philippines’ oldest outsourcing successes, SPI Tech- 
nologies, announced plans earlier this month to open three 
new offices in India. 

And Malaysia’s construction sector has also been profit- 
ing from India’s growth: “Malaysian companies are very 
involved in a number of infrastructure projects right now,” 
says Sharma, including the construction of a national high- 
way network connecting the country’s four largest cities. 

But Singapore and India have a particularly close rela- 
tionship, one that’s centuries old. Singapore was founded 
by members of the British East India Company sent out 
from Bengal to set up a transit station for their trade with 
China. In fact, the island was governed from Calcutta until 
1867. Today, more than 8% of Singapore’s population is 
ethnic Indian. 


DIVERSIFIED PORTFOLIO 
Singapore’s involvement with India’s modern-day economy 
began with the economic reforms of the early 1990s that 
saw India throw open its doors to foreign investment and trade. 
Some of the most successful Indian companies have been built, 
literally, on Singapore-India ties: India’s biggest technology 
park in Bangalore, home of several heavyweights, is a joint ven- 
ture between government-owned Singapore developer Ascen- 
das, Tata Industries and the state government. 

Singapore companies have invested in everything from 
Indian ports to real-estate development, from banking to tele- 
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coms. Government-owned Singapore Telecommunications 
owns around 28% of Bharti Tele-Ventures, India’s second- 
biggest privately run cellular provider and a part of the New 
Delhi-based Bharti conglomerate. 

On March 22 another Bharti company, Bharti Enter- 
prises, and Singapore’s government-owned Changi Airport 
said they would jointly bid for Mumbai and New Delhi 
international airports, which the government plans to 
sell off. The companies said their bid could be worth up 
to $1 billion. 

Temasek Holdings, the company at the top of the gov- 
ernment-linked companies collectively known as Singapore 
Inc., is also on a buying spree in India. In recent months, 
the Singapore-government holding company has increased 
its holdings in India’s No. 2 bank (ICICI Bank), bought into 
an Indian pharmaceutical company, launched a $100 million 
Indian investment fund and announced plans for a full- 
time office in India. 

While Temasek’s interest makes sense from purely com- 
mercial terms, the moves also fit Singapore’s plans to link up 
with India for strategic reasons. When Deputy Prime Min- 
ister Lee Hsien Loong toured India in January to promote ties 
between the two countries, his wife, Ho Ching, accompanied 
him. She is executive director of Temasek. 

Singapore’s strategy also serves India. As well as the cap- 
ital that Singapore companies provide, Indian partners can also 
leverage their connections and expertise. Take Temasek’s 
planned purchase of a 14% stake in Hyderabad’s Matrix Lab- 
oratories. The investment “is a very prestigious thing for 
us," says C. Ramakrishna, a senior executive at the pharma- 
ceutical company. “Temasek has connections around the globe 
and working with them will mean more work for us." = 
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CHINA 


Spending to Grow 


In its bid to boost rural incomes and fix infrastructure 
problems, China is still investing in big projects 


By Ben Dolven 

Question: When does 7% not really equal 7%? 
Answer: When it’s a Chinese government growth 
target. That was the figure that Premier Wen 
Jiabao announced in early March in his annual 
policy speech to the National People’s Congress, 
the country’s parliament. Wen spoke about the 
need to rein in breakneck investment in fixed 
assets like property. Many began listening hard to 
see if they could make out the sound of squealing 
brakes. They couldnt. 

Two weeks later the government announced 
that fixed investment grew 5396 in the first two 
months of the year, with expansion in sectors like 
mining and metal processing, chemicals, textiles 


BOOMING INVESTMENT 
Fixed investment continues to 
increase even as the government 
tries to slow growth 
Pob investment 26 growth 
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and electronic equipment in the 14096-17096 range. 

There are various reasons that the government 
may not really rein in growth. Remember that Wen 
also says he plans to create 14 million new jobs, 
boost rural incomes, fix the country's power short- 
ages and transport bottlenecks, and improve rural 
health care. For that he'll need both strong growth 
and major government spending. Fiscal stimu- 
lus has contributed to China's growth numbers for 
several years, and it won't be different in 2004. 
Wen said state investment in rural programmes 
and on infrastructure in central China will each 
rise by 20% this year. 

Recent tightening measures, such as the gov- 
ernment's March 24 move to raise bank reserve 
requirements by half a percentage point to 7.596, 
aren't seen as likely to crimp new lending much. 
There are places in the country where local indus- 
tries are oversupplied and overpriced— but at a 
national level, the problems look less worrisome. 
China's growth is so uneven, and comes from such 
an inefficient starting point, that there's more room 
for expansion in plenty of sectors. 

Take steel. It's an industry where many point 
to massive new investment as a harbinger of over- 
capacity. But Andy Rothman, chief China strate- 
gist for Credit Lyonnais Securities Asia, points out 
that China's steel imports grew by 90% over the 
2001-03 period, while prices rose. Last year, net 
imports rose 21% while production grew 20%. 
Local officials around the country, looking at bour- 
geoning industrial production, are hammering on 
local steel firms to increase production. 

The country's voracious appetite for raw mate- 
rials led to an overall $7.9 billion trade deficit in 
the first two months of 2004. Its imports surged 
4296 during those two months. Imports of soy- 
beans rose 8996. Meanwhile, consumer-price infla- 
tion moderated in the first two months, with the 
consumer-price index rising 2.196 in February after 
a 3.296 jump in January. But given the fact that 
commodity prices continue to rise, consumer infla- 
tion may well be rising again soon. 

In fact, in many parts of the economy, ineffi- 
ciencies are exacerbating the problem: Rice prices 
in many cities spiked last year because traders were 
holding back grain from the market—they didn't 
begin dropping until the government began 
unloading some of its reserves. That's one dan- 
ger China faces: In fast-growing regional econ- 
omies with inefficient distribution, supply hiccups 
cause big price spikes. 

But of course, the authorities are trying to 
do something about that. Remember Wen's 
promise to spend money to build better transport 
networks? Which, of course, also helps boost the 
growth numbers. = 
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Dow Jones Global Indexes Local Indexes 
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Malaysia 122.59 ^ + 12.86 Karachi - 5103.06 +14.12 Oil: Brent — Ldn $/barrel 3174 +5.20 
New Zealand 186.86 *3.36 Kuala Lumpur 899.58 «13.31 Palm Oil KL Ringgit/tn 1,950.00 +9.92 
Philippines 61.64 = -4.74 Manila 1,388.15 -3.76 Pulp FOEX = $/tn 616.14 +10.13 
Singapore - . 188.06. *3.65 Seoul 874.67 +7.89 Rice Bnk $/tn 248.00 +22.77 
South Korea 121.96 — +14.58 Singapore 1,835.54 +4.02 Rubber KL Mc/kg 492.50 +4.23 
Taiwan | 126.96 +1205 Taipei 6,474.11 +9.90 Soyabeans Chg c/bushel ^ 1013.00 427.58 
Thailand - |. 67.01 -16.21 Tokyo 11,718.24 +9.76 Sugar NY c/Ib 6.08 +7.23 
U.S. Total Market 266.19 +1.34 Wellington 2,308.33 +1.32 Tin KL $/tn 8,340.00 — *26.17 
Euro Stoxx 50* — 2,797.68 *1.34 DIA 10,329.63 -1.19- Wheat Chg c/bushel 405.75 +7.63 
FTSE 4,357.50 -2.67 AIG - Dow Jones Commodity Index 148.00 *9.41 


Dow Jones Global Indexes track about 8096 of market 


capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ 


ECONOMIC DATA IN THE SPOTLIGHT 


Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 








% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bombay (3.22% on week) 
(Mar. 29) GDP | CPI Current acct | Trade balance — I-mth interbank | Prime rate Sensitive Index 
Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.79 (Feb) 5.37. 9.50 5,580 
China 9.9 (Q4 '03) +2.1 (Feb) +35.42 (2002)  +18.07 (Feb) 2.70 n.a. 
EU 0.9 (Q4 '03) . -*1.8(Jan +43.68(Q4'03) -15.45 (Jan) 2.04 n.a. 5,540 
Hong Kong 5.0 (Q4 '03) -2.0 (Feb) * 17.38 (Dec) -9.80 (Feb) 0.09 5.00 
India 8.9 (Q3 '03/'04) *4.3(Jan +1.07 (Sept) -16.48 (Feb) 6.00 10.63 
Indonesia 4.1 (2003) +4.6 (Feb) +4.70 (2003) +27.72 (Jan) 7.56 7.42 5,500 
Japan 3.4 (Q4 '03) 0.0 (Feb) +136.11 (Dec) +98.82 (Feb) 0.63 1.38 
Malaysia 6.4 (Q4 '03) +0.9 (Feb) +11.87 (Sept) +46.93 (Jan) 3.00 6.00 5 460 
New Zealand 3.5(Dec'03) +1.6 (Dec Qtr) -3.57 (Dec) -2.65 (Feb) 543 5.51 
Philippines ^ 4.5 (O4 '03) *3.4(Feb) +3.35 (2003) -1.94 (Jan) 7.62 10.62 
Singapore 4.9 (Q4 '03) +1.5 (Feb) +27.41 (Dec) +27.86 (Feb) 0.56 5.50 5,420 
South Korea 3.9 (O4 '03) *3.3 (Feb) 419.98 (Feb) ^ *19.69 (Feb) 3.73 3.88 
Taiwan 5.2(04'03) +0.64 (Feb) +28.71 (Dec) + 16.40 (Feb) 0.95 0.75 5.380 
Thailand 7.8 (Q4 '03) *2.2 (Feb) +8.09 (Jan) — +10.16 (Jan) 1.28 5.75 : Wai cupere 
U.S. 4.1 (O4 '03) +1.7 (Feb) -541.80 (Dec) -492.96 (Jan) 1.09 4.00 March 


Source: Government Statistics Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(Mar. 29) $1 worth Spot rate % chg YTD (Mar. 29) $1 worth Spot rate % chg YTD 
Australia dollar 1.3388 -0.85 Mongolia* tugrik 1,177.00 -4.33 
Bangladesh taka 58.95 -0.76 Nepal rupee 73.00 0.00 
Brunei dollar 1.69 *0.91 New Zealand dollar 1.5371 -0.68 
Burma** kyat 855.00 +4.09 Pakistan rupee 57.48 -0.56 
Cambodia* * riel 4,133.00 -6.77 Papua New G. kina 3.1651 *4.30 
China renminbi 8.2646 *0.15 Philippines peso 56.33 -1.45 
European Union euro 0.8223 -3.49 Russia* * rouble 28.49 *2.63 
Hong Kong dollar 7.7965 -0.42 Singapore dollar 1.6888 *0.52 
India rupee 44.06 *3.48 South Korea won 1,152.00 *3.47 
Indonesia rupiah 8,587.00 -2.11 Sri Lanka rupee 97.40 -0.51 
Japan yen 105.51 * 1.61 Taiwan NT dollar 33.187 *2.36 
Laos** kip 10,445.00 -0.10 Thailand baht 39.515 *0.14 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,751.00 -0.59 
Malaysia ringgit 3.80 0.00 


Other rates: HK$ = renminbi 1.0613 S$ = ringgit 2.249 SDR = $1.4705 *Official rate — **Unofficial rate 


Sources: MoneyLine Telerate; Reuters; Dow Jones 
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Bobby Yip/Reuters; Aaron Favila/AP (right) 
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LURRENTS 


Power of Prayer 


He says he's divinely anointed to lead, but Brother Eddie Villanueva has almost no chance of 
winning the upcoming presidential election. Still, his campaign is a sign of the growing determination 
of evangelical Christians to show their strength at the ballot box 


HE CLAIMS 7 MILLION FOLLOWERS across the world, 
but evangelist Eddie Villanueva is discovering that running for 
president of the Philippines isn't as easy as he thought. Barrelling 
along a Manila highway, his wife, Dory, fields a call from a cam- 
paign worker. Apparently some people still don’t know who Vil- 
lanueva is. "They put your name as Eddie Evangelista on an opin- 
ion poll," she says, cupping the mouthpiece of the phone with 
her hand. Villanueva, or Brother Eddie as he is widely known, 
removes his nerdy spectacles and smacks his brow with mock 
exasperation. “I can't believe it,” he says. “I didn't think politics 
could be this dirty.” 

In a presidential race that features the Philippines’ biggest 
movie star, Fernando Poe Jr., and a powerful incumbent, Presi- 
dent Gloria Macapagal-Arroyo, the leader of the Jesus Is Lord 
Church has little chance of winning on May ro. But Villanueva's 
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By James Hookway/MANILA 


presence on the ballot demonstrates how Asia's 
evangelical groups are parlaying their rapidly grow- 
ing congregations into a distinct political voice, 
much as American evangelists such as Pat Robert- 
son did in the 1980s and 1990s. 

The Jerusalem House of Prayer—a worldwide 
evangelist network based in the United States— 
expressed this new resolve when it invited three 
unusual guests to its annual convention in Sin- 
gapore in February. One was Villanueva. The other 
two were a presidential candidate from Indone- 
sia and another who is running for the premier- 
ship of the Solomon Islands. Between mission- 
ary workshops and faith-healing sessions, dele- 
gates from over 30 countries raised their hands and 


April 8, 2004 


p” A. m 


mI wey cs 
= 3 ei hal Me 


"1 "I 
dh 
Çs 


A 


s A 
"y 
A 


bee m d 


t5 n 


è 
» 


Si SA 
er. 


Vom im, xd 4 uM 
ani" 1. uy Se awe vin 1 
ip EE cH 


S KE 


x m e XM 


eM HY "A E | c - 
peius ts dps" ine Sat 
" i? LA LM - 


< < 
4,9 ‘teu bi 





RALLY FOR GOD: Eddie Villanueva may be able to pull in a million worshippers in Manila, but "in voters are proving harder to win over 


prayed for their candidates' success (and paid their 
travel expenses). It was an overwhelming moment 
for Villanueva. “I’ve never seen him slain by the 
spirit before," one pastor said. 

That lavish welcome reflected the growing 
strength of evangelical groups in many parts of the 
region in the wake of the financial crisis of the late 
rogos. Millions of believers, from South Korea 
to Malaysia, Singapore to Fiji, have been drawn 
to evangelicalism—a largely Protestant tradition 
that encourages people to read the Bible for them- 
selves rather than listening to what priests say. 
Evangelist preachers often attract bigger crowds 
than any Roman Catholic priest. 

In the Philippines, evangelical and Catholic 
charismatic groups—which follow some of the 
practices, if not all the beliefs, of the evangelical 
tradition—claim as many as 20 million members. 
Villanueva, 57, says that's because ordinary people 
are sick of corruption and are looking for meaning 
beyond the acquisition of mobile phones or the 
daily struggle to put food on the family table. “Now 
is the time for our voice to be heard," Villanueva 
says, quickly recovering from the disappointment 
of hearing his name garbled in the poll survey. 


ASIA'S EVANGELICAL GROUPS ARE 


PARLAYING THEIR RAPIDLY GROWING 
CONGREGATIONS INTO A DISTINCT 


POLITICAL VOICE 
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In some senses, the phenomenon mirrors what happened in 
largely Catholic Latin America in the late 1980s and early 1990s. 
There, radical young priests began preaching socially concerned 
“liberation theology” to Catholic congregations traumatized by 
oppressive regimes. Evangelists meanwhile stepped in to minis- 
ter to millions of people on the margins of society, often work- 
ing closely with politicians to improve health care and education 
services, and even helping to get some—such as Peru's former but 
later disgraced President Alberto Fujimori—elected. 

Philippine evangelicals are now trying to go one step fur- 
ther and get one of their own installed as president. So far, Vil- 
lanueva has made a shaky start: Surveys give him less than 2% of 
the vote. In the past, similarly vaunted religious voting blocks 
have also failed to deliver. 

Dort tell that to the hundreds of followers stapling leaflets and 
preparing posters at Brother Eddie’s Manila campaign head- 
quarters. Villanueva says his crusade has only just begun to pick 
up steam, and that his supporters can't be matched for dedication. 
Many walk about with badges saying "Why Not?”—a retort to crit- 
ics who say Brother Eddie lacks the skills to be president. And 
his followers aren't just in the Philippines: Judging from the flurry 
of yellow "Brother Eddie" T-shirts in Hong Kong's Central district 
on Sundays—where many of the city’s Filipina domestic helpers 
spend their day off—Brother Eddie may do well among overseas 
Filipinos in places like Hong Kong, Singapore and the Gulf states 
who this year will be able to vote for the first time. 

Back in the Philippines, Brother Eddie's rallies are also the 
largest of any candidate. While other hopefuls bring along actors, 
singers and sexy dancers to their rallies, Villanueva has the advan- 
tage of doubling up his election sorties as religious revival meet- 
ings. On one Sunday in February, nearly a million members of his 
church turned out to hear him speak as the sun set on Manila Bay. 

Predictably, his theme was moral regeneration: “We PP 
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CURRENTS 


v 
v 


are held prisoner by a culture of corruption," Villanueva told 
the cheering faithful. ^It's time to renew our faith, and renew the 
country." And, he believes, he's the person to do it: *Modesty aside, 
I’m not an ordinary evangelist.” 

That's certainly true: During the Marcos dictatorship, in the 
1970s Villanueva was a Marxist guerrilla. Later, he had stints as 
an economics professor and a television executive. Nor is he 
the most flamboyant of Philippine evangelists. The scruffy 
preacher is occasionally overshadowed by Brother Mike Velarde, 
who leads the Catholic El Shaddai sect and wears garish jackets 
and tartan bow ties. Villanueva also hasn't tried to perform any 
miracles, unlike the hapless Wilde Almeda, who led his Jesus Mir- 
acle Crusade into the jungles of the southern Philippines to 
free hostages, only to be taken prisoner himself. 

But to Filipinos tired of years political backbiting, Villanueva 
presents an alternative to the usual way of getting things done. 
There are no political veterans working on his campaign team, 
nor any of the Marcos-era advisers who have attached them- 
selves to front-runner Fernando Poe. Brother Eddie also empha- 
sizes his personal integrity—a not-so-subtle dig at how Arroyo 





FAR AFIELD: Villanueva's campaign has also targeted overseas Filipino voters 


decided not to contest the election, and then changed her mind. 
(Villanueva says he would never have jumped into the race if 
Arroyo had made it clear to him from the outset that she was 
running.) And he doesn't lack self-belief: “I’m divinely anointed 
to lead, just like King David in the Bible. An American prophet, 
Dr. Bill Hamon, prophesied it.” For the record, Hamon also pre- 
dicted that the arrival of the year 2000 would be marked by 
blackouts and anarchy. 

Win or lose, Villanueva feels his candidacy will have partly 
succeeded by putting morality and straight-talking back on the 
table as political issues. “You may scoff at Villanueva,” newspa- 
per publisher Max Soliven recently wrote in his Philippine Star. 
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“But he’s delivering a message in this dirty elec- 
toral contest . . . that there's a God-loving, God-fear- 
ing, God-serving community out here in this 
benighted archipelago, ready to fight and pray- 
ing for the light." 

As ifto prove the point, Villanueva is intent on 
reaching out to more than just evangelicals in this 
largely Roman Catholic nation. His church, for 
instance, accepts followers from the Catholic 
church as well as from more esoteric groups. 


ALL DENOMINATIONS 
A visit to the studios of a Catholic cable-TV chan- 
nel in March is part of his plan to straddle denom- 
inational lines. Villanueva is appearing on the 
Divine Mercy channel's religious talk show, The 
Door. For an hour, Villanueva and host Ruby Tan 
swap prayers and reinforce each other's faith. 
Brother Eddie describes how “righteousness exalts 
a nation’; Tan says “amen” a lot. After the show, Tan 
asks Villanueva whether she did him justice. “I 
so wanted to show your good heart," she says. 
On the way back to Villanueva's campaign 


' headquarters, he describes how he decided to 


run for president in the first place. His Jesus Is 
Lord Church hasn't exactly steered clear of politics 
in the past. It backed former President Fidel Ramos 
and then Arroyo when she came to office in 2001. 
Until last year, Villanueva says, he felt no desire to 
run for office in his own right. But that changed 
when a group of business and religious leaders 
asked him to run for president on behalf of a new 
political party they had formed. "After four months 
of fasting, praying and consultations—four 
months of agonizing—I felt a burning passion for 
the nation," Villanueva says. In other words, he 
decided to run. 

Now, scores of volunteers at his Manila head- 
quarter prepare leaflets, posters and streamers 
around the clock, while strategists devise new ways 
to mobilize support over cups of instant coffee. The 
preferred technique is to treat electioneering like 
a pyramid scheme: The theory is that each of 
Brother Eddie's followers can convert seven poten- 
tial voters to his cause, and each of those voters can 
convince another seven people, and so on. That 
approach helped Villanueva's Jesus Is Lord Church 
expand from just a couple of dozen students in 
Manila's northern suburbs in 1979 to a worldwide 
group with chapters in 33 countries. 

Divinely anointed or not, Villanueva knows he 
can't afford to sit back and wait for the votes to 
roll in. He has to go out and get them. Preparing 
for another television appearance, he acknowledges 
that months of campaigning are taking their toll. 
"Running for president is a bit like preaching," he 
says. "But with less sleep." = 
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LUCK NOW IN LUCKNOW: A 
political party in India was 
decimated after members 
forgot to prune the “bad luck” 
trees around their headquar- 
ters in Lucknow. 

Although the grove of 
Ashok trees was a safe 
distance away from the 
Congress Party’s Nehru 
Bhawan compound in Uttar 
Pradesh, the trees grew so 
tall that their shadows fell on 
the building. The apparent 
result was that the party has 
been in steep decline for 
nearly 15 years. 

No one realized what the 
trouble was until some Hindu 
religious experts were 
recently brought in to check 
the premises. They saw how 
the shadows of the trees 





stroked the building and were 
horrified. (An ancient epic 
poem says Sita was held 
captive by Ravana in a grove 
of Ashok trees.) Party work- 
ers armed with saws and axes 
swarmed up the line of 60 
trees and cut them back from 
17 metres in height to 12, the 
local press reported. 

Older members recalled 
that the trees had been pruned 
in 1980s, shortly before their 
party—then headed by Indira 
Gandhi—returned dramatically 
to power. 

The tree-trimming could 
do nothing but good, mem- 
bers agreed. Party spokesman 
Satish Ajmani said: “It will 
ward off evil spirits and bol- 
ster the party’s prospects in 
the elections.” 


ENCHANTED EVENINGS: Suspected witches have been 
banned from a bar in Australia. Members of a group called 
PaganPages have been asked to drop their regular meetings at 
the bar in the Greenwood Hotel in Sydney. “They talk about 
casting spells and they brought with them, | believe, a small 
cauldron,” owner Tony Green told The Sydney Morning Herald. 
The group’s coordinator, Suzanne Maxim, denied that the 
group was conjuring magic. "As far as | know, people don't 
cast spells, but | can’t vouch for everyone,” she said. 


WHEREFORE ART THOU? A very post-millennial story of star- 
crossed lovers happened in Japan recently. You know that a 
major crackdown on illegal over-stayers is taking place in that 
country? Well, right in the middle of it, immigration officer 
Takashi Iwaki, 27, fell in love with Filipina Carpio Abdulia De 
Jesus, 40, whose visa had expired. They have been indicted on 
charges of falsifying documents. OK, it isn’t as poetic as 
Shakespeare's original tale of star-crossed lovers, but think of 
it as the modern Asian equivalent. 
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MOUTHING OFF: Couples caught 
kissing each other’s lips in public 
could be jailed for up to five 
years, according to proposed 
laws in Indonesia. "I think there 
must be some restrictions on 
such acts because it is against 
our traditions of decency,” legis- 
lator Aisyah Hamid Baidlowi said, 
according to Sky News. 


CROC OF GOLD: Business hasn't been great at 
the Reptiles Grille in Bacolod, Philippines, 


apparently. "Very little call for Iguana stew 
these days," | heard from reader Robert Harland, 


who took this photograph. 





PEACE PUNCH: A group of 
people who went to a 
police station to complain 
about police brutality 
were beaten up by offi- 
cers, a Papua New Guinea 
newspaper reported. “The 
policemen refused to 
receive the summons 
from the villagers and 
instead turned their anger 
on the villagers,” The 
National daily reported. 
Officers denied the 
charges yet left the com- 
plaints bruised, battered 
and missing several teeth. 
Odd how people can plead 
innocence while demon- 
strating guilt. 


A KEY EVENT: A bank 
manager in India forgot 
to lock up when he went 
home. The boss of the 
Regional Kisan Gramin 
Bank in Mainpuri had a 
few drinks with col- 
leagues and left the 
bank open at the end of 
the day. Passers-by 
noticed the premises 
were unlocked that night 
and alerted police who 
sealed the bank, United 
News of India reported. 
Perhaps he should leave 
a key under mat, so that 
if it happens again, 
passers-by can lock up 
for him. 


HOMEBOYS: An arsonist lit a fire in a 
building in Tokyo last week. But no one 
called the fire service. They didn’t need to, 
since the blaze broke out at the Shimura 
Fire Station. Investigators suspect a 
firefighter might have been careless with 
a cigarette. It’s all very embarrassing, 

but at least there was no trouble finding 
someone to put it out: There were 23 
firemen in the station at the time. 
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Michelle Branca Lee 


BORN IN SOUTH KOREA, the novelist Chang-rae Lee 
moved to the United States with his family when he was three. 
That emigrant experience informed his first two novels, Native 
Speaker and A Gesture Life, which between them won a host of lit- 
erary honours, including the Hemingway/PEN Award for first 
fiction. 

But in his newest novel, Aloft, Lee has decided to tackle a new 
theme. The book’s protagonist, Jerry Battle, is a white Ameri- 
can man who is about to turn 60 and is facing a lengthening 
string of family crises. 

Jerry’s lover of 20 years, Rita Reyes leaves when he refuses 
to bridge the emotional distance between them. His daughter, 
Theresa, comes home pregnant, with an Asian-American 
boyfriend in tow, announces plans for a wedding and reveals 
a serious illness. Jerry’s son, Jack, is struggling with the fam- 
ily business. Jerry’s Italian-American father bitterly endures his 
days at an assisted-living facility. Underneath all this lurks 
the death some two decades ago of Jerry’s beautiful Korean- 
American wife, Daisy Han. 

As an escape from these knotty issues, Jerry takes long solo 
flights in his two-seater aircraft. One day, Theresa asks her father 
to fly her to Maine for a lobster lunch, despite uncertain weather. 
Jerry and Theresa’s flight changes the lives of the Battle family 
and leads to the revelation of shocking, long-hidden facts about 
Daisy’s life and death. 
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REAL WORLD: "Writing is the opposite of escapism," says writer Chang-rae Lee 


IN ALOFT, WHAT LED YOU TO DEPART FROM YOUR 
NORMAL SUBJECT OF IMMIGRANTS AND INSTEAD 
SEE THINGS FROM THE EYES OF JERRY BATTLE—A 
WHITE, MIDDLE-AGED, SUBURBAN AMERICAN WHO 
HAS LIVED MOST OF HIS LIFE IN NEW YORK? 


My initial interest in [Jerry] was just him, the par- 
ticularity of him. As I began to write and develop 
him I liked the idea that I would be looking at 
someone who had felt completely comfortable his 
entire life in his context, which is something I 
hadn't quite explored before. What I ended up find- 
ing is that he wasn't as comfortable as he seemed, 
or as he thought he was. Obviously the story is not 
predicated as the other novels are on ethnicity and 
race, but culturally it is a very similar story to me. 
Race is not terribly important in the book, but it 
is there in a way that Jerry is gaining conscious- 
ness of. For a long time he hadn't thought of his 
kids as mixed race. So he's trying to find out, if 
he needs to, what that means. 


MUCH OF THE BOOK DEALS WITH FAMILY 
RELATIONSHIPS, CULTURAL RELATIONSHIPS, AND 
RELATIONSHIPS WITH DEATH. WHAT EFFECT DID 
THE DEATH OF JERRY'S WIFE HAVE ON HIS 
TURNING AWAY FROM THE WORLD AND ON HOW 
HE SEES HIS RELATIONSHIPS? 


April 8. 2004 





é 3 $ * 
"Obviously the story is not predicated as the other 
novels are on ethnicity and race, but culturally it is a 


R F 33 
very similar story to me 


The first chapter is a story of his disengagement. 
It's the first we see of him, and he sees of him- 
self, as someone who is turning away from the 
important issues, the realities of the world, of mad- 
ness and mortality. I think it is a very important 
episode in his life, which unfortunately, he treats 
only as an episode. He feels like he's gone past this 
and everything is fine, but that's not true. We see 
all the very subtle effects of his wife's death on 
his kids, particularly his son. 


WHAT IS THE PARALLEL BETWEEN THE ACT OF 
FLYING, WHICH JERRY USES TO ESCAPE FROM 
DAILY EXISTENCE, AND THE ACT OF WRITING—OR 
ANY OTHER ACT—THAT REMOVES US FROM 

THAT DAILY LIFE? 


Actually I think writing is the opposite of escapism. 
It's escapism that you aren't in your life—but you 
actually intensify and dramatize and accentuate 
the pain of real life. I think all our lives are fairly 
uneventful in civilized society, in Westernized, First 
World societies, which is part of the reason we turn 
to writing or such things that give us a truer sense 
of what life is actually about. Part of Jerry, even 
though he is so comfortable and safe feeling, wants 
to be shaken. Of course he gets it a bit too much. 
The act of writing is to shake some of those foun- 
dations of our reality. 


IN MANY WAYS LONG ISLAND IS SOMETHING 
OF A SILENT FRIEND JERRY SPENDS TIME WITH 
WHEN HE'S FLYING. HOW DOES THE PLACE OF 
LONG ISLAND FIGURE INTO THE NOVEL AS A 
CHARACTER IN ITSELF? 


Long Island is absolutely central to this book, at 
least the particular Long Island he lives in, which 
is the classic late-1950s-1960s suburb. It's not an 
older suburb, but a suburb that was built with 
the express purpose of giving people a large meas- 
ure of privacy and security and a certain type of 
comfort. But what happens in these places where 
there is no “town,” where it is just a development 
of a major highway, is that there is no meeting 
place. More and more, people who live there feel 
very deeply a sense of isolation. Jerry had to live 
there. He's a creature of the place and probably 
appreciates it too much. 









[ Aloft ] by 
Chang-rae Lee. : 
Riverhead : 
Books. $24.95 .— 


HE BECOMES COMFORTABLE IN HIS SOLITUDE? 

Not solitude, isolation. He doesn't want to have solitude. In fact 
he wants to have people around him, but he doesn't want to 
have to deal with them. He doesn’t want to be alone, but he 
doesn't want to be bothered. That, I think, is the whole idea of 
those suburbs. They don't have to be alone—but they don't want 
to be pushed or moved and don't want to engage with people as 
people. In those suburbs, a lot of times, they dort have to. 


WHAT NEW VISION WERE YOU EXPLORING IN THIS BOOK ABOUT — 
PERCEPTIONS OF AMERICAN CULTURE, OR THE AMERICAN | 
DREAM THAT WERE DIFFERENT FROM YOUR PREVIOUS BOOKS? 
I think all my books are critiques of the American dream in many . 
ways. This one turns on an idea of family as ultimately the only: 
thing we have that lets us be individuals in a community. So much 
of America in the kind of place Jerry lives is “community-less.” 
What's left to him is not love of family, but a certain type of 
proximity that is valuable in that he can't break those bonds. It's 
not a romantic idea about family. Particularly in America, com- 
pared to an Asian idea of family, we have the dream of being all 
"independent agents" and that we'll of course have these bonds, 
but geographically we're so spread out. I think that's what hap- 
pens to many families in America. In many ways this book is a 
critique of that. At the end, that's why it's uncomfortable for Jerry. 
when his whole family is living there. He's not loving it, and. 
it’s sort of his worst nightmare. But he somehow accepts it. — 


SINCE THE NOVEL IS WRITTEN FROM JERRY'S POINT OF VIEW, 
HOW DOES THAT AFFECT OUR PERCEPTION OF HIM? IS HE TOO 
HARD ON HIMSELF OR NOT HARD ENOUGH ON HIMSELF? 


Because he can show the reader his feelings for others when he. 
himself doesn’t show his feelings to others, I think the reader. 
empathizes more with Jerry than they probably should. Jerry, 
just out there acting in the world, is not someone you would 
probably feel much empathy for. But because we're privy do 
his thoughts and worries and his vulnerabilities, we obviously. 
know him better than he probably knows himself. We're ahead 
of the curve on his emotional life. That's one of the things. 
with Jerry's story that I really enjoyed writing, being ahead of. 
the character himself as starts to reveal and discover. When E 
wrote the first few lines of the book I liked his language a lot; 
if it’s a third-person book, I’m going to go into a lot of diffe 

ent directions. It's a completely different book. Everything is fil- 
tered through Jerry, everyone's character and everyone's per- 
ceptions of him—and I think that is part of the drama of read-. 
ing it because we're not sure if he's completely reliable, we're 
not sure if he's fooling himself. z : 
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TIM SHRIVER, Special Olympics 





Shedding the Stigma 


Sometimes it helps to have a famous name when you’re heading an organization: You can get 
things done faster. At other times, it just helps to organize a soccer game 





































IT'S ONE OF those outsized China statis- 
tics that really catches the eye. According to the 
Special Olympics organization, there are 
around 39 million mentally disabled people 
in China. That's nearly twice the population 
of Taiwan, or of Malaysia. It's more people 
than there are in Poland. 

But given that China has hundreds of 
development issues that compete for its 
resources and attention, how does an organi- 
zation like the Special Olympics, which runs 
sporting events and other support programmes 
for the mentally handicapped, get the coun- 
try moving to support its programmes? 

Dressed in a Special Olympics 
sweater prominently swathed in the 
red-and-gold colours of the Chinese 
flag, Tim Shriver, the organization's 
youthful chief executive, talks 
about getting support through- 
out the Chinese system. For an 
organization like the Special 
Olympics, the most important 
thing is to push its presence down to local gov- 
ernment levels. Shriver says it's not all that 
hard, ultimately, to make the case to a Chi- 
nese municipal official: “You guys have a 
lot of problems. You guys have a lot of issues. 
How about... a soccer game?" 

The Special Olympics organization, 
founded by Shriver's mother, Eunice 


ducer, bears a keen resemblance to his 
Kennedy uncles. But despite all the fam- 
ily history, there's only one relative's name 
he drops during the course of a break- 
fast meeting—that of his brother-in-law, 
body-builder-turned-California Governor 
Arnold Schwarzenegger, a regular sup- 
porter of Special Olympics events. Shriver 
also cuts an athletic (though trimmer) figure: 
The morning's conversation is about the hotel's 
gym and swimming pool. He also has his family's 
proclivity for colourful language. Describing the reac- 
tion that his organization gets when a child consid- 
ered handicapped dribbles the length of a soccer 
field and scores a goal, he says: "They watch a 
kid they didn't ever think of doing that do that and 
everybody says *Holy .. . "." 

Last year, 179,510 handicapped people took 
part in Special Olympics programmes in China. 
That's a fair showing considering the country's 
historical antipathy towards non-governmental 
organizations. The organization is planning to 

hold its World Summer Games, featuring 7,000 

participants competing in 20 sports, in Shang- 
hai in 2007. That'll be the first Special Olympics 
world games in the developing world, and the second in 
Asia. (The Special Olympics has no formal attachment 
to the Paralympics, which runs the biggest sports events 
for physically handicapped athletes.) 

In 2003, the Special Olympics hosted its summer 
games in Ireland. Shriver says he was gratified to see 
letters from parents of handicapped children appear in 
Irish newspapers thanking them for their coverage of 
the events—particularly one from a man whose daugh- 

. ter was born with Down's Syndrome during the week 
e Games, who was delighted that his neigh- 
“Dours who'd seen the events in the newspapers 
President Hu Jintao. “He blew me all week expressed no pity, only joy, when they 
away," Shriver says, gushing about Hu's a : congratulated him on her birth. 

interest, support and ability to think on He'd like to see a similar attitude built out of the 
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- United States President John F. Kennedy, 
_ has been operating in China since 1986. 
It has a substantial degree of top-level 
acceptance from the government. 
Shriver is fresh from a meeting with 


-his feet. The organization also works closely with Shanghai games in three years. The organization's goal, more 
the China Disabled Persons Federation, headed than anything, is about getting rid of the stigma attached to men- 
by Deng Pufeng, the son of former President tal retardation and other disabilities. But that is difficult in the 

. Deng Xiaoping who was paralyzed when he was developing world. “The stigma is so severe that if you don't attack 
_ pushed out of a third-floor window during the Cul- the stigma first, you don't get anywhere,” Shriver says. “In poor 
tural Revolution. countries, it’s hardball out there. We understand that.” Which 
Shriver, an educator and former television pro- raises the question: How about a soccer game? BEN DOLVEN 
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‘What it really takes to raise my spirits” 


Stuart Beck 

President 
BROWN-FORMAN SPIRITS 
ASIA PACIFIC 





Stuart Beck is as down-to-earth as his company's 
flagship brand, Jack Daniel's. But he gets his real 
thrills on rugged treks and nature trails. That's 
why he watches National Geographic Channel. 
Because it's as real as he is. 
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Your Vision, Our Future 


Even in the rain, it shines. 





JC Imju:] 410 DIGITAL 


4-megapixel imaging with 3x optical zoom 
and sound recording in an all-weather metal body 


Photo opportunities come at unexpected moments. And in all kinds of weather. That's why our sleek new 
A |mju:] 410 DIGITAL is so special. It's got 3x optical zoom to frame any subject, in an elegant metal body 
that shrugs off any weather. Plus a new TruePic TURBO image processor for improved 4-megapixel image 
quality, the world's first all-weather sound recording, and a new semi-transmissive LCD monitor for easy 
viewing outdoors. The £ [mju:] 410 DIGITAL. With innovation like this, you know it's an Olympus. 





OLYMPUS CORPORATION www.olympus.com 
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/ China’s State Companies 
"HEN Tan World-Class Talent 


Christopher Bachran, 
Hotelier 
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Nothing, not even major IT change, stops the mail. The United States 

Postal Service partners with HP to make sure its IT environment is flexible 
enough to scale up or down, from 88 million pieces processed on an 
average day to 280 million on a peak day—on demand, without disruption. 
When it comes to helping the USPS manage change, HP— with hardware, 
software, solutions and services— delivers. 
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Letters 


WOLFOWITZ ON PAKISTAN 
The March 18 edition of the REVIEW 
published a report [Testing Time for 
Pakistan] in which your journalist 
made the extraordinary mistake of 
quoting statements that were actually 
made by himself during our conver- 
sation and attributing them to me. 
The misquotes—and the REviEW's 
headline—created the false impres- 
sion that the United States consid- 
ers the Pakistani government as less 
than fully cooperative in the war 
on terror and against the Taliban in 
particular. 

The Review apologized for this 
unfortunate error and ran a corrected 
version of the story [published on the 
REVIEW's Web site on Mar. 12]. How- 
ever, while that corrected version 
deleted the erroneous quotations 
themselves, it did nothing to explain 
how seriously the first article misrep- 
resents my views. 

As a result, REVIEW readers around 
the world may still be under the false 
impression that the U.S. government 
is unappreciative and even critical of 
Pakistan's efforts in the fight against 
terrorist organizations and state spon- 
sorship of terrorism. Ironically, they 
would have reached that mistaken con- 
clusion at the very time that Pakistan 
was conducting an aggressive opera- 
tion against terrorists holed up along 
the border with Afghanistan. 

For the record, then, allow me to 
set the record straight once more: The 
U.S. government—and the American 
people—appreciate and applaud the 
heroic efforts of the government of 
President Musharraf. 

I have made this very point publicly 
and consistently since the terrorist 
attacks of September 11: 

Only last week in a radio interview, 
I said that “you have in President 
Musharraf someone who has taken 
some extremely bold steps, particu- 
larly in helping us in Afghanistan that 
have helped us enormously in the war 
on terror.” 

That statement has represented my 
consistent view over a long period of 
time, going back two years ago to the 
Munich Conference on European 
Security Policy in February 2002, 





when I said, “No leader has taken 
greater risks in the struggle against ter- 
rorism than President Musharraf of 
Pakistan and no country has more at 
stake in this fight.” 

Again, among many other exam- 
ples, in September, 2002, I told the 
U.S. Pakistan Business Council that 
“we would not conceivably have been 
able to accomplish what we accom- 
plished in Afghanistan without the 
support of Pakistan, support that was 
made possible through the brave 
and bold leadership of President 
Musharraf. We are deeply grateful 
for that.” 

These quotations are genuine, and 
I stand by them. Your readers—and 
the people and government of Paki- 
stan—deserve to know that. 

PAUL WOLFOWITZ 
Deputy Secretary of Defence 
Washington 


POE WILL CONSULT 

This is in regard to Finance Officials 
Fear a Poe Win [Intelligence, Mar. 18]. 
You mentioned the concern over pres- 
idential candidate Fernando Poe Jr.’s 
pledge to lighten the Philippines’ for- 
eign debt burden. Perhaps you are 
referring to the pamphlet on the 
social covenant that is the platform 
Poe is running under. The pamphlet 
says it is the intention of Poe to 
“ensure that government lives within 
its means,” and one of six suggestions 
for doing so is to “look into the pos- 
sibility of restructuring our sovereign 
debt in the domestic and international 
financial markets.” 

Unfortunately, many have read this 
as something Poe will do unilaterally, 
alarming, of course, a lot of people, 
especially foreign banks. A careful 
reading of the social covenant instead 
suggests that if Poe becomes president, 
there will be a process of consultation 
and negotiations. 


PATRICK V. CAOILE 
Mandaluyong City 


All letters must include the writer’s name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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14 THE NEW BROOM IN SOUTH KOREA 
As parliamentary polls approach, the opposition 
tries to halt a public backlash and the president and 
his supporters prepare to reap the benefits 

18 VEEP SIGHTINGS: A visit by U.S. Vice-President 
Dick Cheney offers a rare opportunity 

20 SPRATLY SPATS: Asean and China agreed to behave 
over the disputed islands. Too bad Taiwan didn't 

21 TAIWAN UNITY: As election problems near 
resolution, it's time to heal political wounds 
Plus: What to expect at the president's inauguration 
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24 CHINA BRIEFING AND BUSINESS DIGEST 

26 FALUN GONG’S MEDIA WAR 
Countering a harsh crackdown inside China, the 
Falun Gong movement uses a New York television 
production company and a newspaper to hit back 
Plus: Editor won't say if she’s a Falun Gong member 
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MARKET RISK IN HONG KONG 

Hong Kong has missed an opportunity to raise its 
market-regulatory standards to meet global best 
practice, hurting both investors and the city’s 
reputation in the long run 

MALAYSIA'S SILICON DREAMS: While Malaysia 
promises an end to vanity projects, a loss-making 
silicon-wafer maker raises money to break into a 
niche market 


LURKENTS 


THE FUNNIEST THING 

Asia’s top cartoonists reveal what tickles them 
KOREA’S TRAILBLAZER: Kim Song Hwan shows 
his true colours 

LAT LAMPOONS MALAYSIA: Lat draws what he 
know best—“Kampung Boy” has come a long way 
HONG KONG POT-SHOTS: Zunzi finds Chief 
Executive Tung Chee-hwa an irresistible target 
ONCE THERE WAS SUKI: Indian cartoonist Manjula 
Padmanabhan pushes the envelope 
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AUNG SAN Suu Kyi will be released from house arrest. 
Maybe. Arriving in Bangkok earlier this week, Burma’s foreign 
‘minister, Win Aung, told reporters that the dissident leader would 
be released before the May 17 start of a national convention to 
draft a new constitution. Now, since even the generals running 
Burma know that the national convention will have no legitimacy 
unless it includes the participation of Miss Suu Kyi, this is at least 
some hope for her gaining freedom soon. 

Miss Suu Kyi and other senior members of her National 
League for Democracy have been held by the military since a 
bloody clash last May between a pro-junta mob and her sup- 

porters in northern Burma. Initially, the lie from the junta 
was that she was being held for her safety. The truth is that a 
Miss Suu Kyi free to travel the country proved too popular 
with the people and unnerved the junta. 

Forced by international reaction to Miss Suu Kyi's deten- 
tion, the junta in August announced plans to revive the 
national convention. The first one was suspended in 1996 after 
the NLD walked out, rightly accusing the junta of manipu- 
lating the process. Even if Miss Suu Kyi and her NLD are 
. invited back to the new convention, it remains to be seen if 
. the generals have mended their ways. The dictatorship has lied 
. so often about its intentions to get honest that there is no 


-'THE COMPLETION OF parliamentary Mrs. 


After the Elections sr 


Kumaratunga has appointed 





Will Burma's Generals Get Honest? - 


Forget the national convention; Burma should recognize the 1990 election results 


choice except to remain sceptical until proved wrong. 

In the previous convention, the junta sought a constitu- 
tion that would give the military 2596 of seats in the lower house 
of parliament, control over the upper house and a veto over pol- 
icy. Most of the 700 convention participants were hand-picked 
by the military—only 86 participants represented the NLD, 
which has been the legitimate government-in-waiting since 
overwhelmingly winning the 1990 elections that the junta nixed. 
In short, the generals were seeking a veneer of legitimacy for 
continuing their grip over life in Burma. There is little to sug- 
gest that the junta is now willing to contemplate any diminu- ~ 
tion of its substantial power, or to allow the convention to con- ..- 
duct open-ended negotiations. | 

Certainly, the signs are that Miss Suu Kyi, a Nobel Peace 
Prize winner, soon may be freed. Reports are that secret meet- 
ings have been taking place between her and members of the 
junta. Ordinary Burmese and their friends outside the coun- 
try look forward to Miss Suu Kyi's release. But we'd be even hap- 
pier if it came with the junta’s acceptance that Burmese long 
ago made a choice that democrats like Miss Suu Kyi should lead 
the country, not unelected generals. What Burma needs isn't a 
revived national convention. The country cries out for recog- 


Lanka peace in doubt 


investment once again. The engagement 


. elections in Indonesia now sets the stage 
-. for the country’s first direct presidential 
- polls in July. But in Asia's other recent par- 
liamentary polls, Sri Lankan voters cleared 
. away uncertainties from months of polit- 
-ical bickering. The trouble is, the outcome 
. doesn't augur well for the prospect of a set- 
- tled peace in the country’s civil war. What 
. was supposed to be have been the first div- 

. idend from the war against terrorism— 
when funding for the Liberation Tigers of 
. Tamil Eelam suddenly dried up and forced 
the group into negotiations—could turn 
out to be a missed opportunity. 

On Friday, voters snubbed Ranil Wick- 

 remesinghe's United National Party, 

— which was responsible for a ceasefire with 

| the LTTE. Instead, they gave President 
Chandrika Kumaratunga's United Peo- 

. ple's Freedom Alliance a simple majority. 
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Mahinda Rajapakse as prime minister, 
and he will now work to assemble a coali- 
tion government. The elections put both 
the presidency and parliament firmly in 
Mrs. Kumaratunga’s control. And it ends 
the cohabitation the president has had 
to endure with the government led by Mr. 
Wickremesinghe. He had been furiously 
pressing negotiations with the LTTE— 
with results that the president has shown 
her distaste for on many occasions. 

To be sure, Mr. Wickremesinghe's 
engagement with the LTTE was not perfect; 
there were numerous allegations of cease- 
fire infringements by the Tamil Tigers. But 
the engagement did lead to tangible ben- 
efits: two years of peace and a resurgence 
of the important tourism industry. Just as 
crucially, it raised foreign businesses' 
assessment of Sri Lanka as a venue for 


was also supported by the United States. 
Despite accusations of an intractable hard 
line, this was an important sign of Amer- 
ica's broader intention to see violent groups 
ultimately reintegrated nationally. 

But now, Sinhalese nationalism endan- 
gers the substantial gains already achieved. 
Mrs. Kumaratunga says she will continue 
peace talks with the LTTE. But given that 
she has criticized what she characterized 
as too-generous concessions to the Tamil 
Tigers, itis unclear how she will gain trust 
from LTTE negotiators. Indeed, conces- 
sions haven't been one-sided: For its part, 
the LTTE gave up demands for independ- 
ence of northern and eastern territories. 
With all the levers of power finally in her 
hands, Mrs. Kumaratunga must show she 
won't scupper what had been a promis- 
ing prospect of peace in Sri Lanka. : 
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A New Singapore 
Premier by August 


Singapore’s long-awaited political succession may be only 
weeks away, according to senior Singaporean officials. There’s 
no doubt that Prime Minister Goh Chok Tong will step down 
and hand over power to Deputy Prime Minister Lee Hsien 
Loong, who is the son of Singapore’s first Prime Minister 
Lee Kuan Yew. The timing, however, has been up in the air. 
The officials say it now looks more likely that an announce- 
ment will be made some time in May, and the transfer will hap- 
pen before the republic’s national day on August 9. That would 
give the incoming premier an opportunity to announce his 
platform in his National Day address. As for Gol’s political 
future, most analysts see the republic’s second premier fol- 
lowing in the footsteps of its first, remaining in the govern- 
ment as a senior minister and member of the cabinet, as Lee 
Kuan Yew did when he stepped down in 1990. A sensitive part, 
some observers believe, will be that Lee Hsien Loong will have 
to announce his father's reappointment to the cabinet. 


KOIZUMI IRAQ Vistr RUMOURED 

Japan's Golden Week holiday beginning at the end of April 
is typically a time when the prime minister travels abroad to 
visit other heads of state. But this year, Junichiro Koizumi has 
no such plans. What’s going on? Takao Toshikawa, a Tokyo 
political analyst with close ties to the government, suspects 
Koizumi is planning a surprise drop-in on Japanese troops in 
Iraq. He says members of Koizumi's staff recently told him 
about plans for such a trip. A visit would boost morale among 
the some 600 members of Japan's Ground Self-Defence 
Forces there, and show that Koizumi is confident of secu- 
rity despite the threat of terrorist attacks. Japanese media, 
on the other hand, have speculated that Koizumi is avoid- 
ing unnecessary travel amid concerns about security. Fears 
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ON DECK: Deputy Prime Minister Lee Hsien Loong may take 
over by August, according to officials 


about Japan's vulnerability to terrorism have risen since the 
March 11 train bombings in Madrid, with police beefing up 
security over the past weeks. A spokesman for the prime min- 
ister says Koizumi will stay at home, but won't elaborate. If 
Koizumi does stay in Japan for Golden Week, it will be the 
first time in his three-year tenure that he has done so. 


CONGRESS BILL ON NorTH KOREA RIGHTS 
Two prominent members of the United States Congress have 
drafted legislation which will spotlight North Korea’s human- 
rights violations and ensure greater transparency in the deliv- 
ery of humanitarian aid. But the draft bill does not link action 
on human rights to strategic issues such as Pyongyang’s 
nuclear-weapons programme. The draft bill, called the North 
Korean Human Rights Act of 2004, authorizes $2 million a 
year for programmes by non-governmental organizations pro- 
moting human rights, democracy and the rule of law in North 
Korea, and urges Radio Free Asia and Voice of America to 
increase their radio broadcasts into the country. The bill, co- 
sponsored by Republican Jim Leach, who chairs the House of 
Representatives’ Asia subcommittee, and Democrat Tom Lan- 
tos of California, authorizes the U.S. government to provide 
not less than $100 million a year for humanitarian assistance 
to North Korea through the United Nations and NGOs. It also 
authorizes $20 million for spending on North Korean 
refugees outside their country and clarifies that North Kore- 
ans are eligible to apply for asylum in the U.S. The draft 
legislation was approved by the House Asia subcommittee on 
March 31; its sponsors expect it will be considered by the Judi- 
ciary Committee in late April. Senate aides say the new bill 
is gathering considerable support in the Senate. 


NORTH KOREAN NUKES IN BURMA? 

The United States government has set up an interagency 
group of senior officials to examine whether North Korea is 
selling missiles or nuclear technology to Burma. A U.S. 
official working on non-proliferation issues says a group of 
deputy assistant secretaries from the departments of State, 
Defence and other agencies was “just convened” to monitor 
“weapons-related issues” in Burma. Deputy Assistant Secre- 
tary of State Matthew Daley told a congressional hearing on 
March 25 that Washington has raised the issue of “possible 
missile transfers” from North Korea with Burmese officials 
and “registered our concerns in unambiguous language.” He 
said the officials responded by insisting that they “have not 
accepted offers of such weapons systems.” Daley also told the 
congressional hearing that press reports that Burma was seek- 
ing to acquire a nuclear-research reactor “are not well 
founded.” Regarding reports that Rangoon was providing 
heroin as compensation to acquire military technology or 
equipment, Daley said “available evidence does not support 
such a conclusion.” 
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EU FIRM ON CHINA ARMS EMBARGO... 
The European Union is unlikely to lift its arms embargo on 
China any time soon, according to officials in Brussels. The offi- 
cials cite a lack of consensus among member states and pres- 
sure from the United States to maintain the ban, which was 
introduced in 1989 in response to the massacre in Tianan- 
men Square by China's military. France, keen to strengthen 
commercial ties with China, has led calls in Europe for an 
end to the embargo. The European Parliament and the German 
Green Party are among those in Europe publicly opposed to a 
change in policy, pointing to China's poor human-rights record. 
Analysts say that EU officials in favour of ending the embargo 
would like to see China make a high-profile gesture on human 
rights. They believe this would help ease public concern over 
the prospect of selling arms to Beijing. Such a gesture might 
include ratification of the UN Covenant on Civil and Political 
Rights, which Beijing signed in 1998. 


... BUT WEN’s Visit Looks PROMISING 
Despite the European Union's arm embargo, the May visit to 
Brussels by Chinese Premier Wen Jiabao is expected to yield 
concrete developments in the already fast-growing ties between 
the EU and China. “If things go to plan over the next 12 months 
we will sign six or seven major agreements with China,” says 
an EU official in Brussels. Among these are a customs coop- 
eration agreement expected to be initialled in the 
next few weeks that will focus on improved trans- 
parency in customs declarations, for example, on the 
origin and valuation of goods and the prevention 
of the export of pirated goods from China to the EU. 
Other China-EU agreements in the works cover 
nuclear research, implementation of the Galileo 
satellite-navigation project, in which China has 
promised to invest 200 million euros ($166 million), 
and an agreement to cooperate on space research. 


HANOI LITERARY STORM 

Has Vietnam turned into a literary wasteland? That’s the view 
put forth recently by Hanoi author Nguyen Huy Thiep, spark- 
ing an uproar within the nation’s intelligentsia and spurring 
debate on the Internet. In a three-part series published last 
month in the local weekly magazine Today, Thiep charged that 
Vietnam has failed to produce any writers with “real style and 
vitality” over the last decade and branded the nation’s liter- 
ary critics as “butchers” and “slaves.” The 53-year-old Thiep, 
acclaimed at home and abroad since the late 1980s for his 
deft, critical short stories, warned that “a society without great 
literature . . . is a society whose humanity is in decline.” In 
rebutting such charges, some Vietnamese writers have 
implied that Thiep is merely seeking attention to revive his 
own literary career. In an April 3 essay titled “Is It True That 
Most Vietnamese Writers Are Ignorant and Poets Are Hooli- 
gans?," Saigon poet and literary critic Tran Manh Hao 
reminded Thiep that “arrogance” and “merciless criticism" 
were not hallmarks of a truly talented writer. — 
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COOPERATING: The 

EU’s Javier Solana in 
Beijing with China’s 
Wen Jiabao 
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THIS WEEK 


Incomplete Victory in Sri Lanka Polls 


President Chandrika Kumaratunga can take sol- 
ace in her party’s victory in Sri Lanka’s parliamen- 
tary polls; she probably won't need to govern 
alongside a political rival as she has done for the 
past two years. But her post-election task is far 
from easy. Her party fell eight seats short of an 
absolute majority, and the support she'll need to 
govern includes a popular Marxist political party 
that she once accused of assassinating her hus- 
band. Particularly uncertain now is what happens 
to peace talks with the separatist Liberation 
Tigers of Tamil Eelam, who have been fighting a 





VOTES: Uncertain victory 


CARS 


DaimlerChrysler is looking to 
secure Y700 billion ($6.62 
billion) to bail out Mitsubishi 
Motors, the Japanese car maker, 
of which it owns 37%. The money 
is integral to a three-year busi- 
ness plan developed to turn 
around Mitsubishi, which has 
been battered by losses in North 
America. A strategy to extend 
car-buying loans to borrowers in 
the United States has backfired 
because of a wave of loan 
defaults. In February, Mitsubishi 
increased its forecast for losses 
in the fiscal year to March 31 
from ¥11 billion to ¥72 billion. 
Until 2003, the U.S. had been the 
primary source of profit for the 
company in recent years. The 
cash infusion is supposed to be 
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civil war for the past 
three decades. 
Kumaratunga had 
accused her main foe, 
former Premier Ranil 
Wickremesinghe, of 
giving too much away 
in negotiations to end 
the fighting. 


used to upgrade car-making 
operations and reduce staff 
numbers. DaimlerChrysler is said 
to be trying to get funding from 
other major stakeholders in the 
Mitsubishi group, which includes 
Mitsubishi Heavy Industries and 
the Bank of Tokyo-Mitsubishi. 


Photos: AFP 





CASH: Mitsubishi will revamp operations 


JAPAN 


The economy is showing 
signs of gaining strength 
beyond the export 
sector, which has been a 
key driver of the nation's 
recovery in recent 
months. The possibility 
that consumers may be 
contributing to a 
recover—big retailers 
have recently reported 
profit increases for the 
fiscal year that ended on 
March 31-is bolstering 
sentiment that the 
economy may be ready 
for a much broader and 
more sustainable rally 
than any time in more 
than a decade. The 
government said the 
economy probably grew 
about 3% for the fiscal 
year to March 31, which 
is better than the 276 
growth forecast by the 
government. 


THAILAND 


Thai Petrochemical 
Industry, the nation's 
most visible corporate 
symbol of financial 
distress caused by the 
1997 currency crisis, will 
reduce its total debt by 
more than $1 billion to 
$1.8 billion under a 
recently revealed plan. 
Court-appointed adminis- 
trators propose writing 








A DISTRICT COURT ruled 
that war-shrine visits by 
Japanese Prime Minister 
Junichiro Koizumi—who 
has only been following 
standard practice—are 
unconstitutional. In a 
case brought by more 
than 200 families of war 
dead, the court ruled that 
Koizumi's visits to the 
Yasukuni shrine violated 
the constitutional separa- 
tion of church and state. 
Koizumi said he thought 
the ruling was "strange" 


and said he would 
continue to visit the 
shrine. The visits stir 
animosity against Japan 
in Asia, especially in 
China and South Korea. 


down 9056 of the com- 
pany's paid-up capital in 
an effort to reduce 
retained losses. However, 
the company's founder 
and loud critic of most 
recovery plans for the 
company over several 
years, Prachai 
Leophairatana, vowed to 
fight this proposed 
restructuring. 


MALAYSIA 


Kuala Lumpur rejected a 
proposal from the United 
States that the U.S. Navy 
help patrol the Strait of 
Malacca, one of the 
world’s busiest water- 
ways. The head of the 
U.S. Pacific Command 
said that Washington 
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intended to use its 
forces to counter terror- 
ism in the strait. How- 
ever, Malaysia said that 
the U.S. didn’t consult it 
and should have 
obtained its consent 
before it made such an 
announcement. 


Four men, one wielding 
an axe, attacked at the 
Burmese embassy in 
Kuala Lumpur, injuring 
two diplomats and 
setting the embassy on 
fire. One Burmese 
diplomat was hospital- 
ized with axe wounds to 
his hands and head, and 
the embassy was badly 
damaged. The attackers 
were believed to be 
refugee members of 
Burma’s Rohingya 
Muslim minority angered 
by official Burmese 
inaction regarding their 
status. In all, 14 people 
were detained by police. 


VIETNAM 


A week after declaring 
itself free of bird flu, 
Vietnam’s Ho Chi Minh 
City has banned the sale 


of live poultry in markets, 


which are widely sus- 
pected of being where 
bird flu first jumped the 
species barrier to 
humans. An outbreak of 
the disease this year 
killed 16 people in 
Vietnam. Under new 
regulations, the killing of 


birds must be done at 
government-approved 
slaughterhouses. 


SINGAPORE 


Australia’s Qantas 
Airways Chief Executive 
Geoff Dixon says his 
airline will team up with 
the Singapore govern- 
ment in a new budget 
carrier, the fourth to be 
based in Singapore and 
the second in which the 
Singapore government is 
investing. The as-yet- 
unnamed budget carrier 
will include nearly $60 
million in capital from 


Qantas and the Singapore 


government’s Temasek 
Holdings. Temasek and 





DIXON: New venture 


Singapore Airlines said 
late last year that they 
would establish budget 
carrier Tiger Airways. 


PHILIPPINES 


Inflation picked up in 
March, increasing specu- 
lation that the central 
bank would tighten 


POULTRY: No live sales in Ho Chi Minh City 





monetary policy. After 
3.4% year-on-year 
increases in January and 
February, inflation 
increased to 3.8% in 
March. Philippine mone- 
tary authorities are 
expected to be reluctant 
to make any monetary- 
policy moves in advance 
of presidential elections 
to be held on May 10. 


HONG KONG 


Retail sales had their 
biggest gain in four years 
in February, according to 
the government. Offi- 
cials attributed the surge 
to tourist arrivals and 
gains in asset prices on 
items such as property 
and stocks. Sales 
increased 13.2% from a 
year earlier, which was 
the largest monthly 
increase since January 
2000. The number of 
people visiting Hong 
Kong increased 8.4% in 
the first two months of 
2004. Hong Kong has 
experienced seven 
straight months of retail- 
sales increases after 
almost two years 

of declines. 


SOUTH PACIFIC 


A group of small nations 
has been meeting to 
discuss the possibility 
raised by Australia that 
they could become 
havens for terrorists and 
criminal gangs. The 
Pacific Islands Forum, 
which includes Fiji, 
Samoa and the Feder- 
ated States of Microne- 
Sia, was established in 
1971. At the recent 
meeting, leaders of 
forum nations stressed 
the need to improve 
airport security and 
immigration controls. 
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VOTE COUNT: Officials inspect a ballot paper 


MEGAWATI’S POLL WOES 
Early projections from Indonesia's April 5 par- 
liamentary elections put the former ruling party, 
Golkar, ahead of President Megawati Sukarnop- 
utri's Indonesian Democratic Party for Struggle 
(PDI-P) by a handy margin. 

But there were indications that the PDI- 
P’s losses were not always Golkar’s gains. The 
right-leaning Justice Party for Prosperity (PKS), 
with its bottom-up structure, long-term vision 
and message of clean governance, appeared to 
be coming out of the polls as a strong new force 
in Indonesian politics. 

Provisional results of the voting, which was 
for both national and regional parliaments, 
are expected around April 11. However, while 
the votes are counted, attention is already turn- 
ing to the first round of the presidential elec- 
tion on July 5 and an emerging battle between 
Megawati and her former security minister, 
Susilo Bambang Yudhoyono, who leads several 
contenders aiming to unseat her. 

The surprisingly strong showing by Yud- 
hoyono’s tiny, ill-prepared Democrat Party 
in Jakarta provided yet another sign of the 
retired general’s popularity, which is now 
widespread across much of vote-rich Java. 
Days before the parliamentary election, a new 
opinion poll showed Yudhoyono leading 
Megawati for the first time. But it was still too 
early to tell whether his Democrat Party would 
clear the threshold of 5% of the national vote 
needed to allow him to run under his own ban- 
ner rather than in an alliance with another 
party or parties. 

John McBeth 
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ELECTIONS 


A Clean Sweep 
For South Korea 


After giving the public a litany of scandals and an unpopular impeachment, opposition politicians 
are going to great lengths to polish up their image. As they ash for the votes of Koreans in a 
watershed election on April 15, this could be the moment for President Roh's political revolution 


By Donald Greenlees/PUSAN AND SEOUL 


NATIONAL 
PLEA: South 
Korean voters 
at a rally for 
national 
harmony 
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WHEN SOUTH KOREA'S national assem- 
bly voted to impeach President Roh Moo 
Hyun on March 12, it was difficult to 
fathom what political strategy opposi- 
tion legislators had in mind. Certainly the 
country's voters couldn't work it out. Opin- 
ion polls immediately registered public 
distaste for what was widely seen as a 
crude grab for power. 

With elections for the 299-seat 
assembly scheduled for April r5, the 
opposition Grand National Party (GNP) 
is scrambling to make up lost ground. 
One recent poll showed it trailing the pro- 
Roh Uri Party with 18.496 against 42.496. 
On those figures, Uri would sweep to par- 
liamentary dominance. 

At GNP headquarters, rueful party 
bosses can only count the cost of co-spon- 
soring the impeachment motion with 
Roh's former allies in the small Millen- 
nium Democratic Party (MDP). 

“It’s a failure, seen as an electoral strat- 


NEW IMAGE, 


* Parties are scrambling to 
improve their image prior 
to the April 15 elections 


e Roh, seen as a political 
outsider, could benefit 


e The burst of scandals 
could change Korea’s 
democracy for the better 












NEW POWERS 


e By impeaching President 
Roh, the opposition has 
damaged its standing 


egy,” says Lee Kang Soo, a GNP director 
general, though he won't concede that the 
decision to impeach was wrong. 

In an effort to recover from the 
impeachment debacle, GNP has resorted 
to tinkering with its image. Voters are 
being offered the “new GNP,” which has 
elected a new leader, Park Geun Hye, the 
daughter of a former president, and 
moved out of its Seoul headquarters into 
a campsite of tents and containers to 
underscore the point. 

“It’s a desire to leave the old behind 
quickly,” says Lee, explaining the move 
into his austere tent office. But a long 
pause ensues when he is asked whether 
tents aren't also a place for circus per- 
formances. “It can partially be considered 
a show,” he replies. “But it’s not a show in 
the sense that it’s a lie or something.” 

The impeachment of Roh, coming 
just one year into his five-year term, has 
turned the assembly elections away from 
pressing economic and political reform 
issues into a referendum on the opposi- 
tion-controlled assembly’s conduct and, 
to a lesser extent, on Rob's controversial 
presidency. The nine judges of the 
nation's Constitutional Court are expected 
to bring down a verdict 
soon on whether to uphold 
the assembly vote or rein- 
state Roh. If the court 
rules in favour of impeach- 
ment, a presidential elec- 
tion would have to be held 
within 60 days. 

Regardless of the out- 
come, the assembly's 
actions have served to 
remind voters of what they 
don't like about their 
politicians. In recent 
months, Koreans have 
been treated to a tawdry 
stream of headlines about 
| legislators landing in court 
| or behind bars for cor- 
M ruption, including accept- 
ing illegal campaign dona- 
tions. The assembly's image probably 
hit a low during Roks impeachment on 
March 12 when, on live television, legis- 
lators put on a display reminiscent of a 
bar-room shoving match. 

Some analysts see something positive 
in all this: They say the burst of corruption 


Ahn Young-joon/AP 


scandals of the past 12 months and Roks 
impeachment could well have a cathartic 
effect on a maturing democracy. 

Scott Snyder, a senior analyst with 
the Asia Foundation, terms it “creative 
destruction.” Moreover, he says, Roh is at 
the centre of forcing a change to the polit- 
ical culture. “We had an economic crisis 
in 1997 that created the opportunity to 
change Korea’s economic institutions; the 
impeachment offers the same thing on 
the political side,” says Snyder. 

The political parties and candidates 
know they have to change—the voters are 
telling them as much. Civil-society groups 
have been more active in recent years in 
forcing political accountability through 
actions such as drawing up lists of 
allegedly corrupt candidates. 

“The most important thing for the 
people is a very clean election and a more 
democratic national assembly,” says Choi 
Cheol Gook, a clean-cut new candidate 
for the Uri Party in a district outside 
Korea’s second city, Pusan. “Until this 
election, giving gifts and buying lunch 
[for voters] really did make a difference. 
But this time it's a very clean election." 

Not entirely clean. Even during the 
current campaign, several candidates 
have had to drop out because of alleged 
illegal finance activities. Change isn't 
coming overnight. 

Pusan schoolteacher Ko Ho Sook 
appreciates the mixed blessings of Korea's 
rollicking democracy more than most 
voters. For all its faults, he knows how far 
this democracy has come. Just over two 
decades ago, in a Pusan detention centre, 
Ko was trussed up in a position known 
as the “roast chicken": it involved being 
strapped to a stick, strung across two 
tables and being beaten senseless. 

“All my body was swollen, from the 
top of my head to my big toes and my toe- 
nail fell off because it died," says the 
bespectacled 47-year-old in a Pusan hotel 
coffee shop. *I had bruises all over my 
body; even if they touched me it hurt." 

Ko's crime in the authoritarian times 
of President Chun Doo H wan: He was 
part ofa circle reading banned books. He 
went to jail for two years. 

"University students today could 
never imagine how the political situation 
was in my time," he says. But on Korea's 
burgeoning democracy, he adds: >> 
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"Many people who were there then are 
still disappointed." 

South Korea's impeached president 
should understand Ko's ambivalent sen- 
timents about the state of democracy. As 
a young lawyer in Pusan, Roh took the 
case of defending Ko and several others 
from the book circle. The so-called “Burim 
incident,” staged by Chun's regime, which 
took power by a military coup, was Roh's 
first human-rights case and his first real 
introduction to the fight for democratic 
reform. Roh, who had prospered as a tax 
lawyer, said the case changed his life. 
"When I saw their horrified eyes and their 
missing toe nails, my comfortable life as a 
lawyer came to an end," he once said. 


ROH THE OUTSIDER 
Fast-forward 23 years: Roh has become 
the béte noire of the Korean establish- 
ment, often vilified in the conservative 
press and wherever the well-heeled gather. 
In South Korea, an establishment pedi- 
gree usually means education at an elite 
school, particularly Seoul National Uni- 
versity, a place in the moneyed echelons 
of the Korean conglomerates and mem- 
bership in the conservative GNP. 

Roh is the outsider. He is a humble 
farm boy. Poorly educated, he got through 


NEW ERA: 
Candidates' clean 
young faces are 
meant to represent 
an end to corruption 
in politics 
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the bar exam on the fourth try by study- 
ing law books on his own. He is rough 
around the edges. Educated Koreans often 
say his manner of speech, his actions and 
demeanour are not presidential. And he 
is firmly committed to unwinding some 
of the privileges enjoyed by the old Korean 
political and business elites. 

“He is not accepted among the elite 
because he is an interloper,” says the Asia 
Foundation’s Snyder. “The rhetoric that he 
uses to appeal to supporters is different 
because it’s a different set of supporters. 
The way he talks in politics is different and 
that is jarring for a lot of Koreans.” 

Roh, according to Snyder, has delib- 
erately set out to “see politics-as-usual 
turned on its head.” One of the hallmarks 
of that approach has been to curtail the 
system of favours and protection that radi- 
ated from the presidency. Roh has opened 
the way for state prosecutors to far more 
aggressively go after corruption among 
politicians and political advisers, includ- 
ing some of his own allies. 

Roks ambitious political reform 
agenda rides on the outcome of the 
national assembly elections and the 
impeachment crisis. The GNP-backed 
impeachment motion made three charges 
against Roh: alleged illegal campaigning in 
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an off-the-cuff comment in support of Uri 
at a press conference; receipt of illegal cam- 
paign funds; and administrative incompe- 
tence. The first is widely regarded by con- 
stitutional experts as minor; the latter two 
unproved. Most analysts predict the Con- 
stitutional Court will reject the impeach- 
ment, especially if Uri fares well at the 
polls. If Roh is reinstated, and Uri makes 
a strong showing, it would likely produce 
an emboldened administration. 

For the opposition GNP, and many 
others in the elite, the promise of what 
Roh could do with a parliamentary major- 
ity is profoundly unsettling. 

“President Roh is a very frightening 
man,” says Chun Clara Youk, GNP 
spokeswoman. “In the beginning, I 
thought he was an amateur and not polit- 
ically educated. I have seen him for a year 
and seen him evolve from an amateur- 
ish person to a scary person." 

Moon Chung In, who teaches polit- 
ical science at Seoul's Yonsei University, 
estimates that the number of politicians 
arrested in the past year over corruption 
rivals the crackdowns after the military 
coups of 1961 and 1979. He predicts Roh 
will seek a healing period if he survives the 
impeachment, but there will also be no let- 
up in the push for political reform. 
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SIDELINED: 
President Roh 
and his wife 
tend the garden 


“What he is doing is a political revolution within the 
law,” says Moon. “He is making an enormous contribution 
to our society, to ending collusive politics.” 

Political reform didn't start with Roh's administra- 
tion, but he has pushed it forward, sometimes simply by 
refusing to use the authority the presidency gives him to 
intervene. For instance, he has allowed a number of his 
advisers and political allies to be prosecuted—a situation 
analysts say was unheard of in the past. 

"It's an ugly and contested process every step of the 
way," says Snyder. “Everything he has done is a possible 
seed of his own destruction. Everything positive he has 
done comes back to bite him in a way." 

But those who have known Roh since his early days 
in Pusan say he would not be deterred by the risks to 
his own political survival. After being released from 
prison, Pusan schoolteacher Ko recalls spending long 
hours in Roks living room discussing how to develop 
Korean democracy. 

“I don't think he has changed,” Ko says. “He is not work- 
ing for the rich or the elites. He is still sincere." 

Rots habit of playing up his poor origins and his record 
as an outsider fighting the establishment clearly irks the 
Korean elite. But it undoubtedly strikes a chord with many 
ordinary voters, nowhere more so than in his home village 
of Bonsan-li, an hour's drive from Pusan. 

In a small concrete bungalow overlooking the dun- 
coloured fields where Roh's parents once farmed, 59- 
year-old Kim Yeong Ja receives a steady stream of visi- 
tors. It's been 37 years since she bought the house where 
Roh was born. Since the impeachment by the national 
assembly, crowds of up 1,300 people have been pressing 
into the narrow lane around the cottage every Sunday to 
hear speeches aimed at bringing out the vote for Uri and 
to defend Roh's record. 

Kim, herself a farmer, has a dim view of most politicians. 
"They are all trying to look after themselves," she says. But 
Roh, she says, breaks the mould: “He understands us. He 
knows what we need. Rich people don't know." = 
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U.S. RELATIONS 


A Rare Glimpse 


Coming soon to Asia: A chance to hear the 
views of the less-than-transparent Dick Cheney 


By Murray Hiebert/WASHINGTON 


DICK CHENEY IS arguably one of the most powerful vice-pres- 
idents in the United States’ history. He is also something of 
a mystery to the American public, who often have so little idea 
of his “undisclosed location” and his views that these have 
become a running joke for political humourists. 

Much could be revealed over the week of April 9-16 when 
President George W. Bush's running mate will appear in Asia. 
In his first visits to Japan, China and South Korea as vice-pres- 
ident, Cheney will meet with Asian leaders to discuss North 
Korea's nuclear-weapons programme, Taiwan's future, mili- 
tary operations in Iraq, counter-terrorism and trade issues, 
U.S. officials say. 

Cheney will use the trip as an opportunity to highlight 
U.S.-Asia relations as “one of the unsung success stories" of 
American foreign policy over the past three years, says Victor 
Cha, an East Asia specialist at Georgetown University. 

Cheney, a key architect of the war in Iraq, is widely 
assumed to be deeply conservative, though he rarely offers 
his foreign-policy views in public. “In a meeting once, 
he said, ‘I see myself as an honest broker and I give my 
advice to the president which I don't tell anyone’,” says 
an official who has watched Cheney in action, and asked 
not to be identified. 

The vice-president, who previously served as White 
House chief of staff, a congressman and secretary of defence, 
has appointed about a dozen foreign-policy experts who work 
outside Bush's National Security Council. Many foreign vis- 
itors to Washington seek appointments with these aides 
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ASIAN APPEARANCE: Vice-President Dick Cheney 


as well as with those in the council and the departments 
of State and Defence. 

That hasn't made his views on key issues any more trans- 
parent. Cheney was seen as a hardliner on China when the 
Bush administration took office, but he is believed to have 
moderated his views since the September 2001 terrorist 
attacks in the U.S. "The administration has kind of come 
around to the view that we need China on certain key 
things ... so it's not fruitful to paint China as an adversary,” 
says a Senate aide working on Asia. 

Chinese analysts say they're still not clear on Cheney's 
stance toward Beijing. "We've asked many people and they 
say... he's not friendly, but he's not anti-China," says an ana- 
lyst close to the government in Beijing. 

Most observers are more confident that they understand 
the vice-president's views on North Korea and the six-party 
talks on Pyongyang's nuclear programme, which were organ- 
ized by Beijing and include South Korea and Japan. ^He thinks 
the talks aren't a good use of time," says a Republican con- 
gressional aide. "He's after regime change. Period." 

Beijing expects to talk to the vice-president about Tai- 
wan, North Korea, the war in Iraq and other bilateral issues. 
"It's important for China's new leaders to meet Cheney," says 
the Chinese analyst. “He represents the neo-cons in the 
government," he adds, referring to a group of hardline offi- 
cials, often called neo-conservatives, who champion a more 
assertive American foreign policy. 

The analyst says China will want Cheney to clarify U.S. pol- 
icy toward Taiwan now that President Chen Shui-bian has been 
re-elected. Beijing fears Chen will take additional steps over the 
next few years to declare Taiwans independence from China. 
U.S. officials expect Cheney to raise Beijing's human-rights 
abuses and its $113 billion trade surplus with the U.S. 


PLAN FOR TOKYO AND SEOUL 

In Japan, a U.S. official says, Cheney will *pat the allies 
strongly on the back for their cooperation in Iraq," where 
Tokyo has dispatched troops and pledged reconstruction 
aid. The vice-president will also raise North Korea and urge 
Japan to step up its imports of U.S. beef. In South Korea, 
impeachment proceedings against President Roh Moo Hyun 
will steer Cheney to meet with Prime Minister Goh Kun 
instead. Cheney will likely thank Seoul for its commit- 
ment to send troops to Iraq and discuss the Pentagon’s plans 
to relocate U.S. forces away from the densely populated areas 
north of Seoul. 

Democratic analysts believe Cheney will have another 
agenda on North Korea. He will be "laying the groundwork 
for getting tough on North Korea when the peace talks fail," 
a Senate aide argues. Cheney will seek in each of the capi- 
tals to “shore up" support for a firm response to Pyongyang, 
so that when the nuclear-weapons talks collapse "they will 
move with us as opposed to breaking with us,” the aide says. 
Once that's done, Cheney will be free to fly back home to 


another undisclosed location. = 
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SPRATLY ISLANDS 


More Claims 


New rhetorical clashes over the Spratlys suggest 
that an agreement in 2002 didn’t solve anything 


By Barry Wain/SINGAPORE 


WHEN THE ASSOCIATION OF Southeast Asian Nations and 
China reached agreement 18 months ago on how to behave 
in the South China Sea, both sides were quick to proclaim 
success in one of the region’s most vexing security concerns. 
They intended to send a message that the South China Sea 
was no longer a flashpoint. However, it was obvious from the 
start that the pact was flawed, a political compromise attempt- 
ing to paper over, after years of negotiation, the failure to agree 
even on a code of conduct among rival claimants. 

The extent of the shortcomings of that Declaration on 
the Conduct of Parties in the South China Sea has been laid 
bare in recent weeks as some of the six governments with 
territorial and jurisdictional claims have manoeuvred for advan- 
tage. Among the most contentious actions: Taiwan built a small 
structure on a reef in the strongly disputed Spratly Islands, and 
Vietnam announced that it will conduct a trial boat tour of 
the Spratlys for local sightseers this month. 

The moves drew sharp exchanges, at least in terms of 
diplomatic-speak. Beijing said that Vietnam's move “infringed 
on China’s territorial sovereignty.” Hanoi promptly replied 
that China’s statement was “completely groundless,” a vio- 
lation of “Vietnam's sovereignty” and “does not conform to 
the real situation.” Vietnam added that Taiwan's move to build 
on one island was an “act of land-grabbing expansion.” The 
Philippines also weighed in with a milder protest. All of 
the parties except Taiwan invoked the joint declaration to 
support their views, though the rhetoric did little but draw 
attention to just how ineffectual that agreement really is 
when tensions rise. 

Moreover, Taiwan's action 
to erect what a Foreign Min- 
istry spokesman called a “sim- 
ple bird-watching stand” 
exposed a largely ignored gap is ; 
in the Asean-China declara- SAA pmen an 
tion. Taipei, which occupies KATANG: 
the largest island in the 
Spratlys, isnt a signatory. 

“The declaration is a half- 
step,” says Mark Valencia, an 
oceans specialist at the East- 
West Centre in Honolulu. “It’s 
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binding.” Valencia suggests that all the parties knew, “despite 
their pious words,” that the declaration was sure to be buf- 
feted by continuing developments. 

In contrast, Asean officials proclaim themselves “quite sat- 
isfied" with the declaration and unfazed by the increased activ- 
ity in the South China Sea. One Asean official, who asked to 
remain anonymous, says that he doesn't believe the current 
disputes are significant: “We have higher stakes elsewhere.” 
The official notes that the conflicting claims involve only 
four Asean countries—Malaysia and Brunei as well as Viet- 
nam and the Philippines—whereas “Asean’s economic engage- 
ment with China involves all 10 members." 

Rodolfo Severino, a former Asean secretary-general, 
says the recent actions go beyond simply reasserting sover- 
eignty. "These are incremental moves, calculated to be 
assertive enough to strengthen the claims, but not so strong 
as to provoke action by the other claimants," he says. 

In the past, China and Vietnam emphasized the histor- 
ical nature of their claims, trumpeting the discovery of 
artefacts and other signs that they held possession of the scat- 
tered islands, rocks and cays of the Spratlys and Paracel 
islands centuries ago. 


A HISTORIC CLAIM TO AN ISLAND 
NOW MEANS LESS IN DETERMINING 
SOVEREIGNTY THAN CONTROLLING IT 


But the East-West Centre's Valencia notes that there has 
been a subtle shift in the weapons of propaganda used by the 
claimants. Valencia says that after a World Court ruling in 2002 
that awarded two tiny Celebes Sea islands to Malaysia instead 
of Indonesia, there is “a greater awareness of the legalities. Dis- 
covery doesnt count that much in modern international law.” 
That may be why Hanoi describes its decision to send a boat- 
load of 100 tourists to the Spratlys as “normal civil activity.” 

What counted most in the Celebes Sea case was apparently 
that Malaysia could demonstrate continuous occupation, 
administration and control of the islands as evidenced by such 
ordinary measures as issuing 
fishing licences and the collec- 
tion of turtle eggs. But follow- 
ing that example probably 
wont help rivals much in the 
South China Sea. For a start, 
none is willing—especially 
China—to submit to outside 
arbitration to adjudicate the 
dispute. Besides, says Valencia, 
the moves to introduce such 
things as “normal civil activity” 
to bolster a claim of sovereignty 
are undermined by the com- 
plaints of rivals. Expect the loud 
protests to continue. = 
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LET THE FIGHT 
BEGIN: Losing 
candidate Lien Chan 
gestures as he 
challenges winner 
Chen Shui-bian 
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Healing Deep Bitterness 


The furore over a tight election is nearly past, but the deep divisions have not gone away. 


Will Chen Shui-bian be able to heal a society split down the middle? 


WITH THE TUMULTUOUS aftermath of its presidential elec- 
tion inching towards resolution, a disconcerting reality now 
confronts Taiwan: Political gridlock may be just beginning. 
Nearly three weeks into its bid to overturn President Chen 
Shui-bian’s narrow re-election, which he won by 0.2% of 
the vote, Taiwan’s opposition has yet to provide evidence 
that supports its charges of widespread vote-rigging. Political 
analysts say that the failure suggests that the result is unlikely 
to be overturned. 

Lawyers for Chen and his opponent have quibbled over 
the details of how to carry out a recount, but one nevertheless 
appears likely. That should further calm public passions. As 
the REVIEW went to press, the island’s benchmark stock index 
had regained most of the 10% it lost in the messy days imme- 
diately after the March 20 vote. 

But months of fierce campaigning, an evenly divided 
electorate on election day and a bitter dispute over the close 
outcome have exposed deep divisions in Taiwan society that 
show little sign of going away. And while Chen has acknowl- 
edged the social discord, stating repeatedly that uniting a 
fractured Taiwan will be among his most urgent priori- 
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ties, the president's ability to repair the rift may be limited. 

Indeed, with politicians and their supporters in both 
political camps now turning their attention to what are 
certain to be hard-fought legislative elections late this year, 
the coming months are shaping up to be a period of sus- 
tained political stand-off. 

“This situation will continue until the end of the year,” 
says Luo Wen-jia, a legislator in Chen’s Democratic Progres- 
sive Party who is close to the president. Luo holds out hope, 
however, that it won't get worse “because people in all parts 
of society will be eager for a return to normality.” 

Chen has options as he looks to heal divisions and appease 
critics. His DPP could agree to opposition demands in the leg- 
islature to form a special commission to investigate the still- 
unexplained shooting of Chen and his running mate, Annette 
Lu, on the eve of the election. 

Lien Chan, presidential candidate for the opposition 
Kuomintang, or Nationalist Party, has insinuated that the 
shooting was staged to win crucial sympathy votes for Chen. 
The president angrily denies the charge and prosecutors are 
already carrying out their own investigation. But agree- PP 
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. March 20 election victory 


listening closely when he gives 
. the address for clues as to how 
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ing to a separate probe could help calm public disquiet 
over the incident. 

And Chen could make a goodwill gesture on improving 
economic ties with China. One Chen administration offi- 
cial, speaking on condition of anonymity, says that govern- 
ment officials are quietly pressing ahead with plans to nego- 
tiate with Beijing through non-government entities to end the 
island's five-decade ban on direct shipping and flights across 
the Taiwan Strait. That is something Taiwan's business com- 
munity has long urged. 


DON'T EXPECT CHEN TO EMBRACE OPPONENTS 
Grander overtures, such as trying to tap opposition figures to 
join the cabinet, aren't feasible in the current fractious climate, 
according to analysts and Chen advisers. Even if a cabinet post 
were offered, it's unlikely that any opposition politician would 
accept. And year-end legislative elections are likely to polar- 
ize the parties even more than usual. The Kuomintang and 
coalition partner People First Party hold a slight majority in 
the 225-seat legislature with 110 seats. 


Chen's DPP and its ally, former President Lee Teng-hui's 
Taiwan Solidarity Union, together hold 99 seats. With all 
the seats up for grabs in December, they believe they have a 
real chance of gaining a majority. The opposition is desperate 
to prevent that since it could allow Chen to achieve key goals 
like holding a referendum on a new constitution. 

For some in the opposition, meanwhile, it doesn't mat- 
ter what Chen does now—they've already written him off. 
Anger against the incumbent administration runs partic- 
ularly high among so-called mainlanders, those people 
whose families came to Taiwan with the Kuomintang in the 
late 1940s. 

Many of them are furious at Chen’s push to cement Tai- 
war's independence from China and his party's insinuations 
that mainlanders are naturally disloyal to the island. Wong 
Ye-ping is one example. The 53-year-old son of mainland 
China-born parents has built a small but successful business 
in Taiwan manufacturing and marketing parking meters, but 
increasingly he feels the island isn’t his home. Now that Chen 
has won, Wong says, he's moving to Canada. = 


HANGING ON THE PRESIDENT'S EVERY WORD 


Assuming Chen Shui-bian's 


stands, his next big test will be 
his May 20 inauguration 
speech. Governments from 
Washington to Beijing, not to 
mention Chen's own con- 
stituents, will be watching and 


Shas 


he will handle Taiwan’s tense 
relationship with China. 

Initial indications are that 
Chen will use language aimed 
at reassuring people that he 
won't change the status quo in 
the island’s relations with 
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LOOKING UP: Chen will now focus on his inaugural speech 


constructive” proposal. “We 
definitely won’t surprise anyone, 
but rather will make everyone 
feel more confident,” Chen said. 

Chen also suggested in the 
interview that the United States 
could play a larger role as a 
“peace bridge,” bringing the two 
sides together. And he has 
emphasized repeatedly to 
visitors that, while he intends to 
push ahead with plans to hold a 
referendum on a new constitu- 
tion in 2006, that isn’t related to 
the independence issue. 

Still, Chen hasn't yet spelled 
out precisely what his new 
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China or otherwise provoke a conflict in 


. the Taiwan Strait. But signs also 


suggest that his speech may do little to 
placate Beijing. 

Chen's first speech as president four 
years ago was similarly designed to soothe 
concerns over his party's long-standing 
support for Taiwanese independence. It 


. included pledges that became known as 


the "five noes," which amounted to an 
assurance that Taiwan would not declare 
formal independence from China so long 
as Beijing didn't intend to use military 
force against the island. | 
Chen's advisers say the new inaugural 
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speech hasn't been written yet. But the 


president has already begun foreshadow- 
ing some of the key points in his mes- 
sage in meetings with foreign visitors—in 
part, says one aide, to "relieve some of 
the pressure" that could build up ahead 
of inauguration. 

In a March 31 interview with The 
REVIEW, Chen said that the five noes were 
"too passive" and suggested that he 
wouldn't repeat the pledge. But he said his 
new message would be consistent with 
the earlier promise, building "on the 
foundation and the commitments of the 
five noes" with a "more active, more 


"more active" proposal would entail. And, 
for all his emphasis on the desire for 
peace and stability, his message may do 
little to convince Beijing that he won't 
further cement Taiwan's separate status in 
the next four years. 

One centrepiece of Chen's speech is 
likely to be an elaboration of his "peace 
and stability framework," a broad blue- 
print for cross-strait dialogue and demili- 
tarization first unveiled in February. But 
that won't mollify Beijing, since the frame- 
work calls on both sides to recognize each 
other's sovereignty and "political inde- 
pendence." Jason Dean 
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The Rule of Law Grows in China 


By Marshall Mays 4 


The writer, based in Hong Kong, is director at 
Emerging Alpha Advisors and convener of the 
Asian Bond Market Forum 


Two important features of stable financial systems are diver- 
sity in financial channels and a well-established rule of law. 
The former reduces the damage of failed ventures in any 
one sector of the economy, while the latter increases the pre- 
dictability of outcomes in any new venture. Without these, a 
market scares off all but the biggest and boldest investors. Such 
have been the hurdles China faced in the past two decades. 

Yet while China's rapid growth and the dislocations this 
has caused have been in the news since the mid-1980s, less 
attention has been given to two drivers of this new prosper- 
ity: the emergence of the securities and insurance industries 
and the rapid growth of a body of law for commerce and 
finance. As China continues to build up its domestic bond and 
equity markets, it is extending the rule of market pricing within 
the financial sphere. What we are observing now is a shift from 
“administrative guidance" to the rule of law as the basis for 
regulation and business dealings. Eventually, this will be a good 
thing—once a more complete set of laws is in place. But dur- 
ing this transition, there will be continual regulatory risk, as 
one policy is jettisoned in favour of a new one that better 
suits national planning goals. 

During this transition, the uncertainty caused will be greater 
and more costly than traditional political and corruption risks. 
Investors may find themselves wishing for more administrative 
guidance to reduce this kind of risk. Regulatory change can be 
painful, like any strong medicine. The willingness to stay on the 
regimen requires a lot of faith and steady leadership. 


* A direct result of financial-law reform 
will be a shift in how companies and the 


government are financed yy 


These qualities are even more necessary when applying 
this change process to a banking tradition that has produced 
almost as many nonperforming loans as good ones. Reform- 
ing the banking system has become one of China's top pri- 
orities. In doing so, accountability and process-transparency 
have become core principles in new laws being enacted in 
the banking sector. Applying them is the surest way to reduce 
the ratio of NPLs within new credit and to move the banks 
towards making true profits. 














The new leadership has recently accelerated the 


. pace of reform throughout the financial sector. It 
. has published a raft of laws aimed at improving. 
` accountability and predictability in the financial 
. system. Recent technical cooperation between the - 


central bank and the Asian Development Bank has . 
led to China's publication ofa new law guiding the - 
China Banking Regulatory Commission, plus revi- 
sions to the central-bank and commercial-banking | 
laws. And it is leading to a comprehensive bank- - 
ruptcy law and to new laws on the regulation of : 
financial conglomerates and bank insolvencies.- 
The critical step being taken here is to allow for 
more predictability in the outcome when things go 
wrong and businesses fail. If the financial sys- _ 
tem does not allow failed experiments to be expe- 
ditiously terminated and cleaned up, the cost of 
experimentation can bankrupt the whole system— 
a risk the China still faces. : 

The pressure for change is not only from 
within China. In addition to creating jobs and - 
destroying bad debt, China has taken on the chal- 
lenge of fast-track integration into the world trad- 
ing system. In 2001, it joined the World Trade 
Organization with commitments that will almost 
completely open the financial sector to foreign 
competition. Within the next three years, China's. 
banking and insurance sectors will be more open. 
to foreign competition that those of the United: 
States. A mid-term progress assessment, spon-. 
sored by the ADB, has shown that in most areas, 
the financial sector is ahead of schedule. : 

A direct result of financial-law reform will be a. 
shift in how companies and the government are. 
financed. Banks could gradually go from provid- 
ing nearly all funds to providing only about half, 
over the next six years or so. A new, critical mid- 
term step is forming a liquid and fairly priced bond 
market. This item has moved to the top of the 
agenda, after a long spell since the last attempt. 
failed in the mid-1990s. 

This is likely to result in a period of furious bank - 
consolidation and—a novelty—much bank liqui» 
dation, while the securities and insurance sectors ` 
grow. While bank loans will continue to expand rap-- 
idly in the next few decades, the growth of other 
financial assets will be many times faster, as the pen- 
sion system develops and the rule of law becomes 
more common. Maintaining financial stability dur- 
ing this transition will be a big challenge for regu- 
lators. It will continue to require great strength of 
faith and leadership—and cooperation. & 
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Hong Kong Reforms: 
Beijing Will Decide 
China’s parliament ruled that Hong Kong is barred 
from even initiating political reforms for greater 
democracy without prior permission from Beijing. 
The ruling, officially interpretations of Hong Kong’s 
constitutional framework known as the Basic Law by 
the Standing Committee of the National People’s 
Congress, angered pro-democracy activists who 
promised new demonstrations in the city. But it was 
unclear whether Beijing’s hard line, possibly accom- 
panied by an official charm offensive, would deter 
Hong Kong’s masses from turning out in strength 
for any repeats of a march by 500,000 protesters on 
July 1 last year. The committee in Beijing approved a 
document requiring Hong Kong’s chief executive to 
seek formal approval from it before changes to the 
political system could be initiated. According to the 
interpretation, which 
some Hong Kong 
lawyers said amounted 
to an amendment to 
the Basic Law, only the 
committee has the 
power to decide 
whether there is “a 
OCC UN need" for political 
NO GO: Tsang Hin-chi calls for calm overhaul in Hong 
Kong. If it determines there is no such need, then 
Chief Executive Tung Chee-hwa may not even pro- 
pose any changes to the system. Polls show that a 
majority of Hong Kong people want direct elections 
for the next chief executive in 2007 and for the full 
legislature in 2008. Tsang Hin-chi, the only Stand- 
ing Committee member from Hong Kong, said the 
ruling should not cause alarm. *People should not 
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TELECOMS 


New Jersey-based Lucent 
Technologies dismissed 
its two top executives in 
China, its second-biggest 
market, after finding 
potential violations of 
United States rules that 
bar American companies 
from paying bribes 
abroad. The telecoms- 
equipment maker 
received 11% of its 
revenue from China in its 
2003 financial year. 


MANUFACTURING 


Haier Group, one of 
China’s largest appliance 
makers, said it agreed to 
inject its washing- 
machine business into its 
Hong Kong-listed joint 
venture, Haier-CCT 
Holdings. It said it would 
also put in the portion of 
its mobile-phone manu- 
facturing assets that 
weren't previously part of 
the joint venture. The 
"back door" listing comes 
over a year after Haier 
said it planned the move. 





ZHAO ZIYANG, 84, the 
former Communist Party 
chief purged during the 
crackdown on pro-democ- 
racy demonstrators in 198° 
is in poor health under 
house arrest and needs to 
use a respirator at his 
Beijing home, according to 
people close to his family. 
Zhao’s last public appear- 
ance (above) was on May 
19, 1989, when he visited 
Tiananmen Square and 
begged students to leave. 
Martial law was declared 
the next day and he was 
fired. Analysts said his 
death could be a rallying 
point for reformers and 
those who lost out from 
China’s economic success. 


partners and adhere to 
World Trade Organization 
rules, the Ministry of 
Commerce said. The 
amendments take effect 
on July 1 and mainly 
involve the protection of 
intellectual-property 
rights, foreign-trade- 
related aid and foreign- 
trade-related investiga- 
tions, Vice-Minister of 
Commerce Yu Guangzhou 
was quoted as saying. 


WTO The European Union said 
China approved amend- it had joined the United 
ments to its Foreign Trade States in the first-ever 
Law that will help it to trade dispute brought 
develop trade with foreign before the World Trade 


blindly oppose it, but put the best interests of Hong 
Kong people first," he said. The ruling was the 
culmination of a three-month campaign to curb 
democratic aspirations and assert Beijing's authority. 
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Organization against 
China. The case centres 
on China offering a 14% 
tax rebate on semicon- 
ductors produced in the 
country. The official 
Xinhua news agency 
meanwhile said that 
China was considering 
whether to allow Japan 
and the EU to join Sino- 
U.S. talks on the dispute. 


HUMAN RIGHTS 


A United Nations anti- 
torture expert said that 
he had received approval 
from China to visit its 
prisons. Theo van Boven, 
who reports to the UN 
Human Rights Commis- 
sion, said Beijing had 
agreed to his terms, 
which include unlimited 
access to detention 
centres without notice 
and a guarantee that 
people who testify during 
his visit will not face 
reprisals. He said he 
would spend two weeks 
in China from late June. 


Police detained promi- 
nent Aids activist Hu Jia 
for 48 hours after he said 
he intended to publicly 
commemorate pro- 
democracy protesters 
killed in the 1989 Tianan- 
men Square Massacre. 
His detention followed 


DETAINED: Aids activist 
Hu Jia protests in Beijing 
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AP 


state security holding 
three members of the 
"Tiananmen Mothers," a 
group of women activists 
who lost sons or hus- 
bands in 1989, for five 
days. Police are on alert 
for protests linked to the 
15th anniversary of the 
June 4, 1989, bloodshed. 


UNITED STATES 


China tightened its rules 
on visas for Americans in 
retaliation for Washing- 
ton’s fingerprinting of 
Chinese visa applicants. 
Visas will not be issued 


ELIT rm 
E: 

i, WETEREO | 
FACED IED MR 


How to Have Your 


Fingerprints Enrold 
|. Please wait for the offcer * 


VISA ROW: Tighter rules 


on arrival in China to U.S. 
citizens, American 
diplomats travelling in a 
personal capacity must 
apply and pay for visas, 
and some U.S. applicants 
may be interviewed. 


China’s Foreign Ministry 
warned the United States 
against sending what it 
said would be the “wrong 
message” to Taiwan after 
the Pentagon approved 
the sale of a $1.7 billion 
early-warning-radar 
system to the island. The 
U.S. State Department 
said that the radar was 
purely defensive. 





BUSINESS DIGEST 





SHANGHAI WARNS OF POWER SHORTAGES 
With official forecasts of price increases for electricity, oil and coal, 
state media reported that China’s commercial hub faced more power 
shortages during the hot and humid summer months. City officials 
were quoted as saying that the Shanghai’s summer would probably 
only worsen power shortages as the need for air-conditioning grows. 
The state-run newspaper Shanghai Daily reported that the daily short- 
fall during peak demand periods could reach 4 million kilowatts. Even 
under normal conditions, the city needs 2 million kilowatts more elec- 
tricity at peak demand times than the 9.6 million kilowatts it can pro- 
vide. Sporadic brownouts last summer prompted the government 
to order some factories to stagger their production hours or suspend 
output to help reduce demand. The city rationed power to more than 
1,000 companies last summer. 


HONG KONG’S CEPA LURES SMALL FIRMS 
Hong Kong’s government said that as of the third week of March it 
had approved zero-tariff status under its Closer Economic Partnership 
Arrangement (Cepa) free-trade deal with mainland China for goods 
valued at HK$210 million ($27 million). Cepa was signed amid great 
official fanfare in June 2003 and came into force in January. Essen- 
tially it is a package under which China offers zero tariffs on some 
Hong Kong goods, and greater access to the mainland market for Hong 
Kong companies in some sectors. Permits issued under the agree- 
ment allow goods to be shipped at any time within a three-month 
period. Giving an idea of the relatively small scale of Cepa use, in 
the three months from December through February, exports of domes- 
tic Hong Kong goods totalled HK$27.64 billion. The market-access 
provisions of Cepa require the government to certify that a com- 
pany is eligible before it can approach Chinese regulators. The gov- 
ernment had received a total of 222 applications for Cepa benefits by 
the third week of March, of which 166 had been approved. 


CHINA LOOKS TO CARS, PARTS FOR EXPORT 
State media said China, the world’s fastest-growing car market, 
planned to boost annual exports of cars and components to as much 
as $100 billion by 2010. “Our short-term target is to increase auto- 
mobile and component exports to $15 billion to $20 billion by next 
year,” the China Daily newspaper quoted Vice-Minister of Commerce 
Wei Jianguo as saying at a conference. In 2003, exports of cars 
and car parts jumped 34.4% over a year earlier to $4.7 billion, the 
Commerce Ministry said. Last November, the car industry saw its 
first exports of premium-priced cars with a shipment to Australia 
of Volkswagen Polos made in Shanghai. Honda Motor has also said 
it plans to start exporting from China. It is opening a factory in the 
southern city of Guangzhou to make subcompact cars for sale in Asia 
and Europe. The official insurance regulator has meanwhile increased 
pressure on commercial banks to improve their credit-risk systems 
by tightening regulations for new-car loan insurance. In addition, 
Michael Dunne, the founder of marketing and consulting firm Auto- 
motive Resources Asia, said he believed new-car prices in China 
fell in March, the 23rd consecutive monthly decline. 







|, Elsewhere in the Review: 

A Rare Glimpse of Vice-President Dick Cheney (page 78) 

The 5th Column: The Rule of Law Grows in China (page 23) 
Hong Kong Lowers the Bar on Market Regulation (page 38) | 
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Falun Gong Uses Free 
Speech as a Sword 


On behalf of a movement banned in China, a New York-based television company and a newspaper 
are challenging the hold of Beijing and its allies over Chinese-language media in the United States and 
elsewhere. Their journalism will need to earn popular respect if it is to succeed 


By Susan V. Lawrence/NEW YORK AND WASHINGTON 


Sal 












PROPAGANDA WAR ff 
AND JOURNALISM 
New Tang Dynasty TV 
and The Epoch Times 


need more than volun- 
teers to become trusted: 






* They need to be frank 
about Falun Gong links 


* Their news coverage 
should be unbiased 


© They should attract non- 
Falun Gong advertisers 
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IN THE DAVID-AND-Goliath-style struggle 
between the Falun Gong spiritual move- 
ment and China's government, Falun 
Gong is fielding two new weapons: a 
small New York-based, Chinese-language 
television production company—New 
Tang Dynasty Television (NTDTV)—and 
The Epoch Times, a New Jersey-registered 
Chinese-language newspaper. 

In 1999, Beijing declared Falun Gong 
an evil cult and launched a brutal crack- 
down on its practitioners in China that 
continues. With followers in China so 
besieged, believers outside China, partic- 
ularly in the United States, have steadily 
escalated their propaganda assault against 


the government. In its first full year of 


operation, a not-for-profit New Jersey- 
based group called Friends of Falun Gong 
USA raised just under $2 million in 
2002. Among its media efforts is an 
advertising campaign on San Francisco 
buses featuring a photograph of two 
meditating women and the text: "Imag- 
ine being persecuted for doing this." 
But the most ambitious, and con- 
troversial, media initiatives by Falun 
Gong followers are NTDTV, broadcast- 
ing 24 hours a day via satellite since 
February 2002, and The Epoch Times, a 
free newspaper launched last September 


that claims a global distribution of 


690,000. The paper is published at least 
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weekly in more than 30 countries, and 
daily in some places. 

Both give prominent coverage to Falun 
Gong, which Beijing still strongly sup- 
presses because it sees it as a major chal- 
lenge to its rule. Where the paper and TV 
company are controversial is in their 
unwillingness to identify themselves as 
having any association with the group, 
despite ample evidence to the contrary. 

“Right now we are labelled a Falun 
Gong TV station, even though we are 
not,” says NTDTV's President Zhong 
Lee. NTDTV “really has nothing to do 
with Falun Gong at all,” he adds. Yet tax 
records show that a top spokesperson for 
Falun Gong in the U.S., Gail Rachlin, is 
one of three directors for NTDTV, offi- 
cially registered as Universal Communi- 
cations Network. 


As for The Epoch Times, Editor-in-Chief 


Annette Jun Guo says to call it a Falun 
Gong media organization would be "com- 
pletely wrong" and dangerously “mislead- 
ing” because Falun Gong, she says, has 
no political goals. Yet tax records show 
the chairman of the paper’s board is 
another top Falun Gong spokesperson, 
Kangang Xu. 

The denials of Falun Gong links 
appear to be aimed at making it easier for 
both organizations to expand their audi- 
ences beyond Falun Gong followers to the 


A SMALL ARMY OF 
VOLUNTEERS: Staff at 
work at New Tang 
Dynasty Television in 
New York 





global Overseas Chinese community as a 
whole, as well as to fend off interference 
from the Chinese government. But the 
dissembling raises awkward questions 
about how committed NTDTV and The 
Epoch Times are to the values of a demo- 
cratic society, including basic principles 
of transparency and accountability, even 
as they excoriate the Chinese government 
for its undemocratic repression of Falun 
Gong in China. 

Executives at New Tang Dynasty and 
The Epoch Times insist that their organi- 
zations are simply independent voices 
in a Chinese-language overseas media 
landscape increasingly influenced by the 
deep-pocketed Chinese government and 
its allies. Both media describe their core 
missions in neutral terms as educating 
the Chinese community about universal 
values of democracy, human rights and 
the rule of law. 

An impressive roster of prominent 
Chinese dissidents outside and inside 
China, who are not Falun Gong followers, 
are willing to give New Tang Dynasty and 
The Epoch Times the benefit of the doubt. 
U.S.-based exiles such as Harry Wu and 
He Qinglian are frequent NTDTV inter- 
viewees. Respected mainland based writ- 
ers Liu Xiaobo and Yu Jie write regular 
columns for The Epoch Times. 

But the two organizations are still >| 
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far from being respected, mainstream Chi- 
nese-language media outlets with the 
power to challenge the Chinese govern- 
ment's growing influence over the Chi- 
nese diaspora. Whether they ever reach 
that position depends on their willingness 
to come clean about their links to Falun 
Gong, and, most importantly, on popu- 
lar perceptions about the quality of their 
journalism. A big issue on the journalism 
front: Can they learn to adopt a sense of 
proportion in their coverage of Falun 
Gong's persecution? 

On the day the Review visited NTDTV's 
Manhattan studios, that sense of proportion 
seemed missing. The lead news item was 
the bombing of a hotel in Baghdad. The pic- 
tures came from Reuters Television, to 
which NTDTV subscribes. But further into 
the broadcast, both China-related stories 
were about Falun Gong. One was a report 
from an NTDTV correspondent in Mon- 
treal on a news conference called by a Chi- 
nese student at McGill University to high- 
light persecution of his family in China 
for practising Falun Gong. The other, from 
an NTDTV correspondent in Hong Kong, 
reported on a protest by 5o Falun Gong 
practitioners demanding that the world 
stand up to China's suppression and press 
for legal action against former President 


vo 


Jiang Zemin. Before the news was a long 
documentary featuring a Canadian brother 
and sister decrying the crackdown on Falun 
Gong, which claimed to have as many as 
roo million followers in China before it 
was outlawed. 

Defending the extensive Falun Gong 
coverage, programming director Samuel 
Shiyu Zhou says, “We feel it is the largest 
civil-disobedience movement in China." 
Not covering it would be "like not covering 
Martin Luther King or Gandhi." 








tor Guo alleges that China pours such vast 
resources into suppressing Falun Gong 
that reporting on the group is essential for 
painting an accurate picture of the situa- 
tion in the country. In China, “all policies 
have a Falun Gong factor," she declares, 
including economic policy. 

Both media have also concentrated 
recently on Hong Kong and the Taiwan 
election. One front-page Epoch Times arti- 
cle recently detailed how Chinese con- 
sulates in the U.S. had instructed Chinese 


“You can write about Falun Gong, but don't 
do it too much... If it's just Falun Gong, people 


will be uncomfortable" 


In The Epoch Times, Falun Gong only 
rarely breaks onto the front page. One 
recent example was in a report about the 
work of the United Nations Human 
Rights Commission in Geneva. The story 
equated the terrorist bombings in Madrid 
with persecution of Falun Gong in China. 
"Spain is attacked, 200 people die; goo 
Falun Gong people tortured to death," 
read a headline. The paper runs a page of 
reports every Friday about the suffering 
of Falun Gong followers in China. Edi- 


REAL-ESTATE AGENT BAOBO SUN 


students to e-mail local elected represen- 
tatives and demand that they not support 
Taiwan's president, Chen Shui-bian. 
Neither New Tang Dynasty nor The 
Epoch Times pays salaries, a big reason 
why they can do as much as they do on 
limited budgets. Staffers are almost all 
part-time volunteers with day jobs unre- 
lated to journalism. NTDTV's director of 
programming Zhou is a computer-sci- 
ence researcher at New Jersey's Rutgers 
University. NTDTV State Department 





correspondent Anne Yang is a data ana- 
lyst for a major international financial 
institution who attends State Department 
briefings in her lunch hour. 

Many of those who work for NTDTV 
and The Epoch Times are Falun Gong fol- 
lowers, executives concede, though they are 
at pains to emphasize that not everyone is. 
Guo and executives at NTDTV all decline 
to say whether they are followers them- 
selves. “I don't talk about my personal 
[beliefs] to anyone," says NTDTV President 
Lee. (The Web page for the New Jersey 
chapter of Falun Gong lists him as the con- 
tact for a free Falun Dafa worship 
session in May 2001.) 

In the meeting room where Lee 
speaks to the REVIEW, news maga- 
zines are all addressed to Erping 
Zhang, another of Falun Gong's top 
spokespeople in the U.S. anda some- § 


time interpreter for Falun Gongs elu- f 


sive founder, former Chinese grain 
clerk Li Hongzhi. (Study of Li's writ- 
ings is a central component of Falun 
Gong practice.) A meeting room 
schedule reserves 7 p.m.-8:30 p.m. 
for "Fa Study" six days a week. 

Funding for both organizations is 
tight. Both NTDTV and The Epoch 
Times are not-for-profit corporations 
and rely largely on public donations. 
Most, but not all, donations appear to 
be from Falun Gong followers. 
NTDTV President Lee says donor 
information is very sensitive, because 
of what he says is Chinese govern- 
ment pressure on anyone associated 
with NTDTV. 

According to tax returns, NTDTV's 
revenues for 2002 were just under 
$1.4 million, a tiny sum for a company 
trying to play in the global broadcast- 
ing big leagues. Expenses were $792,999. 
Lee says 2003 donations were in the $2 
million-3 million range, though expenses 
were also up markedly because of expan- 
sion to new satellite platforms. “A few" 
donors gave $100,000 or $200,000 apiece 
last year, he says, but most donations were 
in the $1,000 range. Advertising and spon- 
sorships accounted for about 1096 of rev- 
enues in 2002 and 1096-2096 in 2003. 

At The Epoch Times, revenues for the 
financial year ending November 30, 2002, 
before the paper's formal launch, were just 
$140,567, almost all in "direct public sup- 
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port,” according to the paper's tax return. 
Expenses were $91,526 with printing costs 
accounting for the lion's share. 

Advertising has not taken off at 
NTDTV, Lee says, because the Beijing gov- 
ernment' labelling of it as a Falun Gong 
organization drives off advertisers and 
some programme vendors fearful of land- 
ing on a Beijing blacklist. A spokesman for 
the Chinese embassy in Washington says: 
“Our position is that the New Tang Dynasty 
Television claims itself as a public medium, 
but in reality it is a propaganda tool of the 
Falun Gong evil cult." 
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MEDIA WAR: Falun Gong ad campaign in San Francisco 
(top) and (below, left) NTDTV President Zhong Lee 


Real-estate agent Baobo Sun, an immi- 
grant from China, says he has never feared 
retribution from Beijing because he adver- 
tises in The Epoch Times. But he thinks the 
paper would be more attractive if it wrote 
less about Falun Gong. "You can write 
about Falun Gong, but don't do it too 
much,” he says. “I think if they ran the 
paper better, they'd get more readers. If 
it is just Falun Gong, people who pick it 
up will be uncomfortable." Advertising 
in the paper was a purely business deci- 
sion. He chose it because it allows adver- 
tisements on its front page. 


NTDTV's Lee alleges that Beijing’s cam- 
paign against the company prompted the 
operator of the original satellite on which 
NTDTV was beamed into Asia to insist that 
its signal be encrypted. This ensured that 
audiences in Asia were minuscule. On 
March 31, however, in a move staffers speak 
of in awed, hushed tones, NTDTV began 
unencrypted broadcasts from a second 
satellite over Asia, Ws, and from a new satel- 
lite over Europe, Hotbird 6. 

According to NTDTV, before the com- 
pany got on the two new satellites, fewer 
than halfa million Chinese-speaking house- 
holds worldwide had access to its pro- 
gramming via satellite and cable or 
logged onto it over the Internet. Now 
the Hotbird cluster alone reaches an 
audience of over 100 million, accord- 
ing to an NTDTV press release, though 
only a small proportion will be Chinese 
speakers. In the U.S., NTDTV is also 
carried in limited time slots, some- 
times as short as ro minutes and at 
unpopular times, on small public-tel- 
evision stations available on cable. One 
of New Tang Dynasty's proudest rela- 
tionships is with WYBE of Philadel- 
phia, a public-television station acces- 
sible to 2.8 million households, which 
carries half an hour of NTDTV Chi- 
nese-language news five days a week. 

For all the teething pains of the 
new Falun Gong outlets, exiled Chi- 
nese dissident Harry Wu says: "It is 
significantly . . . expanding and I love 
to see that." Chinese-language media 
organizations in the U.S. critical of the 
Chinese government have tradition- 
ally been run by people from Hong 
Kong or Taiwan, he says. New Tang 
Dynasty and The Epoch Times, he 
says, are the first significant main- 
lander-run news organizations to chal- 
lenge the government. “Whatever they say, 
right or wrong, they have the right to say 
what they want to say." 

He has one concern, though. "If you 
want to really talk about promoting democ- 
racy, youre supposed to have your organ- 
ization be a democratic system, otherwise 
you don't know how to talk about these 
things," he says in Washington. With the 
Falun Gong organization, however, “we 
dont know who is really running every- 
thing," Wu says. "It is not overseen or 
supervised by the public." & 
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State ENTERPRISES 


CHRISTOPHER BACHRAN remembers 
his reaction when a headhunter called 
him last July and said China’s largest hotel 
operator, the Jinjiang Group, was looking 
- for a new president. He thought: “Who?” 
-Bachran had worked in the hotel 
industry for more than 30 years, most of 
| the past 20 in Southeast Asia. He helped 
. open the first Sheraton in Thailand, 
served as chief executive of Radisson 
Hotels' Asian operations, and was work- 
ng as group managing director of the 
Faber Group, which owns the Sheraton 
hotels in Malaysia and Hanoi. Even so, the 
pproach from the Jinjiang Group was a 
urprise: “I have to admit, I didn’t know 





AN OUTSIDER 
AT THE HELM 


The new boss of Jinjiang 
Group’s hotels aims to: 


* Bring in an experienced 
management team 


* Unify the hotels’ various 
names and brands 


* improve the hotels’ 
standards of service 


* Oversee ambitious 
expansion plans 
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anagemen t 


Meet the new president of China's biggest hotel company. He's American; 
the company's a giant state-owned enterprise. For an idea of whether state-sector 
reforms will worh, this is an experiment to watch 


much about the company," says the care- 
fully coiffed 54-year-old, who originally 
hails from Hawaii. “Being in the indus- 
try, you tend to think you know the other 
players pretty well." | 

But he listened to the headhunter's 
pitch. Jinjiang had more than 100 hotels, 
including some of China's best properties. 
It owned the Peace Hotel on Shanghai's 
historic Bund, perhaps the country's most 
famous hotel. It had plenty of cash, very 
little debt, and big plans to modernize its 
operations. It specifically wanted a foreign 
hotel veteran for the job. And, oh yes, it 
was owned by the Shanghai city govern- 
ment. Was he interested? 

Nine months later, in mid-March, 
Bachran arrived in Shanghai as the new 
president of Jinjiang International Hotel 
Management, which runs the 128 hotels 
owned by the massive Jinjiang Group, one 
of Shanghai's most prominent state enter- 
prises. He's the highest-level Western 
executive to take the reins at a large state 
enterprise, and his entrance is a promis- 
ing sign that the government is serious 
about one of the less-noticed pieces of 
its state-enterprise reforms: making the 
healthy ones run better. 

Reforming the state sector is one of 
China's most crucial tasks. It's important 
to remember that the state sector includes 
everything from bankrupt rust-belt facto- 
ries to largely debt-free companies like Jin- 
jiang—companies expanding and seeking 





By Ben Dolven/SHANGHAI 


listings abroad, and working with foreign 
partners. These trends point to the crying 
need for management skills, and China's 
state-enterprise mandarins are starting to 
experiment with infusing new blood into 
prominent companies, hoping to bring 
in the management talent they'll need as 
competition heats up in their markets. 

It's still a nascent trend. State firms 
have long brought in bureaucrats from 
the government to fill high positions, and 
in most sectors, that's still the way it's 
done. In recent years, a few have hired 
Chinese citizens with substantial overseas 
private-sector experience—something 
that was considered revolutionary even 
three years ago. When the Shenzhen 
State-Owned Assets Supervision and 
Administration Commission (Sasac) ran 
ads in local media looking for deputy gen- 
eral managers for four leading state firms, 
it specified that candidates needed to have 
"good political awareness." 

But recently, a few companies have 
begun recruiting foreign talent at middle- 
management levels. Shenzhen-based 
Ping An Insurance, a state firm in which 
HSBC, Goldman Sachs and Morgan Stan- 
ley own stakes, has been particularly 
aggressive, hiring several Taiwanese insur- 
ance professionals to improve its opera- 
tions. Others include those companies 
which have expanded overseas. Shenzhen- 
based Zhongxing Telecom, 2096 of whose 
sales are overseas, says it poaches eagerly 


.. Aprilis, 2004 











Photos by Gareth Brown/Blow Up Studios /REVIEW 


from multinational telecoms firms to fill 
its foreign outposts. 

Jinjiang has now gone the furthest, 
bringing in a complete outsider to man- 
age the core part of its business. (Bachran 
speaks only a few Chinese phrases.) Its 
move is akin, in some ways, to the exper- 
iments with foreign talent that brought 
Western managers to the helm of Singa- 
pore government companies like DBS 
Bank, or Japanese behemoths like Nissan. 
Some of those campaigns worked—Nis- 
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sans Brazil-born, French-educated boss, 
Carlos Ghosn, became a cult hero in Japan 
for turning the car maker around. Others 
were rockier—DBS'’s first foreign chief 
executive, American John Olds, ran into 
major internal resistance in his efforts 
to make the Singaporean bank work bet- 
ter, and its second foreign boss, Philippe 
Paillart from France, lasted only two years. 
The bank is now run by Jackson Tai, a Chi- 
nese-American. 

From the start, Jinjiang was looking for 





MEET THE BOSS: 
Christopher Bachran 
in the kitchen of 
the Peace Hotel 





a high-level Westerner from an established 
hotel chain, says Matthew Maslin, man- 
aging director of Integer Consulting, 
which conducted the search. The hotel 
industry is a natural place for such an 
experiment: It’s based around service and 
branding, both of which are largely lack- 
ing among Chinese companies. 

Jinjiang looked far and wide: At one 
point Maslin whirled through eight can- 
didate meetings in 1o days, with an itin- 
erary reading: Shanghai-Bangkok- 
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Singapore-Hong Kong-Chicago-Miami- 
Washington-Atlanta-Chicago-Dallas- 
Chicago-London-Bangkok-Shanghai. 
Nearly ro months after the search began, 
Bachran came aboard. “It’s probably fair 
to say that for now, Chris is going to be 
unique," says Maslin. “I am quite sure 
there are no other SOEs looking for a for- 
eign president or equivalent. Sasac will be 
watching this experience closely." 

Once Bachran completed his first hec- 
tic week of state-enterprise-style banquets, 
receptions, staff introductions, the requi- 
site X-rays and Aids tests that all expatri- 
ates arriving to work in China must go 
through, he moved into Jinjiang's head- 
quarters in an old building just off Shang- 
hai's Bund. (The office he'll ultimately 
Work from is still under construction.) 
Here's where the hard part begins. 

Jinjiang is an enormous, and politi- 
cally important, group, with hotels, taxis, 
travel agencies, commercial property, and 
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even a stake in the theme park that Uni- 
versal Studios is building in Shanghai. 
Bachran is president of the hotel-man- 
agement arm, which runs the operations 
of 80% of the group's assets. Jinjiang 
reports profits at its hotel operations, and 
it has laid out ambitious goals: Group Vice- 
Chairman Yang Weimin says it hopes to 
expand from its current 128 hotels to 300 
within three to five years, with most of the 
new ones being in the economy-class 
range. It wants to list the hotel business 
overseas before then. And it’s starting to 
build an international presence: The com- 
pany is close to signing its first foreign 
management contract, to run a hotel in 
Amsterdam. (It also runs Chinese restau- 
rants in Hong Kong, Japan, Australia, 
Sweden and the United States.) 

But it’s also a conservative enterprise 
with plenty of internal issues. It merged 
last year with Xinya Group, another big 
hotel operator, and company executives 










COCKTAIL HOUR: Hotel workers on parade in Shanghai 







admit that staff and systems from the two 
companies haven't yet meshed. When 
Bachran took the helm, he'd talked to the 
groups chief financial officer—once. Did 
he worry along the way about stepping 
into a state firm? “I was concerned . . . but 
I wasn't concerned," he says. He's had 
some experience in handling such sen- 
sitivities. In Malaysia, the company he'd 
run was the hotel arm of the country's 
most politically connected conglomerate, 
the Renong Group. 

Jinjiang has promised him the chance 
to bring in four senior managers—a 
number he's trying to raise to six—in 
areas like operations, human-resources 
and training, sales, marketing, food-and- 
beverage operations and engineering 
services. He's in the midst of a global 
search for candidates. But they, like 
Bachran, will face the delicate task of get- 
ting enough authority to operate within 
a state company. "The key issue for guys 


For foreign investors, running hotels in China has never been 
easy. Regulations have long locked international chains into often- 
prickly partnerships with property developers, many state-owned. 
But recent deregulation has made things easier. Consider the three- 
star Ibis Tianjin, a modest five-storey hotel in an industrial park about 
10 kilometres outside the centre of Tianjin. It's not a big hotel, nor 
is it a glitzy one, but when it officially opens next week, it will have 
a major distinction: The entire property will be owned by Accor. That's 


the first time the group, which has 
been in China since 1985, has been 
allowed to own a hotel outright. 

All the expansion raises the ques- 
tion of how much China needs. In 
Sydney, a massive hotel build-up 
ahead of the 2000 summer Olympics 
led to a massive hotel glut in the 
years thereafter. Could it happen in 
China? Beijing and Shanghai each 
have enormous plans: The Beijing 
Olympics Committee says it expects 
the city to have 800 one-star to five- 
star hotels with 130,000 rooms by 
2008—about double the current slate 
of 392 hotels and 80,000 rooms. 
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Shanghai, which now has 342 hotels with more than 50,000 
rooms, expects to have 600-700 hotels and over 90,000 rooms 
ready for its 2010 World Expo. 

For the moment, occupancy numbers are holding up. The Shang- 
hai tourism commission figures several big trade conventions put 
occupancy rates around 80% in the first quarter of this year, while 
Beijing recorded the March citywide occupancy rate at 70%. 
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coming onto the board is really 
autonomy,” says Maslin. “What is the 
company going to hand over to me? 
They’re not going to hand over the 
whole company on Day One. It'll take 
at least a year to build trust." 

Growing competition in China's 
hotel industry makes it a good place 
to start importing foreign manage- 
ment (see article on page 32). Jinjiang's 
Shanghai home base is being 
swarmed by international chains, 
with numerous new four- and five- 
star hotels opening in the past two 
years. From the balcony of the Peace 
Hotel, you can see a gigantic expan- 
sion of the Pudong Shangri-La under 
construction across the river, plus 
sparkling new Westin, Marriott and 
Hyatt hotels nearby. 

Domestic chains like Jinjiang 
have to do something to keep up. 
Terry Wang, a hotel specialist with 
consultants Deloitte Touche Tohma- 
tsu, says Chinese hotel firms "do have 
money to buy good properties, they 
have all the hardware." But, she says, 
“there are a lot of intangibles missing: 
A branding mindset. Something to do 
with hospitality." 
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ASKING THE RIGHT QUESTIONS 
Bachran got a first-hand look at the dif- 
ference last October, when he and other 
short-listed candidates flew to Shanghai 
for face-to-face meetings with Jinjiang 
management. The company put them up 
at the Peace Hotel. The Peace is one of 
those historic places that could probably 
run on its own momentum, drawing in 
tour groups based on its past glory and its 
spot atop most tour-agency hotel lists. 
Built in 1929 by Victor Sassoon, an Iraq- 
born Jew who was one of colonial Shang- 
hai's leading businessmen, it was given 
by the city government to Jinjiang when 
the company was formed in 1984. 
Today, the Peace is rather worn at the 
edges. Its big entertainment draw is an 
octogenarian jazz band. Its doorway to the 
Bund, the city's waterfront promenade, is 
sealed, the revolving doors blocked by lad- 
ders. Wander through the lobby and you'll 
find two damp, musty rooms filled with 
mops behind two unlocked doors. In Feb- 
ruary, local newspapers reported that 
some employees were accusing others 
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HISTORIC ASSET: The Peace Hotel on the Bund in Shanghai 


of stealing antiques from the hotels show- 
rooms—Yang insists this was a misun- 
derstanding. 

Still, Bachran says he's greatly 
intrigued by the possibilities of the hotel, 
and saddened that it isn't living up to its 
potential. “The staff are not aware of their 
place in history," he says. "Itis up to us to 
let them know what their place in his- 
tory is, and we are going to do that." Dur- 
ing that trip, however, his meetings with 
the company's management convinced 
him that they were serious about their 
goals. “I felt they understood,” he says. “I 
felt they asked the right questions.” 

And as to his decision to move, call 
it the allure of Shanghai, circa 2004. 
Bachran had moved to Thailand in 1985, 
away from what he jokingly calls the 
“pineapple circuit” of hoteliers in Hawaii, 
in order to broaden his horizons. Moving 
to Shanghai seems to be a similarly broad- 
ening move. “It’s just a stronger contin- 
uation of what I came to Asia for,” he says. 
“Being a hotelier with an established 
company, you don't have the opportunity 
to be involved in the growth and building 
of an organization.” Let alone a Chinese 
state enterprise. “Not many hospitality 
executives get a chance to do this,” he says 
with serious understatement. Bachran 
is getting a bigger salary over that in his 
previous job—he won't say how much— 


but hastens to add: “I can assure you, 
I don't make millions." 

Now, where to start? Initially, part 
of the challenge has been manag- 
ing Jinjiang’s expectations. “We want 
to do everything including the 
kitchen sink at the moment,” he says. 
“The task at hand is to get our prior- 
ities straight.” 

First, he’s trying to get that man- 
agement team in, and help to set up 
three new regional offices to go with 
the company’s Shanghai headquar- 
ters and Beijing office. Then he'll 
tackle the group's expansion goals. 
Among the key tasks will be sorting 
out a branding strategy—Jinjiang 
operates hotels under several differ- 
ent names—and improving service 
throughout the company. Bachran 
notes that the group is concentrat- 
ing primarily on expanding in the 
domestic Chinese market, a strategy 
he sees as wise. 

Yang, as the groups vice-chairman, is 
one of Bachraris bosses. A strong English- 
speaker, he was part of the team that 
selected Bachran. Talking about the group's 
future, Yang says Jinjiang hopes to buy or 
build 20 to 30 hotels per year, and take 
management contracts for around twice 
that number. The big priority is establish- 
ing economy-class hotels, three-star facil- 
ities that charge 150-300 renminbi ($18-36) 
per night in cities like Shanghai, and less 
in smaller cities, catering to Chinese busi- 
ness travellers. The group now runs dozens 
of these around the country, and one of 
Bachran’s big tasks will be linking their 
operations and figuring out how to unify 
their various brands. Yang says Jinjiang 
is also talking with foreign management 
companies about joint ventures, but 
declines to be drawn about a long- 
rumoured deal with the Mandarin Orien- 
tal Group to run the Peace Hotel. 

To Bachran, however, that's not a good 
idea: “My recommendation thus far is that 
this is Jinjiang’s heritage," he says. “If I 
was asked for my opinion, I would not 
give that heritage away.” Instead of turn- 
ing over the Peace to another manager 
that could make it a five-star hotel, he says, 
Jinjiang ought to be doing the job itself. 
“That’s what I'm here for.” = 

Helena Yu in Shanghai 
contributed to this article 
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EDUCATION 


ew Rules 


: It's roll-call time at a clutch of new law schools in 
. Japan, where demand for lawyers is growing 


By Ichiko Fuyuno/Toxyo 


FOR DECADES, Japan has worked hard to mass-produce 
everything from Toyota Corollas to the Sony Walkman. Now, 
it'S gearing up to pump out a more contentious product: 
- lawyers. This month, 68 new law schools have opened within 
Japanese universities. The schools—the first United States- 
style law schools in Japan—will enroll 5,600 students this 
year. They are part of the Japanese government's ambitious 
plan to boost the number of lawyers to 50,000 by year 2018, 
. from 23,000 now. 

That pales in compari- 
son with the U.S., which has 
an estimated 1 million 
lawyers, but the fact that 
Japan needs more lawyers 
reflects a shift in the coun- 
try's corporate culture. Until 
recently, the Japanese gov- 
ernment tightly controlled 
business activity on behalf of 
the private sector, and law- 
suits by companies were few 
and far between, say legal 
. experts. But now, as Japan 
. deregulates and opens up its 
. markets, companies are fac- 
ing more conflicts, includ- 


by employees to intellectual- 
property disputes. “As the role of the law has become more 
important, Japan needs a sufficient number of more skilful 
lawyers," says Satoru Shinomiya, director at the Japan Fed- 
eration of Bar Associations. 


PLL SEE YOU IN COURT 

As more conflicts emerge, the number of lawsuits is soaring. 
In 2002, 544,000 civil suits and lawsuits against the gov- 
 ernment were filed in Japan, up 140% from 1990. Japan, 
which once preferred to resolve disputes through media- 
tion, is increasingly turning to the law. 

Demand for lawyers specializing in issues such as intel- 
lectual property and information technology has escalated since 
the late 1990s. For example, since 1997, Honda Motor has filed 
18 lawsuits against Chinese car makers, for violations over 
piracy and copyright infringement of its motorbikes and car 
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ing everything from lawsuits | COURT ACTION: More lawsuits mean more lawyers 





parts. The latest was in November, when it filed a piracy suit 
against a small Chinese car maker alleging that it had copied 
the design of its CR-V car. More lawyers are also needed in 
company disputes with employees. In March, a former 
employee of Toshiba filed a suit against the company for 
$9.6 million worth of compensation for his invention of flash 
memory, which is widely used in portable electronic gadgets 
and memory cards. He was the latest in a string of salary- 
men seeking better rewards for their work. To avoid law- 
suits, some companies are turning more frequently to lawyers 
to draw up more exacting and watertight contracts. 

To overcome the lawyer shortage, Japan has created a new 
system to churn out more of them. Under the current system, 
would-be lawyers aren't required to complete a graduate 
course. They need only take the bar exam, which has a pass 
rate of just 3%. Most students spend years at cram schools 
preparing for the test, and end up heavy on information but 
lacking in communication and people skills. The current exam 
will be abolished in 2011. 

In its place, Japan's new law schools require students to 
take a standardized test, followed by an admission test at the 
relevant law school. The Juris 
Doctor programme lasts two 
or three years and will 
include case studies taught 
by practising judges and 
lawyers, and classes on pres- 
entation skills. Graduates 
will take a newly created bar 
exam, which is expected to 
have a pass rate of between 
30% and 5096. 

Already, the new law 
schools are proving popular. 
The prestigious University 
of Tokyo was six times over- 
subscribed for the course, 
while Waseda University 
had about 15 times as many 
applicants. The old system 
"was so difficult and so 
impractical that it was unattractive," says Junpei Kendo, a 
23-year-old who recently started at Waseda's law school. 

Still, some legal experts question whether the new law 
schools will really help foster more and better lawyers in Japan. 
For one thing, the government is being so rigid in its lawyer- 
expansion programme that it's setting a quota on how many 
students will pass the new bar exam—less than 3,000 a year 
until 2010. A Bar Association official says the quota was estab- 
lished in part because of pressure from existing lawyers 
who worry they will suddenly see competition soar. 

"The motivation for the change was certainly pure," says 
Curtis Milhaupt, director of the Centre for Japanese Legal 
Studies at Columbia University School of Law. “But I think 
a fundamental reform of Japanese legal education and 
legal profession will only come when the quota of the bar 
exam is lifted." z 
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HEALTH 


Attention, Men 


The first medical journal in Asia dedicated to 
men's health is just what the doctor ordered 





By Trish Saywell/PENANG 


IN THIS YEAR'S box-office hit Something's Gotta Give, a mid- 
dle-aged womanizer played by Jack Nicholson asks his doctor 
how long he should wait before resuming sex after a recent 
heart attack. The doctor's answer: "The rule of thumb is: If 
you can climb a flight of stairs you can have sex." 

That sort of frank conversation between doctor and patient 
is rare in real life. Worldwide, less than half the patients 
who have had a heart attack are given advice about sexual inter- 
course after recovery, according to Rafael Castillo, executive 
director of the Manila Adventist Medical Centre in the Philip- 
pines, who has written extensively on the subject. 

This applies especially in Asia, where deeply ingrained 
attitudes toward masculinity and loss of face often make 
any discussion of men’s sexual health deeply embarrassing 
for the average doctor and patient. 

A new journal may help to change all that. Men's Health 
and the Ageing Male: Medical Perspectives for Asia-Pacific is 
the first peer-reviewed medical journal in the region that deals 
with issues that threaten men's life expectancy and quality 
of life. Its goal is to provide doctors with the information to 
take a preventative approach in treating male patients. 

“We felt a need to offer a resource for physicians that takes 
men’s health issues seriously, unlike the consumer-oriented 
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EXERCISE ISN’T ENOUGH: Men need regular medical check-ups 
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magazines that tend to feature more superficial topics," says 
Tan Hui Meng, consultant urologist at Subang Jaya Medical 
Centre in Kuala Lumpur and the journal's editor-in-chief. 
“There is no reason why mers health should not be elevated 
to the level of women’s health, where women receive regular, 
standard health checks that allow them to detect early warn- 
ing signs for serious female health conditions." 

The journal—supported by a grant from pharmaceutical 
giant GlaxoSmithKline—is long overdue. Men are the lead- 
ing victims in the top 15 causes of death in both developing 
and developed countries. Routine health checks for men in 
Asia lag behind the rest of the world. In a recent Malaysian 
study, Tan found that 62% of the men polled aged 50 and older 
had not had a medical check-up in the last year, compared 
with 1896 of Western men in a 2003 multi-country study. The 
same Malaysian survey found that men had a much higher 
incidence of illnesses such as diabetes, hypertension and 
prostate problems than they actually reported to their doctors. 

Mortality rates also underscore the need for action. The 
life expectancy of men in Thailand and Vietnam is 10-15 years 
shorter than men in Sweden or the United States. "This is a 
tragedy," says Tan. "These men need to be healthy to sup- 
port their families and their communities." 


FROM EMBARRASSMENT TO DENIAL 

Meanwhile, traditional Asian beliefs about masculinity also 
affect risk-taking choices such as the abuse of alcohol, tobacco 
and drugs. One in every three cigarettes smoked is smoked 
in China and the prevalence of smoking in Asia as a whole is 
the highest in the world. “The aim of the journal is to help doc- 
tors help men to recognize and then minimize and/or elimi- 
nate risk factors in each stage of their lives," says Denis Cherry, 
a member of the journal's editorial board and a physician at 
the Perth Human Sexuality Centre in Australia. 

It's an uphill battle in Asia where many men are either 
indifferent to their health or too embarrassed to see a doctor, 
leading to denial of health problems. Still other men can't afford 
regular check-ups. Many Asian males don't have regular physi- 
cians who know their case histories. Then there's the tendency 
to change doctors frequently or "shop doctors." 

But physicians are at fault, too. Tan estimates that doctors 
in big Asian cities can see as many as 30 or 40 patients in 
one morning, leaving no room for a real discussion of a patient's 
overall health. Doctors also have to learn to ask the right ques- 
tions. For example, many men feel uneasy discussing common 
problems like erectile dysfunction, which can be a symptom of 
an underlying medical condition such as heart disease, diabetes 
or depression. In a recent Malaysian study, nearly 25% of those 
polled said they experienced erectile problems, but only 1696 
said they had discussed it with anyone. 

Chris McMahon, a physician at the Sydney-based Australian 
Centre for Sexual Health, who is on the journal's editorial board, 
notes that with topics like erectile dysfunction, most doctors 
either dont think to ask or feel uncomfortable about broaching 
the subject. "Doctors need to put themselves in the shoes of 
the patient," he says. "This journal is one of the most signifi- 
cant events in mer’s health in the Asia-Pacific." = 
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A thin line separates fame and recognition. 
It’s called the Asia Business Leader Awards 2004. 


Vision, foresight and unwavering commitment to stay on top of the 
competition. This is the profile of a true business leader. 


And there’s only one world-class event in Asia that recognises and 
rewards these outstanding and inspiring business leaders. 


Centred on the theme “Defining Success through Lecdedihib ", the 
Asia Business Leader Awards 2004 is a unique opportunity for 
Asia's sharpest minds to prove their mettle. 


This year’s event will be held from May 25 to May 26 at the world’s 
fastest growing business capital - Shanghai, China. 


A befitting venue that not only inspires greatness in leaders but 
also celebrates it. 
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Expand Your Mind 


There’s software to help you do it. TheBrain not only 
aids in organizing your thoughts but could also stimulate 


new ideas and connections 


WHEN YOU CHAT WITH someone 
who says, “My brain right this min- 
ute is 105 megabytes and there are 
52,365 thoughts in there,” you can (a) 
run a mile, or (b) figure you're talk- 
ing to someone who might have 
something useful to say and stick 
around. Luckily I chose the latter. 

Jerry Michalski is clearly a 
brainy guy. But in this case he's talk- 
ing about his Personal Brain, a file 
built with organizing software 
called TheBrain (www.thebrain.com). 
In fact, Jerry's Personal Brain is so 
big that the company that makes the 
software had to build a special ver- 
sion when he reached, with 32,767 
thoughts, the limits of the program. 
The founder of the company and 
inventor of the software, Harlan 
Hugh, hadn't expected someone to 
build such a big brain. *I've been 
using it so much, and for so long, 
that I got more thoughts than he 
counted on," says Jerry. 

I'm a huge fan of graphical ways 
of displaying and organizing infor- 
mation, but I'd initially baulked at 
TheBrain because it takes a slightly different tack. Whereas most 
visual displays of data soar above the information, putting every- 
thing into perspective, TheBrain works by placing whatever bit 
you're interested in at the centre of the display (the *thought"), 
showing only the links and thoughts close to it. TheBrain, in short, 
tries to imitate your brain, in the way that it focuses on the mat- 
ter in hand, and couldn't care less about all the big-picture stuff. 

Of course, visual mind maps are not for everyone. Some 
people swear by them as a way to organize data, brainstorm, or 
just save their Internet bookmarks. Others prefer to organize them- 
selves by lists, their calendar, even their e-mail inbox. As Jerry him- 
self acknowledges of TheBrain, “It’s not for everyone. People have 
different cognitive abilities." The key, he says, is to "give people 
tools that match their style" so that, first, they have a way to arrange 
stuff, and secondly, to express them to other people. 

And this, perhaps, is where TheBrain has an edge. It starts 
with a thought—a little box in the centre of the screen—which 
you can turn into more or less anything you like—a file, a Web 
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page, a link to a Web page, a term (“mind maps"), 
an idea (“mind maps are cool"), an umbrella term 
("cool ideas that don't always work"). You can then 
link to it—you can add a thought that follows it (“a 
child thought," in the lingo) or a thought that 
comes before it (“a parent"). This is a kind of hier- 
archy which lends itself to organizing your com- 
puter files, your Web links or your CD collection. 

But then TheBrain takes a leap. 
If you click on a thought, it will come 
to the centre of the window. Sud- 
denly everything else moves into 
position around it. This is similar 
to the way your brain focuses on a 
problem, say the issue of mind 
maps, bringing it to the fore and for- 
getting, for the moment, anything 
but the thoughts directly connected 
to it (world hunger takes a back seat, 
mind maps' connection to subway 
maps comes to the fore). 

And here, Jerry says, is where 
the value of TheBrain really kicks 
in: Making links to other bits and 
pieces—what are called jumps— 
that you didn't see a connection with 
before. Jerry, for example, found 
himself creating a jump between 
two separate business-oriented 
thoughts: vicious circles and virtu- 
ous circles. "In business, I realized, 
one person's vicious circle is 
another persoris virtuous circle. This 
hadnt dawned on me before, 
because we tend to think of these 
things in isolation." 

Jerry, of course, is an extreme 
case. With a brain as big as his, both in his head and 
in his computer, TheBrain becomes a memory 
bank, a repository of information and ideas that he 
can browse as a way to remind himself of things 
and to stimulate fresh ideas and connections. But 
it needn't be that flashy: You could just as easily use 
itas a better way to store Internet bookmarks; The- 
Brain lets you drag the link directly from your 
browser, creating a new thought in the process. 

Starting that way might help you find out 
whether TheBrain is for you (there's a free month- 
long trial, then it costs $80). The trick is to give 
in to it entirely for as long as youre testing it, throw- 
ing everything you can in there. Like me, you might 
start to see better inside your own brain. & 

More musings at http://loosewireblog.com; 
resources on TheBrain at 
www.loose-wire.com/brain 


N3lA33/euiueg xn3jes 


Far Eastern Economic Review 37 





. STOCKMARKET REGULATION 


Lowering the Bar 


_ Hong Kong has missed an opportunity to raise its market-regulatory standards to meet global 
best practice. While investment banks, brokers and companies might benefit in the short run as a 
result, both investors and the city's reputation could suffer irreparable damage 


POLITICIANS AND BUSINESS leaders in 
Hong Kong aggressively tout the city as 
one of Asia's premier capital markets. But 
a recent government decision not to 
enhance supervision of the stock exchange 
could undermine Hong Kong's credibility 
as a well-regulated market for companies 
to raise funds, and thus expose investors 
to unacceptable levels of risk. 

The need for greater corporate scrutiny 
has never been more urgent. Several recent 
listings on the Stock Exchange of Hong 
Kong, particularly by mainland Chinese 
companies, have run into controversy amid 
charges of fraud and misrepresentation, 
leaving investors vulnerable. 

Yet on March 26, the Hong Kong gov- 
ernment announced that stockmarket- 
operator Hong Kong Exchanges and 
Clearing (HKEx) would retain its role as 
the primary regulator of the city's stock 
. exchange and would continue to scruti- 
nize applications of companies seeking to 
list shares on the exchange. 

The decision went against the rec- 
ommendations of a government-ap- 
pointed committee that urged Hong 
Kong to hand oversight of the exchange 
to the Securities and Futures Commis- 
sion, or SFC, a regulator that's at arms 
length from the exchange. 

"What would people say if PCCW 
regulated the telecoms sector? Or if 
HSBC regulated the banking sector?" 
asks Jamie Allen, secretary-general of the 
Asian Corporate Governance Associa- 
tion, an independent body that promotes 
corporate governance in Asia. "They'd 
say it's a conflict of interest. Well, it's the 
same thing with HKEx." 
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In announcing the government's deci- 
sion to leave things essentially unchanged, 
Hong Kong's Secretary for Financial Ser- 
vices Frederick Ma explained, *No regime 
is perfect. But I think this one is a formula 
to facilitate the market development of 
Hong Kong." Responding to criticisms, 
Ma added, ^We are under no pressure to 
please any party." 

In its report, the government-ap- 
pointed committee found an inherent con- 
flict of interest in having HKEx, a for-profit 
company that is itself listed on the ex- 
change, perform the dual roles of opera- 
tor and regulator of the stockmarket. The 
HKEx both vets companies planning an 
initial share offering on the exchange and 
earns money from each listing. 

"As a listed company motivated by prof- 
itability, the HKEx has a clear interest in 
listing as many companies as possible 


Eu or. 
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By Joel Baglole/HoNc Kong 


since listing fees represent a significant 
portion of revenues (1896 in 2002), and 
there is a disincentive to allocate resources 
to enforcement which is costly and pro- 
duces no revenues," the report stated. 

The regulatory review was prompted 
in 2002 when 200 stocks fell sharply in 
one day, wiping HK$10 billion ($1.3 bil- 
lion) in value from the stock exchange. The 
sell-off was prompted by HKEx's an- 
nouncement that it planned to strengthen 
rules used to delist companies from the 
exchange. After a public outcry, HKEx 
rescinded its decision, a move that only 
served to underscore the arbitrariness of 
its listing process. 

The Hong Kong government initially 
supported the recommendation that gov- 
ernance of the stock exchange be trans- 
ferred to the SFC. But it back-pedalled 
after heavy lobbying by corporates. The 
HKEx denies that it was involved in the 
decision. Says Scott Sapp, an HKEx 
spokesman, "This was a decision the gov- 
ernment made, not us." 

Significantly, the Hong Kong govern- 
ment also recently backed away from a 
proposal to have investment banks cer- 
tify the authenticity of listing documents 
furnished by companies whose IPOs the 
banks underwrite. Investment bankers 
had lobbied against the proposal claiming 
that it imposed too onerous a responsi- 
bility upon them. 

Corporate-governance watchdogs and 
shareholder advocates say the govern- 
ment's flip-flops represent lost opportu- 
nities to bolster the credibility ofthe Hong 
Kong Stock Exchange. Critics say that by 
maintaining the status quo, Hong Kong 
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MAKING HAY: The flood of Chinese IPOs could be a mixed blessing 


risks tarnishing its reputation as a world- 
class capital market. Worse, they say, there 
is a real danger that Hong Kong could fall 
behind global financial centres such as 
New York and London, which are enhanc- 
ing corporate governance and protect- 
ing shareholder rights. 

Critics say the only way to ensure qual- 
ity companies list on the Hong Kong stock 
exchange is to completely separate the role 
of operator and regulator of the exchange. 
Advocates point to New York, where the 
Securities and Exchange Commission, or 
SEC, regulates the stockmarket inde- 
pendently from its operator, the New York 
Stock Exchange. 

In its conclusion, the committee report 
stated, “If Hong Kong is to achieve its 
stated goal to be the premier capital-for- 
mation centre of China and one of the top 
five equities markets in the world, these 
market-quality issues must be addressed 
and improvements made urgently.” 

Hong Kong’s apathy on corporate gov- 
ernance strikes many in the investment 
community as odd, since studies show 
that investors will pay a premium for 
companies with good corporate oversight. 
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A study by management consultants 
McKinsey & Co. found that investors in 
Asia would pay as much as a 25% pre- 
mium for shares of a well-governed com- 
pany. 

The government's decision to leave 
regulation with HKEx comes at a pivotal 
time for Hong Kong and its stockmarket. 
Hong Kong is struggling to stymie Shang- 
hai's ambitions to become China's main 
capital market, even as it faces intense 
competition from the region's other major 
markets such as Singapore. At the same 
time, a growing number of Chinese com- 
panies are launching IPOs in Hong Kong 
and, in the process, raising questions 
about the transparency of their operations 
and the quality of their management. 

[Investment bank Merrill Lynch fore- 
casts that Chinese IPOs this year will raise 
$15 billion worldwide, more than double 
the $7 billion raised last year. Big China 
equity issues expected to hit the Hong 
Kong exchange soon: a $5 billion offer- 
ing from China Construction Bank, one 
of the country's four large state-owned 
lenders; a $2 billion IPO from state- 
owned China Netcom, a fixed-line phone 





operator; and a $1.5 billion IPO from 
insurer Ping An Insurance. 

Many Chinese companies coming to 
market are saddled with debt, a poor 
financial record and faulty accounting. 
Allen says it's only a matter of time before 
a big Chinese company implodes and 
causes a major scandal in Hong Kong. 

Several Chinese companies that have 
listed shares in Hong Kong, or are prepar- 
ing to do so, have run into problems. China 
Life Insurance, the country's biggest life 
insurer, was recently hit with a class-action 
lawsuit by United States investors who 
claim the company failed to disclose sev- 
eral accounting irregularities ahead of its 
$3.46 billion stock listing in New York and 
Hong Kong in December. 

China Minsheng Banking Corp., 
China's only nominally private bank, 
recently had to postpone its planned $1 bil- 
lion IPO in Hong Kong after it was revealed 
that the bank faked a shareholder meeting 
and forged company documents prior to 
listing shares in Shanghai in 2000. 

Ma highlighted the government's 
decision to give statutory backing to some 
listing rules governing IPOs in Hong ** 
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Kong, and transfer their enforcement to 
the SFC in 2005. That could subject vio- 
lators of listing rules to criminal prose- 
cution and fines of up to HK$1o million. 

However, critics note that statutory 
protection is only being extended to a 
handful of listing rules, such as laws gov- 
erning the financial reporting of listed 
companies. They say the statute needs 
to cover all share-listing rules. The major- 
ity of the listing rules will remain with 
HKEx, which can only impose penalties 
such as censure, public criticism, or, in 
extreme cases, delisting a company from 
the stock exchange. 

"Delisting a company does nothing to 
protect the interests of shareholders," says 
David Webb, a shareholder-rights advo- 
cate. He points out that there is little legal 
recourse that shareholders in Hong Kong 
can take against companies that misrep- 
resent their finances. Webb notes that, 
unlike in the U.S., investors in Hong 
Kong can't launch class-action lawsuits 
against companies. While many Hong 
Kong businessmen run companies with 
global operations, *[they] don't like the 
idea of being held accountable by [local] 
shareholders, and the government sup- 
ports that view," he says. 

It is ironic that so little protection is 
given to shareholders in Hong Kong given 
how large the stockmarket looms over the 
city's economy. At about HK$5.5 trillion 
the market capitalization of the Hong 
Kong stock exchange is three times big- 
ger than the city's annual GDP. And, with 
40% of its 6.8 million citizens personally 
invested in the stockmarket, Hong Kong 
boasts one of the highest stockmarket par- 
ticipation rates in Asia. 
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“Other centres around the world are 
pushing shareholder rights a lot further, 
a lot faster than Hong Kong,” says Vin- 
cent Duhamel, chief executive, Asia, at 
State Street Global Advisers, which man- 
ages Hong Kong’s Tracker Fund, an 
exchange-traded fund established by the 
government in 1999. 

However, Duhamel and others lay 
some of the blame for Hong Kong’s dis- 
interested corporate oversight with apa- 
thetic shareholders, who have a reputa- 
tion for treating the city’s stockmarket 
as little more than a casino. A recent study 
of Hong Kong retail investors by the SFC 
found shareholders in Hong Kong take 
little interest in companies they invest in. 
The survey found that 91% of Hong Kong 
stock investors have never voted at a 
shareholder meeting, 57% were unaware 
of the identity of the senior management 
of a company they bought stock in and 
only 36% of investors consider the back- 
ground and reputation of newly listed 
companies they purchase shares in. Fur- 
thermore, only 9.8% of Hong Kong citi- 
zens have money in mutual funds, which 
they consider too conservative. 


SILENT SHAREHOLDERS 
“Investing in Hong Kong is not very 
sophisticated. Most people in this city 
jump into the market with their fin- 
gers crossed and drive for a 40% 
return,” says Douglas Chen, chief exec- 
utive of SHK Online, one of Hong 
Kong’s largest retail brokerages. 
Duhamel says Hong Kong remains 
one of the few major financial centres 
where shareholders don't have a strong 
voice. “In most places, shareholders are 
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becoming more demanding and vocal,” he 
says. He adds that the key regulator, the 
SFC, is thus limited to regulating securi- 
ties brokers and not the key market par- 
ticipants, the companies which list. 

Several of the Hong Kong stock 
exchange’s most widely held companies 
lobbied against transferring the regulatory 
role to the SFC, including HSBC Holdings, 
Hong Kong’s largest bank, and CLP Hold- 
ings, one of Asia’s biggest electric utilities. 

In its submission to the government, 
HSBC baulked at the idea of passing 
share-listing oversight to the SFC. 
“Although there may be a perceived con- 
flict of interest within HKEx as the primary 
regulator of entry to the market and its 
listed-company status, we are not con- 
vinced that in practice such a conflict 
exists,” HSBC stated. HSBC was also 
against criminal sanctions, arguing, “We 
question whether criminal sanctions do in 
fact act as a stronger deterrent for breaches 
of the listing rules.” 

Observers say corporations fought the 
proposed regulatory changes because they 
would result in companies having to 
become more accountable and adhere to 
more stringent corporate-governance 
rules. Also, broad statutory backing of var- 
ious regulations could result in company 
executives facing stiffer penalties if they 
break the law. 

Ma, the secretary for financial serv- 
ices, says Hong Kong’s government is 
satisfied with the few changes its decided 
to make and currently has no plans to 
revisit stockmarket regulations. That’s 
too bad, says Webb, because, “Hong 
Kong still has a long way to go to meet 
international best practices.” = 
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INDIA 


Growth Model 


India’s unique approach to development is preparing it 


to overtake China in the economic-growth race 


By Dan Fineman 

Eye-popping 10.4% GDP growth in the quarter ending in 
December has excited hopes that India will become the next 
China, but expectations need to climb even further, India now 
looks better than China. India’s growth model promises more 
stable, sustainable expansion and bigger returns for investors 
than China or other adherents of the East Asian develop- 
ment strategy have delivered. Eventually, India should over- 
take China in growth and per-capita output. 

Superior corporate performance explains much of India’s 
recent success. According to JPMorgan, listed Indian firms 
deliver a higher return on equity (RoE) than comparable com- 
panies in Hong Kong, Singapore, Korea, Taiwan, Japan and 
Malaysia or Hong Kong-listed Chinese firms. Remarkably, 
Indian firms combine high RoEs with Asia’s lowest debt-to- 
equity ratios. Large equity bases enhance stability but depress 
RoE, making Indian profitability all the more impressive. 

India’s economic growth has rewarded investors unusu- 
ally richly by Asian standards. Because the East Asian model 
generates growth without commensurate profits, the region's 
stockmarkets badly lag GDP. From 1990-2002, nominal GDP 
growth exceeded the increase in developing East Asia’s stock 
indexes (excluding China, which lacked a sizeable stock exchange 
in 1990) by an average of 236 percentage points. Backed by supe- 
rior corporate profitability, India’s gap was just 96 percentage 
points. Only Hong Kong performed better. 

In contrast to China and other high-growth economies, 
the state has played almost no role in India’s recent growth. Gov- 
ernments in Japan, Korea, Singapore and China support 
favoured industries with tax breaks, directed lending and hid- 
den subsidies. In India, the state has displayed almost no pref- 
erence for any particular sector. The government poses an equally 
heavy burden on all firms. It has aided industry of late by 
demanding less, not by showering businesses with favours. Pri- 
vatization and deregulation, not an intrusive industrial policy, 
represent the state’s biggest contribution to growth. 


DOMESTIC DEMAND 
India requires less onerous thrift of its population. National sav- 
ings in the high-growth countries regularly topped 40% of GDP 
in the 1990s, and China’s savings rate reached 44% last year. 
India’s more modest 20%-25% rate allows workers to enjoy more 
of the fruits of their labour and replaces fickle export demand 
with steady consumption as a growth driver. 

More modest savings have fuelled less destabilizing over- 
investment. In the “Tiger” economies, investment typi- 
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cally exceeded 40% of GDP in the fat years, while - 
China last year invested at a 4296 rate. In India, 
the figure fluctuates between just 20% and 25%, 
in line with savings. | 

Freed from state direction, the Indian econ- 
omy has developed a happy but unusual struc- 
ture. In China, Korea and Japan, government 
policies push manufacturing to the forefront. 
The service sector remains underdeveloped in 
most of East Asia. In India computer program- 
ming, back-office outsourcing and call centres _ 
flourish, in part because official policy did not 
divert capital to manufacturers. India's bur- 
geoning service sector makes the economy ` 
unique among emerging markets. No other- 
country at India’s level of development boasts 
a globally competitive service industry, apart 
from tourism and money laundering. l 

All this should sound familiar. Low investment - 
and savings rates, an even-handed government . 
and highly profitable corporates are also hallmarks - 
of the United States economy. India's approach 
follows the successful American model, not the- 
failed Japanese example. 


LEADING THE PACK 
Indian companies had a higher return on 
equity in 2003 than firms in China 
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India's development model might never: 
reproduce the multi-year, double-digit GDP. 
expansion the Tigers and China registered in 
their peak years. Hypercharged investment 
fuelled by underpriced capital propelled those: 
growth spurts. Lower investment and savings | 
rates could limit India’s expansion. i 

But India’s model should prove more sus- 
tainable than the typical East Asian strategy 
adopted by China. India is developing more effi- 
cient corporates, healthier banks, more robust. 
service industries and a bigger consumption base. 
China has won the sprint. India is training for. 
the marathon. & 

Write to me at dan.fineman@feer.com - 
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Chipping Away 
At a Legacy 


While Malaysia promises to end vanity projects, 

































attempts to break into a niche market 


By S. Jayasankaran/ KUCHING, MALAYSIA 


MALAYSIA’S FIRST silicon-wafer-fabrication venture is gam- 
bling on a global semiconductor boom to dig its way out of 
a deep financial hole. Billions of dollars and the Malaysian 
government's ambition to move up the hi-tech manufactur- 
ing chain are riding on the outcome. The 97% state-owned 
- company, Ist Silicon (Malaysia), which operates a 3.8 billion 
- ringgit ($1 billion) wafer plant, has amassed more than 2.4 
.. billion ringgit in accumulated losses since it opened in 2001, 
- according to bankers familiar with the situation. 
Now, the plant's managers are hoping that increased global 
demand for semiconductor chips—expected to grow about 
. 2596 this year—will turn the company around. Semicon- 
ductor chips are cut from the silicon wafers. "We have to 
ride this cycle,” says rst Silicon’s chief executive, John Nelson. 
"People are looking at 2006 and 2007 as the next slow- 
down, so we have a small window to make good." 
| The company is banking on exploiting that cycle to sur- 
vive: The struggling company has already tapped its share- 
holders twice for increases in capital and plans to seek more 
funds through a government-backed $300 million borrowing 
facility it’s now arranging. 
But salvaging the wafer investment wortt be easy. Andrew 
Lin, a technology analyst with Merrill Lynch in Hong Kong, 
suggests that semiconductor sales will peak by the latter 
half of next year and start drifting down in 2006. More wor- 
ryingly for the whole industry is the emergence of China as 
a force in the semiconductor business. China's five wafer 
_ plants currently account for about 9% of global capacity, but 
_ that figure could rise to 20% by 2005, raising the threat of 
industry-wide overcapacity. 
| Located in Sarawak state on Borneo island, 1st Silicon is one 
_ of two Malaysian start-ups in the expensive wafer-fabrication 
business. The other, Silterra Malaysia, is in Peninsular 
. Malaysia's Kedah state and began production two years ago. As 
in the case of rst Silicon, government agencies control Sil- 
terra, which is majority-owned by a unit of Khazanah Nasional, 
_ the federal government's investment arm. Details of Silterra’s 
_ financial situation have never been publicly disclosed, but indus- 
_ try analysts believe that, like rst Silicon, Silterra is losing money. 
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a state-owned wafer maker raises more money and 





Together, the two plants represent an effort by the 
Malaysian government to climb the hi-tech manufacturing 
ladder. But 1st Silicon’s shaky finances illustrate the risk inher- 
ent in former Prime Minister Mahathir Mohamad's frequent 
attempts to push the country into new industries to create new 
growth engines for the Malaysian economy. When he first 
came to power in 1981, for example, Mahathir used govern- 
ment investment to spearhead a drive into heavy industries, 
pouring billions of ringgit into state-owned steel, cement and 
car-making ventures. Only the car businesses survive today, 
and that’s thanks to state protection. 

The wafer-plant start-ups were meant to complement 
another Mahathir-inspired drive into information technol- 
ogy. In the mid-1990s, Mahathir designated a broad area 
between Kuala Lumpur and the city’s new international 
airport, 75 kilometres to the south, as the Multimedia Super- 
Corridor. It was the then-premier’s vision for Malaysia’s ver- 
sion of Silicon Valley. With government investment incen- 
tives, including tax breaks and generous venture-capital 
financing, the area has since attracted reasonable atten- 
tion, So far, nearly 1,000 companies—about 75% of them 
local—have been deemed eligible for generous incentives 
and last year 2.3 billion ringgit was invested there. 

The wafer plants were to be proof that the government was 
committed to realizing its hi-tech dreams. For Sarawak, the 
ist Silicon plant was also seen as a way to reduce the state's 
economic dependence on exploiting its natural resources, 
mainly timber, oil and gas. 

But rst Silicon's timing wasn't auspicious. By the time 
the plant was ready to begin production, the semiconductor 
industry went into a tailspin, with sharply reduced demand 
and overcapacity. “We slowed everything down to cut costs,” 
says Nelson. "It was a bad time, right from 2001 to the first 
quarter of 2003." According to bankers familiar with the com- 


NELSON'S STRATEGY IS TO CUT COSTS— 
BOTH FINANCIAL AND OPERATIONAL— 
AND LOOK FOR NICHE MARKETS 


pany, 1st Silicon made net losses of 79 million ringgit, 814 
million ringgit and 881 million ringgit in 2000, 2001 and 
2002 respectively. Nelson declines to give any figures, though 
he concedes that the company lost money in 2003, “but 
slightly less than 2002's figures." 

Big losses aren't uncommon in the cyclical wafer-fabri- 
cation industry, analysts note. For example, Singapore's 
biggest fabricator, Chartered Semiconductor Manufacturing, 
which is listed on the Singapore stock exchange, reported 
12 straight loss-making quarters to December last year. 

Still, rst Silicon’s accumulated losses would have bank- 
rupted the company had it not been for two fresh capital infu- 
sions by tst Silicon's shareholders. The company is 97% 
owned by Sarawak state-government interests, including a 5% 
stake held by Sarawak Enterprise Corp., which is listed on the 
Kuala Lumpur Stock Exchange. The remaining 396 is held 








HI-TECH HOPES: Success depends on a semiconductor boom 


by German infrastructure and engineering company M&W 
Zander, which built the plant in 1998. 

Between 2000 and 2002, rst Silicon’s share capital was 
raised to 2.4 billion ringgit from 842 million ringgit, accord- 
ing to the bankers. Borrowing also increased, with total debt 
reaching about 2.9 billion ringgit at the end of 2002. 

Much now depends on Nelson, a solid-state physicist from 
Ireland with 24 years in the wafer-fabrication business. He 
became chief executive in November 2002 and promptly 
changed his top-management team, bringing in more than 
100 engineers, designers and finance people and firing sev- 
eral hundred workers. 

The company is now producing 15,500 wafers a month 
and running at 90% of capacity. The plant is designed to 
eventually produce 45,000 wafers a month, but that would 
entail 2.5 billion ringgit in additional investment in equip- 
ment. “We will push it up slowly,” says Nelson. “By the 
end of this year, we should be producing 22,500 wafers a 
month and we should be able to derive as much as $200 mil- 
lion in sales.” That would make the plant operationally prof- 
itable and open the way for rst Silicon to seek a listing on 
the Kuala Lumpur Stock Exchange next year, allowing it to 
raise fresh funds. 

Nelson’s strategy is to cut costs—both financial and oper- 
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ational—and look for niche markets that avoid the traditional 
high-volume, low-margin business model of most manu- 
facturers. An example of the high-end market it’s targeting: 
rst Silicon is making specialized chips that are used in prod- 
ucts such as smart cards. 

Nelson says he’s also cut the cost of producing every addi- 
tional 1,000 wafers per month to about $20 million compared 
to a global average of $30 million-35 million. The hefty sav- 
ings, he says, come from cheap, long-term supply contracts 
and the company’s willingness to buy refurbished second- 
hand equipment. “We have got locked-in, long-term supply 
contracts for equipment that we signed before the upturn,” 
Nelson explains. “And we are not proud. Refurbished equip- 
ment can be just as good as the new stuff.” 

So far, Prime Minister Abdullah Ahmad Badawi's new 
administration has continued to support the wafer-fabri- 
cation ventures, despite pulling the plug on some costly 
projects inherited from the Mahathir era. On April 15, 
ist Silicon will draw down a $300 million syndicated bank 
loan arranged on the strength of a federal government 
guarantee. The company will use some of the proceeds 
to pay back debt and reduce its debt-servicing burden. But 
financial engineering will only be a first small step on 
the road to profitability. = 
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NEPAL 


External Props 


Remittances from overseas Nepalis and a weakened 
tourist industry are the mainstays of the economy 
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By Lara Wozniak 

After eight years of conflict between Maoist rebels 
and government security forces, Nepali officials 
are hard pressed to spin some positive news from 
the beleaguered Himalayan kingdom. 

On March 29, Finance Minister Prakash 
Chandra Lohani announced that, based on the eco- 
nomic performance of the first eight months of the 
year to mid-July, Nepal's GDP is likely to increase 
by 4.6% in fiscal 2004. That is an impressive rate 
of growth, but with a GDP of just $5.7 billion in 
2003, about 38% of the population still subsists on 
less than $1 a day. And unfortunately, Lohani also 
noted that because of the war, the government's 


TOURIST TURNAROUND 
Visitors are slowly returning to Nepal 
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Economic Monitor 


target of lowering the percentage of those living 
below the poverty level to 32% by 2007 was 
unlikely to be met. 

Officials point out that tourism—an industry 
that employs more than 250,000 people—is on 
the rise, with a 23% increase in 2003 over the 
previous year. But tourist arrivals are just half of 
what they once were and hoteliers and tour 
providers have slashed prices, so earnings from 
tourism have fallen disproportionately. 

Tourism peaked in 1999 at about 421,000 
visitors but fell to nearly half that in 2002. Visitors 
were scared away after the December 1999 hijack- 
ing of an Indian Airlines flight from Kathmandu 
to New Delhi, the 2001 palace massacre of 10 
members of the royal family and a continuous bar- 
rage of Maoist attacks. The Indian Airlines hijack- 
ing may have been most significant as about one 
third of all tourists to Nepal come from neigh- 
bouring India—as do many of the businessmen 
who invest in the country. 

Still, the economy could have been in a worse 
state. A major driver of growth has been a surge in 
the inflow of private remittances from overseas 
Nepalese, the bulk of whom work in India and the 
Gulf states, and send home about $850 million 
every year. As a result, foreign-exchange reserves 
in mid-February reached 122.7 billion rupees ($1.8 
billion), sufficient to cover merchandise imports 
for about 11 months, according to the nation’s cen- 
tral bank, Nepal Rastra Bank. 

Moreover, returning overseas workers and vis- 
iting Indian businessmen are being targeted by a 
new breed of merchandisers in Kathmandu. 
Despite the Maoist insurgency, business in the cap- 
ital appears to be bustling. The formerly muddy, 
crater-riddled roads have been paved over and 
are jammed with new cars. Supermarkets are 
chock-full of Western goods, from Boots cosmet- 
ics to French wine. 

Savvy local businessmen are trying to cash in 
on this new middle class and reduce their depend- 
ency on tourism. Yogendra Sakya, head of the Mar- 
copolo Business Hotel, has converted an entire 
floor of his property into self-contained business 
offices to take advantage of young Nepali and 
Indian business entrepreneurs who want low-cost, 
fully furnished offices. “This helps us fill the 
space,” Sakya says of the transformation of his 
hotel into a part-business centre. 

As in many developing countries, this overseas- 
educated, new-moneyed generation could be Nepal's 
saviour. But if social tensions remain unresolved, 
there’s a fear that the overseas workers will settle 
abroad and Indian businessmen will look elsewhere 
for investment opportunities. That would make the 
Nepal story near impossible to spin. = 
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Dow Jones Global Indexes Local Indexes 


Close 
Index (Apr. 5) % chg YTD (Apr. 5) Mkt Unit Latest %chg YTD 

(Apr.5) %chgYTD ` Australia 3,453.20 +4.45 Aluminium Ldn $/tn 1746.00 +8.85 

Australia — 229.82 +5.38 Bangkok 709.89 -8.06 Cocoa NY $/tn 1,436.00 -5.21 
China 88 153.19 + 12.86 Bombay 5,838.02 -0.02 Coffee NY c/Ib 71.95  *10.78 
Hong Kong - 231.55 +6.80 Colombo 1,313.46 — «23.67 Copper NY c/Ib 130.95 425.25 
Indonesia 58.32 *6.04 Hong Kong 12,731.76 +1.24 Cotton NY c/Ib 62.18 -17.17 
Japan 91.06 = +17.21 Jakarta 750.65 +8.49 Gold Ldn $/oz 417.70 — 30.11 
Malaysia 121.60 — +11.95 Karachi 5,228.30 +16.92 Oil: Brent Ldn $/barrel 30.69 +1.72 
New Zealand 186.34 +3.07 Kuala Lumpur 889.60 412.05 Palm Oil KL Ringgit/tn 1,962.00 — «10.60 
Philippines 66.44 *2.67 Manila 1,490.05 +3.31 Pulp FOEX | $/tn 618.61 10.57 
Singapore — . 143.38 *7.64 Seoul 883.69 *9.00 Rice Bnk $/tn 246.00 +21.78 
South Korea 125.16  +17.59 Singapore 1,890.20 +7.12 Rubber KL Mc/kg 499.50 +5.71 
Taiwan 131.61 +16.15 Taipei 6,682.73 +13.45 Soyabeans Chg c/bushel 1024.50  *29.03 
Thailand 75.31 -5.83 Tokyo 11,958.32  *12.00 Sugar NY c/Ib 6.31  *11.29 
U.S. Total Market — 271.40 +3.32 Wellington 2,321.63 +1.90 Tin KL $/tn 8,520.00 428.90 
Euro Stoxx 50* — 2,905.88 *5.26 DJIA 10,558.37 *1.00 Wheat Chg c/bushel 414.00 — *9.81 
FTSE 4,480.70 *0.80 AIG - Dow Jones Commodity Index 148.66 *9.90 


Dow Jones Global Indexes track about 8096 of market 


capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx 5 


ECONOMIC DATA IN THE SPOTLIGHT 


Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 


% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bangkok (9.35% on week) 
(Apr. 5) GDP CPI Current acct | Trade balance — I-mth interbank I Prime rate SET Index 
Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.79 (Feb) &38 ^ 959 70 
China 9.9 (Q4 '03) +2.1 (Feb) — *35.42(2002) — 18.07 (Feb) 3.60 n.a. 700 
EU 0.9 (O4 '03) +1.8 (Jan) +43.68 (O4 '03) -15.45 (Jan) 2.09. n.a. 
Hong Kong 5.0 (Q4 '03) -2.0 (Feb) +17.38 (Dec) -9.80 (Feb) 0.06 5.00 690 
India 10.4(03'03/'04) +4.13 (Feb) +2.15 (Dec) -16.48 (Feb) 6.00 10.63 
Indonesia 4.1 (2003) *5.11 (Mar) *4.70 (2003) *27.80 (Feb) 7.47 7.42 680 
Japan 3.4 (Q4 '03) -0.1 (Mar)  +136.11(Dec) 98.82 (Feb) 005.55 - 1,98 
Malaysia 6.4 (Q4 '03) 40.9 (Feb) ^ +11.87 (Sept) «1774 (Feb) 3.00 6.00 670 
New Zealand 3.5(Dec'03) +1.6 (Dec Qtr) -3.57 (Dec) -2.67 (Feb) 5.48. 5,55 
Philippines 4.5 (O4 '03) +3.8 (Mar)  +3.35 (2003) -1.94 (Jan) 7.62 10.62 660 
Singapore 4.9 (Q4 '03) +1.5(Feb)  +27.41 (Dec)  *27.86 (Feb) 0.56 5.50 
South Korea 3.9 (Q4'03)  +3.1 (Mar) +19.98 (Feb) +22.47 (Mar) 3.76 3.90 650 
Taiwan 5.2 (Q4 '03) +0.9 (Mar) +28.71 (Dec) +16.40 (Feb) 0.93 0.75 640 
Thailand 7.8 (Q4 '03) +2.2 (Feb) +7.93 (Feb) +10.00 (Feb) 1.27 5.75 
U.S. 4.1 (Q4 '03) +1.7 (Feb) -541.80 (Dec) -492.96 (Jan) 1.10 4.00 
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FOREIGN EXCHANGE 


Source: MoneyLine Telerate 


Key Currencies 


(Apr. 5) $1 worth Spot rate % chg YTD (Apr. 5) $1 worth Spot rate % chg YTD 
Australia dollar 1.3255 *0.14 Mongolia* tugrik 1,177.00 -4.33 
Bangladesh taka 58.875 -0.64 Nepal rupee 73.00 0.00 
Brunei dollar 1.6722 *1.98 New Zealand dollar 1.5352 -0.56 
Burma** kyat 830.00 *7.23 Pakistan rupee 57.25 -0.16 
Cambodia" * riel 4,128.00 -6.66 Papua New G. kina 3.1353 *5.29 
China renminbi 8.2769 0.00 Philippines peso 56.30 -1.39 
European Union euro 0.8318 -4,59 Russia** rouble 28.545 +2.43 
Hong Kong dollar 7.7878 -0.31 Singapore dollar 1.6785 *1.14 
India rupee 43.6825 *4.38 South Korea won 1,141.00 *4.47 
Indonesia rupiah 8,563.00 -1.83 Sri Lanka rupee 97.25 -0.36 
Japan yen 104.89 *2.21 Taiwan NT dollar 32.942 *3.12 
Laos** kip 10,445.00 -0.10 Thailand baht 39.110 * 1.18 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,738.00 -0.51 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0624 S$ = ringgit 2.2628 SDR = $1.4713 *Official rate —— **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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CARTOONISTS: SOUTH KOREA 


Four Asian Funnies 


Opening a local newspaper’s cartoon pages is the best way to glimpse the workings of any country. 
We profile four cartoonists in Asia whose pens and brushes have vividly captured the vagaries of their 
respective societies, starting with South Korea’s famous Kim Song Hwan 


By Kim Jung Min/SEOUL 


ki ho park /kistone /REVIEW 


KOREAN POLITICIANS 

are not known for their sense 

of humour, especially not the 

sing military dictators of times 

past. And cartoonists in this 

country have long struggled 

against a hierarchical and stifling system 

of government and business. Against this 

backdrop, Kim Song Hwan, a spry, slightly- 

built man of 71, is extolled as a trailblazer 
in the history of Korean cartooning. 

Detained by police, harassed by censors 
and reviled by the politicians he satirized, 
Kim paved the way for an era of greater edi- 
torial and artistic freedom. “Kim has never 
bowed to power and remained faithful to 
his beliefs. He’s been always a role model 
for us,” says An Pack Ryong, a prominent 
cartoonist at the Korea Economic Daily 
newspaper who made his debut as a polit- 
ical cartoonist in 1989. 

In spite of his age, Kim’s words tumble 
out during an interview and he talks 
about his work with enthusiasm. 

Kim made his debut in the 
world of political cartoons by acci- 
dent in 1949 as a high-school stu- 
dent. One day, he showed the 
comics he sketched to a news- 
paper deliveryman who came to 
his place. The deliveryman passed them 
on to reporters. “They just ran the comics 
on the paper even without my knowl- 
edge," Kim recalls. 

Eventually, his renowned cartoon 
series Kobau (Mr. Ko the Sturdy) ended 
up being published in three influential 
newspapers, including Chosun, Donga 





ORDINARY HERO: Kim Song Hwan draws 
Kobau in his basement studio 
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and Munhwa. Kobau, a 
beloved character among 
Koreans, was the quintes- 
sential ordinary citizen— 
awkward, bespectacled, 
with a single hair springing 
from a flattish head, constantly strug- 
gling with issues that seemed bigger 
than him. It was one of the longest-run- 
ning serialized political cartoons in the 
world, and Kim penned it for more than 
five decades. 

In over 13,500 four-frame comic 
strips, Kim parodied the autocracies of the 
first South Korean president, Syngman 
Rhee, as well as Park Chung Hee, who 
came to power in a military coup in May 
1961. Kim's cartoons attacked those who 
were kowtowing to authoritarian rulers 
and the establishment. One cartoon par- 
odied those who gave a deep bow even to 
the street sweepers working in the pres- 
idential residence. Kim seemed destined 
for stardom after drawing this particu- 
lar cartoon, but he received a series of 
threatening phone calls from President 
Park's aides. Once, he says, he hid inside 
his house for almost two weeks to avoid 
possible assault. 

Such hardship was part of life in his 
pioneering days. During his long career, 
Kim has been detained several times 
because of his harsh criticism of the mil- 
itary regimes of Park and Chun Doo 
Hwan in the 1970s and 1980s. The car- 
toonist was trailed by spies and harassed 
with threatening late-night phone calls. 
Censors repeatedly suppressed Kobau 
strips that cut too close to the bone. 

His bosses were often told by gov- 
ernment officials that Kim’s work would 
hurt the president's feelings. Even when 
the papers were already at the presses, edi- 
tors had to suspend printing and take out 
parts of his comic strips, which 


sometimes confused readers. pesi says cartoonist An. Although 
But they remained faithful. Lat Korean society is more free, car- 
Kim remembers an anonymous — Lampoons toonists have to deal with more 
fan who left a substantial sum of Malaysia complex issues, from union mil- 
money on his porch. It was to help Page 48 itancy to big business. 
him pay a fine imposed by a court Meanwhile, animation is rap- 
for a sarcastic cartoon commen- . Potshotsin idly emerging as a powerful cul- 
tary on government policies. Hong Kong tural genre, attracting many fans 
Even after Kim was released rage o9 and pulling high profits. “Our 
from prison, undercover agents indian young generation is becoming 
shadowed him for years. "One Experiment only interested in the [monetary] 
day, I met a friend of mine. We Page 52 aspects of their profession. They 





had to move more than six times, hav- 
ing coffee. Whenever we went, two under- 
cover agents followed," he recalls. 
Younger Korean cartoonists have 
been able to take advantage of the coun- 
try's liberalization to inject more laugh- 
ter and ridicule into political life. But 
things are more complicated now, 


OBJECTS OF RIDICULE: Kim Jong II (left) is a favourite. Kobau (right) bows to ancestors, but 
when the radio announces Saudi Arabia's raised oil prices, Kobau prays to Allah instead . 


can't stand the pressure of daily serials,’ 
An says. 

After 54 years in cartooning, Kim Song 
Hwan last year finally put down the ink-per 
with which he has lampooned Korea's ric 
famous and powerful. “I think I’ve hac 
enough deadlines, so I’m staying in retire 
ment,” he says. But the creator of 
one of Korea's most popular comic 
strips has left an enduring legacy 
for future generations. 

What’s more, Kim contends 
that political caricature is good 
for Korean politics. The hard 
times in his profession may have 
gone, “but I think our mission to offse 
the influence of the establishment hasnt 
changed at all,” he insists. 

Kim is now moving on to the difficil 
task of making Korean history acces- Pi 
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sible—a history, he says, in which 
ordinary people have been treated 
as studio extras beside the deeds 
of the great and powerful. 

In his basement studio in 
Seoul, he spends most of his time 


1950s and the lives of people during research. In his efforts to draw a refugee 
the 1950-53 Korean War. "I'mstill train more precisely, he says he had to 
doing my duty as acartoonistandan study the records of Korean railways in 
artist," he says. the local archive. 
Many of the paintings are "Some people might say it's just a 
based on pencil sketches thathe -$ thing of the past,” says Kim. “But I feel 
working on a series of 30 pastel paint- made during the war. He has vivid 


SEA it’s my duty to remind the young gen- 
ings that tell the story of the hardship | memories of refugee life in war-torn x eration of the tragic history whether 
of ordinary Koreans in the 1940s and Korea, but he still does meticulous ZI they like itor not." = 
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CARTOONISTS: MALAYSIA 


Lats of Laughs 


A plump, gentle cartoonist captures the heart 
and soul of his country—and its contradictions— 


in his punchy, stylish drawings 


By John Krich/KuAtA LUMPUR 


LAT, THE CREATOR OF *Kampung Boy," Malay- 

sia's embodiment of the innocent kid from the coun- 

b try, often finds inspiration in American country- 

À e 4 4 and-western music. 

ay | f " More surprises are in store. For starters, his 

£j nations conscience in cartoon form suggests meet- 

d ing at a café along Kuala Lumpur's tawdry tourist 

Z^ ij strip, whose contradictions he caricatured in a recent 

New Straits Times poster. In Lat's sketch, two blonde 

female backpackers in skimpy shorts wait to cross the street 
before a threatening black wall of veiled women. 

Mohamed Nor Kalid—his pen name Lat refers to a child- 
hood pudginess—is marking 40 years of peering with an eye 
both rueful and compassionate at his country's remarkable 
modernization. His popular books and long-running car- 
toons, Scenes of Malaysian Life, at once nostalgic and topi- 
cal, have become synonymous with an oft-extolled, if little 
delineated, “Malaysia-ness.” 

An impressive retrospective exhibition at the National Art 
Gallery has just honoured his longevity. And at 53, Lat seems 
to have been around even longer because he started so early. 
Publishers paid him for his first comic book when he was 12, 
to the amazement of parents who had been supplying him with 
ink and paper nearly since birth. “I could sketch before I could 
read,” Lat recounts, “And when I was taken to the movies, I 
came back and drew the movie, Charlton Heston and all.” 

Lat has a prodigy’s talent, a whimsical sense of humour and 
the gift of living in a country in complex transition that other 
| | art forms have failed to capture. Given an anaemic, censored 
IPOH IMPRESARIO: Lat draws any time, anywhere, even in his car film industry, and a dearth of novels with the stature to be widely 
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read or translated, anyone trying to get at the reality of what 
Malaysians are thinking and feeling have only had one place 
to turn to: The brilliantly detailed, often uncaptioned tableaux 
of a man with a pug nose and trademark black bangs. 

Even Jaafar Taib, who searches for new cartooning tal- 
ent as the editor of Gila-Gila, a satirical magazine, concedes, 
“100% of Malaysians respect and admire Lat, and see a 
Malaysian truth, whether he is drawing policemen, teach- 
ers or hookers.” 

The secret, Lat says, is being able to examine other races 
“without pointing a finger" and “knowing as I consider a 
drawing which groups of my friends might get offended.” 

His main theme these days seems to be a genuine 
humility and avoidance of fame. While his books sell well 
and he continues his thrice-weekly contributions to the New 
Straits Times editorial page, Lat has retreated from the Malaysian 
capital, and various watering holes where he was a famed 
habitué, to return to the quieter life in his home region near 
Ipoh. “So long as I’m around, I’m taking up the spotlight," he 
says. “And I want younger cartoonists to have room to grow.” 

Among his potential successors, he cites Cabai, a rare 
woman cartoonist, whose name means a kind of chilli pep- 
per and who, he says, is “as vicious as a pepper.” Says Hassan 
Muthalib, a friend and the creator of Malaysia’s first full-length 


N 










PRIORITIES: Toys . 
tumble out of the boys’ . 
pockets as they. 
practise the rukuk, ot 
bowing, during prayer 


animated film, "There have been many copycats of Lat's style 

... He wants them to come up with something original that 
they can be proud of." | 

But it's hard to see how any of them will have the breadth 

of material gained in a lifetime that has seen his country- 

~~ men go from fetching coconuts to hurtling down free- 
ways. “Today, kids play hide and seek in an apartment, . 

when I did it in paddy fields, around rubber trees or the 

chicken coop,” Lat observes. “They ride motorcycles when 

I was happy to borrow my father's bike." Yet, he believes, 


a c , “they can find ways to make it interesting. Even yup- | 


pies will get sentimental." 

Still, he seems to concur with Jaafar Taib's obser- 

vation that new Malaysian cartoonists "are so affected 
by foreign images, by American TV and Japonica, they 
have to be encouraged to stay local, and to be helped with 
the confusion of having so many choices presented by com- 
puter graphics." Says Lat, “Our minds today are overfed. 
with visuals. With everything in reach, people get fe 
bored so quickly. It's not like when my village (77 
had only one radio in the headmaster's house and“ ef/CCan 
we had to imagine everything." f c 

While Lat's best work is rooted in the nos- “@” 4er o 
talgia for simpler ways and more solid values, E 
preaching a commonality of experience by claiming "the far- 
ther one goes back, the more one is actually in touch with the 
present," Lat cautions, "You can't long for the time before 
changes happen, because then you end up grumbling. And can. 
cartoons grumble?" 

Still, he has never been afraid to parody hypocrisy and cor- 
ruption, or tackle such subjects as environmental destruction 
or moral decay. Warned by a New Straits Times editor in his 
youth that “if you draw this, you will go to jail,” Lat vows, "I 
will still draw politicians and they still won't look very good.” 
But he admits, “As one gets older, there’s a natural tendency 
to avoid conflict. It’s like being a careful driver or knowing the 
right things to say to one’s wife.” 

In Malaysia, however, efforts toward understanding, and 
the various misunderstandings, between the Malay, Chinese 
and Indian communities continue to provide plenty of mate- 
rial. “We always imitate one another,” Lat says, “but we have. 
to do it knowing that whatever we find funny in the other P» 
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group, they will find funny in us." His solution, which informs 
many of his best drawings, is simple: "To show warmth, that's 
something which can't be taught by government, yet it's our 
duty to go out and make as many friends as possible." 

And he doesnt think he's specially equipped for the task. 
“Every kid has something special in him—if I hadn't been draw- 
ing, I’d have been out climbing trees, learning more about 
plants and animals." Rather, he likens himself to “the 
storytellers that you can find in every bar, the funny 
man that everyone asks to tell a joke." 

His fondness for plaintive singers from Roy 
Rogers to Hank Williams actually led Lat into the 


bars of Nashville, Tennessee. Lat says that friends fay 


CARTOONISTS: HONG KONG 


Chewing Out 
The Chief 


Tung Chee-hwa and his administration provide much 
fodder for the territory’s cartoonists, particularly for 


Zunzi, who is among the best known 


By Ilaria Maria Sala/HoNc KONG 


IN DECEMBER, 2002, about 60,000 
people marched through the streets of Hong 
Kong demanding that the government sig- 
nificantly modify its proposed national secu- 
rity laws, required under Article 23 of Hong 
Kong's mini-constitution. Many carried a poster 
with a drawing: a huge, red, clenched fist raised against 
three little characters—caricatures of Tung Chee-hwa, 
Hong Kong chief executive, of Elsie Leung, the territory's 
secretary for justice, and of Regina Ip, the highly unpop- 
ular secretary for security, who would eventually resign over 
the Article 23 furore. The three held a sword, trying to keep 
the red fist at bay, and above them towered a black slogan 
stating: ^No to Article 23." 

In July, 2003, more than 500,000 people took to the 
streets again to protest against the security legislation, 
due to be voted on by the Legislative Council a few days later. 
Many brandished another poster with a caricature ofa bewil- 
dered Tung, wearing enormous purple underwear, being 
swept away by a big broom. Above him were five large char- 
acters: "No to Tung Chee-hwa." 

Both drawings carried the signature of the same man: 
Zunzi, one of the best-known political cartoonists in Asia, 
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were amazed he was left unharmed by "real red- 
necks." Country-and-western music works 
because, he explains, “it’s so humble," as |, T VAS 
in a favourite ballad where an aircraft pilot "o5 
croons, "Honey, last night, I flew over our 
home." Humble to the end, Lat insists that the elongated "I^ 
in his signature is merely an expression of *how happy I am 
to finish a drawing after 45 minutes of work." Though, among 
his many accolades, Lat carries the honorific *Dato" 
bestowed by the sultan of Perak, he swears that he 
has not lost his critical edge or his common man's per- 
spective. "When I sign my drawings, it doesn't say 
Dato,” he points out. “It says Lat." = 
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whose work has appeared in the local press for the 
past 20 years. 

Zunzi's caricatures, small and brightly coloured, 
invariably capture the most salient physical features 
of the political figures he's targeting. They are por- 
trayed with just a few round strokes, and seem to 
jump all over the page with their trademark liveli- 
ness. They are found in Hong Kong's most out- 
spoken publications, like Jimmy Lai's newspaper 
Apple Daily, the weekly magazine Next, as well 
as on the pages of the Ming Pao daily paper. 

Zunzi downplays his prominence. He says: 
"People just wanted to have something to hold in 
their hands while they were marching, and since on many 
occasions Apple Daily has printed my cartoons all over the cen- 
tral page, they became convenient banners. Political groups 
in Hong Kong do not generally have people who take care 
of this, so they use what Apple Daily prints." 

According to Zunzi, the recent upsurge of political activism 
in Hong Kong has not meant more space for satire: "It basi- 
cally is just a few newspapers . . . Since satire is so local, the 
amount of drawing we can do for the Taiwanese press, for 
example, is very limited; they have their own cartoonists there, 
and they know the local scene a lot better,” he says. “For a young 
artist who may want to start a career as a political cartoonist, 
the space is limited." 

What to do if one still aspires to this pro- 
fession? "If you really want to draw, nothing 
and nobody can stop you, not even the lack 
of space. One thing, maybe: Drink whisky!" 
exclaims Zunzi, bursting into laughter. 

The limited Hong Kong market is fur- 
ther constrained as many newspapers pre- 
fer not to carry anti-establishment politi- 
cal cartoons. Which leaves enough room for 
only about half a dozen cartoonists in the 
Chinese-language press, and just a couple 
more in the English-language press. Zunzi, 
who is also an installation artist and a staff 
writer for Ming Pao, does not see any signs 
of improvement. “I am too well-known to 
be censored", he says, "But this does not 
mean that other publications are becoming 
more open to political satire. Through the 
years, I have seen many attempts at launching independent 
publications, but they have folded." 

Hong Kong's most prominent cartoonist is no stranger to 
controversy—even if he seems to have had more problems in 
Macau than in his hometown. 

When the Portuguese enclave was being returned to Chi- 
nese rule, at the end of 1999, Zunzi felt the event was being 
greeted with "too much apathy." To liven things up, he and a 
few friends decided to engage in a little street theatre. One of 
them wore a mask drawn by Zunzi, with a caricature of Jiang 
Zemin, China's president at the time. The others just walked 
around toting toy machine-guns, as in a mafia movie. 

Macaus jittery authorities did not enjoy the performance, 
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ARCH COMMENT: 
Beijing has to prop 
up Tung, as the 


NECK CUFF: Zunzi's Regina Ip works on 
improving Beijing's model 









people won't 


which ended with the brief detention of all those involved. 
A few months later, a collective exhibition by some of the 
best Hong Kong cartoonists (5M6, Kee Young, Malone 
and Emu) was censored, barely a day after its opening. 
The problem, apparently, had been Zunzi's contribution: an 
installation of 23 dildos attached to a chair, next to a portrait 
of Jiang Zemin—a creation considered too shocking for 
more conservative Macau. "I am not going to Macau very 
often these days," he says. 

Zunzi, born in Hong Kong in 1955, graduated from the 
Department of Fine Arts at Hong Kong's Chinese Univer- 
sity. He can’t remember a time when he did not draw cartoons. 
It became a profession after he graduated in 
the late 1970s, when people were starting to 
worry about the future of Hong Kong. 

Then, recalls Zunzi, many young peo- 
ple decided to try publishing, and he found 
many outlets for his drawings. “I have 
always been interested in social matters," 
he says, *so it was rather easy for me to 
switch from dreaming of being a Picasso to 
becoming a full-time cartoonist." 

Zunzi observes things from the sidelines, 
and expresses his views through his cartoons 
rather than by joining a political party. “Of 
course, I have my political stand," he says, 
and he puts his pen where his heart is: 
Among many things, he is now helping the 
Article 45 Concern Group, which lobbies for 
the election of Hong Kong's chief executive 
by universal suffrage. 

Zunzi has never feared taking issue with the local author- 
ities, or with Beijing. Some of his work has made it into China 
via the Internet: “I think all cartoonists there know me, or have 
seen my stuff even if they do not know who drew it," he 
says speaking of his mainland colleagues, who must still 
remain underground. 

In Hong Kong, in spite of the lack of space, the situa- 
tion is different: “Political cartoons have always existed here, 
they just get more attention at times of political instability. 
When nothing much happens very few people are watching 
our work," he laughs, adding that all local satirists are "entirely 
dependent on Tung Chee-hwa for our survival. When he goes 
on holiday, we have nothing to draw.” = 
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CARTOONISTS: INDIA 


Delhi Defiance 


Manjula Padmanabhan’s drawings of sassy Suki 
burst onto India’s cartoon scene, but readers were not 


ready for the brassy, quirky challenge 


By Kai Friese/NEW DELHI 


MANJULA PADMANABHAN, at 41, is an enduringly girl- 
ish recluse. Her current passion is for zinc-plate etchings and 
she giggles as she insists that she is a “dead cartoonist.” But for 
a while in the final decades of the 2oth century, her two-dimen- 
sional alter ego, Suki, was a familiar virtual personality in the 
newspapers of New Delhi and Mumbai. 

Even then, Suki was a misfit. Indian cartoons 
already had their stalwarts, the most well-known of $ 
which was the bemused dhoti-clad “everyman” of famed ` 
cartoonist R.K. Laxman. The cynical fatalism of such car- 
toons and the quotidian neverland of timeless for- 
eign strips like Bringing up Father, Blondie, Beetle Bai- 
ley or Archie had sustained Indians for years. But, per- 
haps as a result, a generation of India’s Anglophone 
urban elite grew up with a bipolar disorder. We lived 
here. But life, we both hoped and feared, was else- 
where. And nothing ever happened. 

Well, almost never. Among the events of 
1982 was Suki's debut in a new strip Double Talk, 
in the Mumbai weekly, the Sunday Observer. The 
paper's editor, Vinod Mehta, was looking for something 
to enliven the syndicated parade of King Features cartoons 
in the Sunday Observer. When Padmanabhan approached him 
with samples of her strip, he leapt at it. “Intelligent combustible 
material, conceived and executed by an Indian woman car- 
toonist, for a section stifled by largely inane and stale foreign 
gags, was not something I would let go," he says. 

Suki wasn't Bardot, or even Godot, but she was worth wait- 
ing for every Sunday. Gamine, single, and according to her 
creator, “bratty, irresponsible, smart-assed, lazy and unem- 
ployable,” Suki was a very different kind of everywoman. She 
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CAST OF 
CHARACTERS: 
Padmanabhan’s 
[~~ varied world 


could be bemused, but she could also backchat. She was a 
recognisable type—and light years removed from the pre- 
vailing ideals of feminine comportment. 

The readers’ response was unanimous: As Indians would 
say, "One Tight Slap!” “Cartoons don't elicit reader response 
but Suki did,” Vinod Mehta recalls. “And 99% of it was viru- 
lent and sexist.” He was delighted. Padmanabhan, under- 
standably, took it more personally, and Suki went through some- 
thing of an existential crisis (or perhaps a sexistential one), turn- 
ing away from social life and towards more imaginary friends— 
notably a frog. But Padmanabhan persisted. 

Five years later Mehta launched another paper, The Pioneer, 
in New Delhi, and Suki returned in an eponymously titled strip. 
Padmanabhan herself had moved to New Delhi and in the 
1990s found a very different world. The city was at the van- 
guard of a consumer revolution. Suki now emerged as a dif- 
ferent kind of anachronism, a diffident slacker, surrounded by 
characters with a strong sense of entitlement, like the elitist 
schoolgirl Richa the Rich, or Sweetie, a hard-edged socialite. 
And Suki retreated further into the gentler circle of her 
, menagerie: the frog, a python, an ostrich, a baby dragon 
and the occasional alien. 

Padmanabhan's own alienation was palpable and com- 
pounded when she didn't even receive hate mail any more. 
She signed off from the strip in 1997. “Only 
someone very stubborn and possibly very 
stupid and elitist would persist with the 

strips in the way that I did. I simply had 
no connection with the real life of the 
city... and I think it was very obvious in 
the strips. I don't belong here, and neither 
did Suki... In a social sense, I am so marginal, 
» [dont exist.” Which is overstating things a bit. 
In fact, Suki's alienation, oblique humour, even 
her lingering air of wasted talent, spoke of—and 

often to—a generation. 

Happily, Padmanabhar's own talent has bloomed. In 1997 
her play Harvest won the lucrative first prize in the Onassis Inter- 
national Cultural Competition Prize for Theatre and then 
was made into a film. Her semi-autobiographical novel Getting 
There was published in 2000 and Kleptomania, a book of short 
stories, was published earlier this year. She is still easily per- 
suaded to produce fine satirical drawings. She works on her 
zinc-plate etchings at a local atelier. And it's rumoured that she's 
even retired the frog and found her prince. & 
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FEEL THE FORCE: Move 
over, dumb criminals. 
Dumb cops have arrived. A 
recent job shuffle in Patna, 
India, saw police officers 
moved from internal desk 
jobs to front-line posts as 
“OCs,” or officers-in- 
charge, at police stations. 
One new OC was 
instructed to arrest a notori- 
ous suspect in the city. He 
decided to call the villain's 
mobile phone from his desk. 
The top cop notified the 
suspect that he should 
present himself at the police 
station at four o'clock that 
afternoon. The cop told his 
superiors that he'd made an 
appointment for the suspect 
to come to the station for 
the purpose of being 
arrested. Of course, the 
wanted man vanished with- 
out trace. A report on the 





incident appeared in the 


Patna edition of The Times of 


India under the headline: 
“Hello, Is it Mr. Criminal?” 

Another new OC, of a 
more practical turn of mind, 
also tried to apprehend a 
suspect. He took a team to a 
hideout where his target had 
been spotted, and rushed 
into a room, where he found 
two men present. He asked 
which was the wanted man. 
One of the men pointed at 
his companion. 

The fingered man was 
arrested, the other was sent 
on his way, and the investi- 
gation closed. It later was 
revealed that the “innocent 
bystander” was in fact the 
person wanted. 

A senior member of the 
force told the press that the 
new OCs "have not been into 
hard work." 


DOGGED BY TROUBLE: À blind man was invited to partici- 
pate in an exhibition in Japan featuring a campaign to 
educate people about individuals dependent on "seeing-eye" 
dogs. But when he and his guide dog reached the entry 
gate, staff stopped them. They were eventually given per- 
mission to enter, and they headed to the dining area, where 
they were flatly told they could not come in. "I should have 
protested on the spot, but I'm tired of complaining," he later 
told the Mainichi Shimbun newspaper. It all goes to show 
how necessary the campaign is. 


HE MADE HIS POINT: A bricklayer shot himself in the head 
with a nail gun as a joke. Australian building worker Brad 
Shorten thought the gun was empty. "My mates and | were 
talking about construction-site accidents and taking your eye 
out with a nail gun, and | foolishly put the gun to my head 
and pulled the trigger,” he told the press in Melbourne. It 
took doctors four hours to remove the 3.2-centimetre nail 
from his head, but it will take a lot longer to live it down. 
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Be part of a European future! 


The Sciences Po Asia-Europe Programme in Paris, 
21st June to 30th July 2004. 


In May 2004, with the expansion of the European Union to 25 members 
to become the world's largest market the implications in Asia for business 
strategies, the world economy and intemational relations are profound. 
New career opportunities for young Asians will become increasingly 
available for those with European training and a European awareness. 


Taught in Paris by a Faculty of experienced practitioners and specialist 
academics, this English language summer programme is specifically 
designed for young Asian executives, diplomats, civil servants and 
graduate students in order to provide a multi-faceted understanding of 
Europe today. Through intensive multidisciplinary courses incorporating 
historical, sociological, economic and political approaches, participants 
are provided with the tools to help understand the impact and the 
complexities of integration within the EU. 


Since its foundation in 1872 the Institut d'Etudes Politiques de Paris 
(Sciences Po) has established itself as one of the foremost universities in 
the social sciences in Europe. As well as offering our own graduate 
courses we also conduct double Masters programmes with Columbia 
University, the Freie Universitit zu Berlin and the London School of 
Economics. 


For information on the programme and application forms look 
up our web site, www.sciences-po.fr or contact us by email at, 
asie-europe@ sciences-po.fr 
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is reserved for 
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joanna.depiano @dowjones.com (USA) 
emma balogun @dowjones.com (Europe) 
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CEO CALL 





PATRICK RYAN, Aon Corp. 


The Man in the Middle 


Think that the middlemen have no future? Then meet a man who has built an empire 
on the notion that the world needs brokers 


PATRICK RYAN only ever had one ambition. clients’ advisers and advocates in the insurance market. 

“I wanted to be an entrepreneur,” he says, “I But despite floating his company on the stockmarket in 1971, 
wanted to build a company.” Now 66 years old, the Ryan's bold expansion plans were constrained by a lack of capi- 
chairman and chief executive of the world's sec- tal. He solved the problem in 1982 through a merger with 
ond-largest insurance broker, Chicago-based Aon Combined Insurance. Although Combined was a much larger 


Corp., has undoubtedly fulfilled his aim. 

Sitting in a meeting room in his Asian head- 
quarters high in the Aon China Building on 
Hong Kong's fashionable Pedder Street, 
Ryan is the picture of success. With his 
rich tailoring, heavy, impassive features, 
luxuriant white hair and piercing eyes, he 
could be the model for the big-business 
mogul in a hundred Hollywood movies. 
His company Aon—"one" in Gaelic— 
employs 54,000 people in 125 countries 
and last year made a profit of $663 million. 
Ryan's own shareholding is worth hundreds 
of millions of dollars. 


company, Ryan’s dominant shareholding in his own 
business left him with the largest single stake in the 
merged company and landed him the chief exec- 
utive’s job. “Now I was able to use my balance 
sheet to pursue acquisitions,” he says. “Within 
30 days I had bought the seventh-largest 
insurance broker in the world.” 

The next 15 years were a dizzying spi- 
ral of acquisitions. Aon snapped up insur- 
ance brokers as industry consolidation 
threw more and more famous names into 
the market. 

In the late 1990s, Ryan almost over- 
reached himself. “We had some indigestion 
That’s a far cry from how he started from too many acquisitions,” he admits. 
work as a 22-year-old, touting Expenses rocketed, management efficiency suf- 
insurance door-to-door. "In those f^ fered and profits nosedived. Then in the 
days, every person I met, would © final blow, the company lost 175 staff in 
try to sell a policy," he recalls. the attacks on the World Trade Cen- 
Insurance hardly seemed the tre in New York in September 2001. 
obvious sector for a would-be Today, though, after some painful 
tycoon. It had none of the restructuring, Aon is more prof- 
glamour of the racier, faster- itable than ever, and is expanding 
growing businesses of the into new markets in China and 
1960s, but to Ryan it made per- India. And Ryan is as confident 
fect sense. *I saw the insurance as ever that his business model 
industry as an avenue. You can get will continue to breed success. 
in without capital and I didn’t have Far from rendering middlemen 
the capital." redundant, Ryan believes the 
Ryan soon realized that the way increasing sophistication of 
to make money was to specialize. markets and technology will 
His father had been a car salesmen, so the only make brokers more 
niche he chose was car insurance. His idea was important to their customers. 
to persuade car dealers to sell insurance and war- "Insurance is changing so 
ranties as well as vehicles in a one-stop-shop. rapidly, there is such a vast 
He would act as the intermediary between the range of products and the 
customers and the insurance underwriters. market is so complex, that the 
Before long, Ryan was replicating his client needs an advocate to 
success across other sectors including get him the best price, the 
aviation, energy and entertainment. As best terms and the best serv- 
a broker, Ryan employed specialists ice," he says. 
in each sector, who would act as the TOM HOLLAND 
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A beautiful plane is a plane that flies well. Here at BREITLING, we 
share the same philosophy. It is expressed through a single- 
minded commitment to building ultra-efficient wrist instruments 
for the most demanding professionals. Our chronographs meet 
the highest criteria of sturdiness and functionality, and we 
submit all our movements to the merciless tests 
of the Swiss Official Chronometer Testing 
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MAKING A DIFFERENCE... 


Their Method [Mar. 25]. The Ministry 
of Women’s and Veterans’ Affairs has 
worked closely with the police and non- 
governmental organizations, specifi- 
cally the Cambodian Women’s Crisis 
Centre (CWCC) mentioned in your 
article, to secure protection of children 
who are victims of sexual exploitation. 

You seem to have failed to acknowl- 
edge the continued danger, even 
threats to life, ifand when the victims 
are left with their parents or family 
members, some of whom have sold 
them to foreign paedophiles who have 
come to Cambodia with the sole pur- 
pose of having sex with children. You 
also failed to mention that perpetrators 
and families continue to collaborate 
with corrupt officials to get the victims 
out of these shelters. 
^ — I have been called on many times 

by many NGOs because they could not 
secure protection from corrupt officials 
. or even parents who are paid by these 
criminals to order the release of the 
victims from these shelters. Where 
should the victims be sent? I am not 
defending unethical methods and we 
will all work together to correct these 
mistakes. But I believe you have sin- 
gled out an organization recognized for 
its best performance. CWCC does not 
need to work to please donors. CWCC 
is led by Cambodian women who are 
determined to give our children a 
chance to live in dignity. 

I have seen the horror on the faces 
of young victims when their perpe- 
trators are acquitted, because they have 
enough money to pay the court. Some 
of these perpetrators are still roaming 
the streets for more victims. 

MU SOCHUA 

Minister 

Ministry of Women’s and Veterans’ Affairs 
Phnom Penh 


Your article does an injustice to the 
CWCC. The implicit accusation, that 
the CWCC is using illegal and uneth- 
ical methods to get paedophiles con- 
victed to impress and satisfy donor 
agencies, is absolutely untrue. 

Our organization is the main 
donor of the Siem Reap branch of the 








E d 


-CWCC. As a donor agency, we do not 


I am writing in response to Madness in 


pay much attention to the number 
of paedophiles convicted through 
mediation by the CWCC. Our and the 
CWCC's main concerns are the pro- 
motion of human rights, the protec- 
tion of women and children and 
support for victims of trafficking and 
sexual abuse. There is no pressure 
whatsoever from. the donor side 
towards the CWCC to show results in 
terms of the numbers of convicted 
paedophiles. This undermines the 
whole logic of your story. 

During the past ro years, the 
CWCC contributed considerably to- 
wards combating the trafficking in 
human beings, sexual abuse of 
women and children and towards pro- 
tecting human rights in general. 
Thousands of women and children 
have been helped by the organization. 
Your article depicted a wrong image of 
the CWCC, and plays only into the 
hands of paedophiles. 

FRANS VAN DIJK 
Regional Director 


Terre des Hommes- Netherlands 
Jakarta 


GIvE NEPAL A BREAK 
I was sorry to read your article Bloody 
Cycle [Apr. 8], which gives coverage 
to the critics of elections in Nepal. 
Fresh elections and fresh faces 
must surely be the right course. The 
new Nepal Samata Party, for instance, 
is the most inclusive patriotic party, 
embracing “untouchables,” women, 
ethnic groups and Nepali youths who 
did not feel represented in the past. 
This new party can reunite the peo- 
ple in a genuine effort to bring pros- 
perity to a country that has many 
advantages in its geographical posi- 
tion, its climate and its biodiversity. 
The king wants to give democracy 
in Nepal a chance; reports like yours 
do not help. 


ANTHONY WIELER 
Hambledon, Surrey 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@ feer.com 
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Jap an Can't Give Ín How Tokyo deals with the hostage crisis in 


Iraq has implications for everyone and every government; this is no time to go soft 


_ THE PICTURES OF three Japanese hostages taken by ter- 
: rorists in Iraq are painful to watch, and we all hope for their 
_ safe release. The Japanese government has been told that if it 
. does not withdraw its troops from Iraq, the three will be burned 
alive. But the Japanese arent the only foreigners abducted recently 
in Iraq. While they may feel they've been targeted because of their 
country's support of the American occupation, two German secu- 
rity personnel were ambushed and are presumed dead, and seven 
Chinese and eight Russians were briefly taken hostage—all of 
them nationals of countries that objected to the Iraqi invasion. 
Neither support for nor dissent against the invasion make a 
difference. The Japanese and their government need to consider 
the fact that everyone is fair game as they decide how to deal with 
those who have kidnapped their countrymen. 

For now, the Japanese government has made the hard but 
right decision that it won't negotiate foreign policy with terror- 
ists. Japan's decision to send troops to Iraq was part of larger 
. calculations by Tokyo to take greater responsibility in its alliance 
. relationship with the United States. Japan long has enjoyed secu- 
rity at little cost to itself under the American umbrella. Yet allies 
have a duty to each other, which Japan had just as long been reluc- 
tant to heed. Under Prime Minister Junichiro Koizumi, however, 
Tokyo belatedly has been trying to live up to its duty of "collec- 
tive self-defence,” which means aiding one's allies. 

It's been a slow crawl, starting with the war in Afghanistan, 
. when Japanese naval vessels gave logistical support to the U.S.- 


led war. Although only 550 Japanese troops currently are in 
Iraq, it is the first military deployment since World War II to 
a country where fighting continues. It is also an important sig- 
nal of Tokyo's larger intention to let the world’s fourth-largest 
military do the work armed forces normally do. What is at stake 
in Tokyo's handling of the hostage crisis is not the infrastruc- - 
ture projects in southern Iraq that the military has been work- 
ing on, but whether Japan has the stomach to be a responsi- 
ble military power today. 

While the government's resolve on the hostages has been 
strong, it could still falter. Three lives are at stake, and one of them 
only 18 years old. This will pull at the heartstrings, even if the deci- 
sion by the three to travel to Iraq in a taxi can be faulted in any 
number of ways. Japan has wobbled before in hostage crises. In 
1975, when the Japanese Red Army took over the U.S. and Swedish - 
embassies in Kuala Lumpur, Tokyo released five members of 
the group from detention. In 1977, it freed six other Red Army 
members and paid $6 million in ransom over a hijacked Japan 
Airlines flight. And though Tokyo later set up guidelines against 
paying off foreign kidnappers, it is suspected to have ponied up 
during a hostage crisis in 1999 in Kirgyzstan. 

We hope the hostages will soon be freed. But if this should 
come by agreeing to a terrorist demand, then it amounts to encour- 
aging terrorism. And Japan would have let terrorists dictate the 
terms of its national policy. This, in turn, would leave Tokyo and 
every other government open to further terrorist blackmail. 


Trickling I I1 Indonesians send a message to Megawati Sukarnoputri 


GLACIAL. That’s the only way to 


second since the fall of Suharto. After the 


new or which require a change in attitude. 
So for purely domestic concerns, the 





describe vote counting in Indonesia’s 
parliamentary elections, which took place 
a week ago. But we're near the end, and 
a few things are beginning to be clear in 
the lead-up to presidential elections in 
July—it doesn't look good for incumbent 
Megawati Sukarnoputri. 

Miss Megawati's Indonesian Democ- 
ratic Party for Struggle, or PDI-P, is get- 
ting a thrashing. The party won 3496 of 
votes in 1999, but now may reap only 
2026. PDI-P won in 1999 largely because 
of Miss Megawati's pedigree as the daugh- 
ter of Indonesia's first president, Sukarno. 
Today, however, voters are showing a 
greater sense of electoral maturity—even 
if this parliamentary election is only the 


1999 polls, we said that "reviving the coun- 
try ... rests on the next president's abil- 
ity to formulate sensible financial and eco- 
nomic policies and run with them." 
Abdurrahman Wahid failed to do that, and 
likewise Miss Megawati, who succeeded 
him mid-term. For this, voters are giving 
her notice to expect a drubbing in July. 
As a recent survey shows, jobs and the 
economy are the top priority for Indones- 
ians. While those of us outside Indonesia 
worry about its ability to fight interna- 
tional terrorism, this hasn't been the most 
pressing concern for voters—Indonesians 
have seen so much sectarian violence that 
they sometimes (wrongly) find it hard to 
think of the recent attacks as anything 


new Democrat Party of Susilo Bambang 
Yudhoyono, Miss Megawati's former secu- - 
rity minister, has benefited from his 
image as a man free from corruption. The 
Justice and Prosperity Party, an Islamic 
party that campaigned not on religious 
themes but on anti-corruption and jobs 
issues, is seeing its share of votes rise by 
several times. Even Golkar, the former rul- 
ing party, is benefiting from a sense of its 
ability to get things done. 

The signs are that voters in July will 
pick a candidate who best promises to pull 
Indonesia out of its morass of graft and a 
feeble economy. Time is running out for 
the incumbent president to take note. © 
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EU’s Diplomatic 


(Games in Geneva 


The European Union will support a United States resolu- 
tion condemning China’s human-rights record at the current 
annual meeting of the United Nations Commission on 
Human Rights, but only if Washington's initiative makes it to 
a vote, according to European Commission President Romano 
Prodi. The head of the EU's executive body confirmed the 
strategy during a recent interview with the REviEW in Beijing. 
The European plan is an attempt to avoid offending Beijing 
without alienating Washington, some analysts say. To that end 
it has refused to support the introduction of the U.S. resolu- 
tion, which is believed to target China's imprisonment of Inter- 
net dissidents, Christians, Tibetans and labour leaders, among 
others. But Brussels has agreed that if the resolution is tabled 
before the commission meeting ends in Geneva on April 
23, the EU will vote in favour of it. It has also agreed to vote 
against China's efforts to block a ballot on the resolution— 
using a procedure called a no-action motion that Beijing 
has used in the past to obstruct serious discussion of its rights 
record in Geneva. Basically this means persuading a major- 
ity of the 53 member nations of the human-rights commis- 
sion to agree not to have a vote. The bad news for human- 
rights activists is that Beijing, using this procedure, has man- 
aged to thwart a vote every year that the U.S. or its allies 
have tabled one since 1989. 


New APPEAL ON VIETNAM MINORITIES 

Two United States congressmen have written a letter to the 
United Nations High Commissioner for Refugees (UNHCR), 
Ruud Lubbers, calling on him to do more to protect the rights 
of ethnic minorities, known as Montagnards, who have fled 
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from Vietnam to Cambodia. In the March 29 letter, Jim Leach, 
chairman of the House of Representatives’ Asia subcom- 
mittee, and California Democrat Tom Lantos called on Lub- 
bers to ask the Cambodian government to end “its sum- 
mary, forced expulsions of Montagnard asylum seekers” 
and to allow the UN agency to maintain staff in northeast- 
ern Cambodia where the refugees are fleeing. In a response 
on April 7, Lubbers said he “shares the concerns of Con- 
gress over the situation of the Montagnards and over the con- 
straints we face in getting access to them in Cambodia,” 
according toa UNHCR spokesman. Three days later, Phnom 
Penh closed the UNHCR’s office in the northeast Cambodian 
province of Rattanakiri. On the same day, Vietnamese author- 
ities sealed off the Central Highlands following protests by 
hundreds of Montagnard Christians during which scores were 
arrested and injured. The Montagnards were reportedly 
protesting against alleged religious persecution and confis- 
cation of their land by the government. 


THAILAND FACES FRESH UNION UNREST 
Militant union leaders of the Electricity Generating Author- 
ity of Thailand, or Egat, are girding for an even more bit- 
ter war with the government over its plans to privatize the 
state enterprise. Anti-privatization protests by as many as 
50,000 workers over the past two months have already 
drawn some concessions from the government. Moves to 
corporatize the country’s top energy agency have been 
delayed, and workers have been assured of job security 
and opportunities to buy shares. But, according to a senior 
Thai official close to union leaders, the protesters’ main con- 
cern is that there will be a lack of transparency in the allo- 
cation of shares, and that they will go to senior officials 
and their business friends. They say that happened when 
another state enterprise, the Petroleum Authority of Thai- 
land, was privatized in late 2003. Prime Minister Thaksin 
Shinawatra has said throughout that he will not be swayed 
from privatizing Egat, a move due to happen in June. But 
the Thai official says Egat unionists are insisting the gov- 
ernment should give them a definite “no” to privatization. 
Otherwise they plan to carry out work stoppages for the first 
time in the dispute. This would be illegal under the con- 
stitution, as Egat is a public utility, but the official says: “They 
think they can exploit legal loopholes to do this.” He also 
says the Egat union thinks it can count on similar action 
by Bangkok and provincial electricity authority distribu- 
tion workers and also national waterworks unions. 


WASHINGTON WARMS TO ASIAN PLAN 

A senior United States diplomat in Asia has signalled that 
Washington may be coming round to the idea of closer eco- 
nomic and financial integration among Asian countries. David 
Mulford, who is U.S. ambassador to India, indicated that the 
U.S. position has shifted since Washington first raised objec- 
tions to a pan-Asian economic association and Asian mone- 
tary fund in the mid-1990s. “Times have changed and the U.S. 
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position will reflect this,” he told a gathering of Asian scholars 
and diplomats on April 4 in New Delhi. Earlier at the same 
meeting, Indian National Security Adviser Brajesh Mishra out- 
lined his vision of an Asian economic community joining India 
together with the 1o-member Association of Southeast Asian 
Nations, China, Japan and South Korea. 


U.S.-INpD1IA Ties HiT A BUMP 

The United States’ fledgling strategic partnership with India 
has run into turbulence following Secretary of State Colin 
Powell's mid-March visit to South Asia. The top U.S. diplo- 
mat announced in Islamabad that Washington had decided 
to grant Pakistan *major non-Nato ally" status. Powell's 
announcement came just after he had visited New Delhi 
and India was furious that it had not been informed or con- 
sulted about the decision during his stay. Anxious to allay 
Indian concerns, U.S. officials have said they could not inform 
Indian officials of the move because they did not know if Pak- 
istan would accept the status when Powell was in India. “It 
was something that had been working its way through the sys- 
tem back in Washington, and just bubbled up at the time Pow- 
ell was out here," says one senior U.S. diplomat in New Delhi. 
U.S. officials are also playing down the significance of the 
change. While India has a strategic partnership with the U.S., 
it does not enjoy major non-Nato ally status, which gives a 
handful of countries preferential access to U.S. military equip- 
ment at concessional prices. Indian analysts fear the granting 
of such status to Pakistan could allow it to buy sophisticated 
military hardware like the F-16 fighter aircraft, which would 
help boost its underequipped air force. 


OUTBACK LINE TO MEET FREIGHT TARGET 
The freight operators of Australia’s new south-north rail 
link believe that the Adelaide-Darwin line will meet its first- 
year target of carrying 350,000 tonnes of cargo. The approx- 
imately 3,000-kilometre rail journey only became possible in 
January, when a new line opened from Darwin to Alice 
Springs to link the north to the existing line running south 
from Alice Springs to Adelaide. Three major logistics com- 
panies have signed contracts to ship goods along the line 
rather than moving them between northern and southern 
Australia by road. The latest deal came on April 2, when 
Adelaide-based transport and logistics company Northline 
announced that it would be using the line to transport some 
80,000 tonnes of freight each year between the north and 
south. “Add to this last month's trial shipment of 2,000 tonnes 
of international freight carried from Adelaide to Southeast 
Asia via the railway, and FreightLink is on track to establish- 
ing a competitive trade route between Australia’s southeast 
markets and our northern neighbours,” says Bruce McGowan 
of FreightLink, which runs the line’s freight logistics. 
McGowan is confident of achieving a target of 350,000 tonnes 
in the first year and says more than 65,000 tonnes of freight 
had been moved along the line by early April. He expects more 
freight transport contracts to be signed soon. © 
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Singaporean Growth May Lead To New PM 


Singapore Prime Minister Goh Chok Tong said in 
December that he would make a decision on hand- 
ing over power to his deputy, Lee Hsien Loong, if 
the economy grew by at least 3% in the first quarter 
of this year. The government has just announced 
that growth was actually 7.3%, the highest since the 
end of 2000, which may be the news Goh was 
waiting for to step down. At the same time as the 
strong GDP number was reported, Singapore said 
it would let its currency appreciate against the 
. American dollar in a 
* *modest and gradual" 
revaluation. Currency 
traders speculated that the 
move could put pressure 
on Malaysia to change or 





abandon the peg it has had 
to the American currency 
at 3.8 ringgit to $1, which 


PM: Lee (right) may replace Goh it adopted in 1998. 





INFLATION 


A surge in commodity prices 
around Asia is threatening to 
boost inflation from its histori- 
cally low levels of recent years. 
In Thailand last month, prices 
rose 2.396 over levels of a year 
earlier, compared with 1.8% for 
2003 and 0.7% in 2002. Con- 
sumer prices in the Philippines 
grew at a year-on-year rate of 
3.8% in March, the highest jump 
since late 2001. And in China, 
investors resoundingly rejected 
bonds sold at auction by the 
central bank for carrying interest 
rates that were seen as too low. 
It was the fourth successive 
week in which the People's Bank 
of China had failed to sell all the 
Treasury bills that it tried to 
auction. Analysts already see 
unofficial interest rates jumping 


sharply in China, which is a sign 
that higher inflation is on the 
way. Strong Asian currencies, 
especially against the American 
dollar, could export inflation to 
the United States, which some 
economists fear may lead to 
global price increases. 
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STRONG: Asian currencies could fuel inflation 
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BURMA 


Two senior members of 
the opposition party led 
by Aung San Suu Kyi have 
been released from 
house arrest, raising 
hopes that Suu Kyi 
herself may be freed 
soon. Aung Shwe, the 
chairman of the National 
League for Democracy, 
was released after a year 
in detention, as was the 
party's deputy chairman, 
U Lwin. Suu Kyi and the 
party's vice-president, Tin 
Oo, are the only senior 
members of the party 
who remain in detention. 


SOUTH KOREA 


The head of the pro- 
government Uri Party 
resigned on the eve of a 
parliamentary poll after 
saying that older voters 
could stay home and let 
younger voters pick the 
legislature. The party had 
been boosted when its 
most famous supporter, 
President Roh Moo Hyun, 
was impeached in March. 
But the party was seen to 
be floundering after party 
chief Chung Dong Young’s 
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A JAILBREAK by 53 
prisoners, including at 
least eight suspected 


members of the terrorist 


organization Abu Sayyaf, 
rocked the Philippines. 
Four days after the 
escape, officials said 
that they had killed or 
captured at least 34 of 


the escapees. President 
Gloria Macapagal-Arroyo 
gave permission to seal 

off the island province of 


Basilan to catch the 
remaining 19 fugitives. 


statement, which he said 
was meant to encourage 
younger voters. 


LG Corp., the holding 
company of the nation's 
second-largest conglom- 
erate, is being divided 
among offspring of the 
two co-founders. Into one 
company will go LG's 
services and retail 
businesses, tentatively to 
be called GS Holdings, 
and into the other the 
company's manufactur- 
ing-based operations, 
which will remain LG 
Corp. The manufacturing 
operations include the 
group's crown jewel, LG 
Electronics. The move, 
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pending approval from 
shareholders in an 
extraordinary meeting set 
for May 28, is expected to 
help in improving trans- 
parency and corporate 
governance, say analysts. 


The kidnapping of three 
Japanese citizens (see 
Spotlight, at right) as well 
as separate abductions 
of South Koreans, 
Chinese, Pakistanis and 
others brought the lraq 
conflict home to Asian 
people and governments. 
Although many of the 
abductees—not including 
the Japanese—have been 
released, the kidnap- 
pings have stirred 
protests around the 
region against govern- 
ments sending troops 
and aid workers. Some 
governments, including 
those of Australia and 
Korea, have vowed that 
they will stay the course 
in Iraq despite the 
increased risk, though 
others such as the 
Philippines say they are 
reviewing the situation. 


SRI LANKA 


A breakaway faction of 
the Liberation Tigers of 
Tamil Eelam, better 
known as the Tamil 
Tigers, was in disarray 
after a surprise assault by 
the main body of the 
rebels apparently routed 





the breakaway group. The 
faction’s leader, known as 
Karuna, had led his 
renegade group of about 
6,000 fighters out of the 
Tamil Tiger coalition, but 
he was apparently on 
the run as the Review 
went to press. The 
fighting has threatened a 
two-year ceasefire in Sri 
Lanka between the Tamil 
Tigers and the govern- 
ment in Colombo. 


PAKISTAN 


The leader of a multi- 
party alliance opposed to 
President Pervez 
Musharraf has been 
sentenced to 23 years in 
prison on charges of 
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JAILED: Javed Hashmi 


sedition. Javed Hashmi, a 
member of parliament, 
was arrested and 
charged with defaming 
the government and the 
army after he circulated 
a letter allegedly written 
by an army officer 
opposed to the army's 


RETREAT: A breakaway faction of the Tigers was routed 
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role in politics. Hashmi is 
president of the Pakistan 
Muslim League. 


aE 
State-owned Oil and 
Natural Gas Co. (ONGC) 
has made the largest-ever 
overseas acquisition by an 
Indian company with the 
purchase of a 50% stake 
in an offshore oil field in 
Angola for $600 million. 
Reports said that ONGC 
was competing with a 
Chinese oil company to 
buy the stake from Royal 
Dutch/Shell. The oil fields 
are expected to begin 
production in 2007. 


AUSTRALIA 


The unemployment rate 
fell to a 14-year low of 
5.6% in March, down 
from 5.9% a month 
earlier. Helped by a 
housing boom and 
global demand for its 
mineral exports, the 
economy expanded by 
4% in 2003. Economists 
said employment growth 
could slow by about the 
middle of the year. 


PHILIPPINES 


Presidential candidate 
Raul Roco has reportedly 
left the Philippines for the 
United States to seek 
treatment for his bad 
back less than one month 
before the presidential 
election. Roco insists that 
he is not withdrawing 
from the race, though 
polls show he could 
expect to get only about 
12% of the vote. Analysts 
said they think Roco’s 
supporters are likely to go 
to incumbent President 
Gloria Macapagal-Arroyo 
rather than her prime 
challenger, Fernando Poe 
Jr., if they desert Roco. 











SPOTLIGHT 





HOSTAGE: Images were beamed across Japan 


TERROR IN IRAQ 


The kidnapping of three Japanese in Iraq last 
week has set off anguished reflection in a nation 
already questioning whether it should have 
become involved in the Middle East reconstruc- 
tion project in the first place. 

Japan was stunned by video footage that 
showed the blindfolded victims—two activists 
and a photojournalist-threatened by captors 
who vowed to burn the hostages alive if Japan 
didn't withdraw its troops. The news prompted 
many public protests and heightened the 
ambivalence that has suffused Japan ever since 
its troops were sent to Iraq. 

Pacifist sentiment is strong in Japan, which 
has a constitution that renounces war and dic- 
tates that the military be used only for defence. 
The dispatch of troops to Iraq came after Japan 
passed a law allowing its military to participate 
in a humanitarian endeavour. 

Now, public opinion is volatile. Distraught 
families of the hostages appear regularly on tel- 
evision, weeping and pleading that Japan with- 
draw. Commentators question whether the 
government should be obliged to try to protect 
private citizens who travel to hot spots of their 
own accord. 

How this incident plays out has huge impli- 
cations for Prime Minister Junichiro Koizumi, who 
has vowed to keep Japan's forces in Iraq in the 
face of the kidnappings. If Japan manages to 
bring the three home safely, the leader could be 
a hero, achieving victory while standing firm 
against terrorists. But if the outcome sours, 
his rule could be threatened and his Liberal 
Democratic Party's popularity hit. 

Ginny Parker 
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INDONESIA 


Delivering 


The Message 


The Indonesian people sent two important messages to their 
politicians in recent nationwide elections: We want better 
representation, and we’re not very happy with our president 


FOR A PRESIDENTIAL aspirant looking 
for a horse to ride, former Chief Security 
Minister Susilo Bambang Yudhoyono can 
hardly call his fledgling Democratic Party 
a thoroughbred. Yet in Indonesia’s April 5 
parliamentary elections, the surprising 
success of the upstart party that Yudhoy- 
ono’s wife runs from the family’s Bogor 
home spoke volumes about Indonesia’s 
new political landscape and the declin- 
ing fortunes of President Megawati 
Sukarnoputri and her Indonesian Demo- 
crat Party for Struggle (PDI-P). 

With more than 60% of the vote 
counted, provisional results showed the 
former ruling Golkar party heading for 
a comfortable victory over the PDI-P, with 
the Democratic Party (PD) in fifth place 
behind former President Abdurrahman 
Wahid's National Awakening Party (PKB) 
and the United Development Party (PPP) 
of Vice-President Hamzah Haz in the 
total number of votes. Analysts say as 
many as 87% of the country’s 147 million 
registered voters went to the polls. 

In an election that saw the fragmenta- 
tion of the major parties, the PDI’s share 
of the national vote plunged from 34% to 
below 2096—Aand its vote on populous Java, 
which accounts for 303 of the expanded 
550-seat House of Representatives, was 
more than halved. Golkar had little to cheer 
about, too. The party that once served as 
the political machine of deposed President 
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By John McBeth/JAKARTA 


Suharto performed only slightly better than 
it did in the 1999 elections, despite pre- 
dictions of a major comeback. 

The most significant development in 
the election was the way the electorate, 
which Indonesia's political elite tends to 
dismiss as ignorant and uneducated, 
turned away from both parties. In doing 
so, the results appeared to signal the end 
of the initial phase of Indonesia's polit- 
ical transition that began with Suharto's 
downfall in 1998, and the beginning of 
a new era where urban voters in partic- 
ular are demanding more from their 


NEW POLITICAL 
LANDSCAPE 


e Indonesian election 
results show voters have 
begun to expect more 
from their politicians 


* Major parties lost ground 


* President Megawati’s 
party suffered, while con- 
tender Yudhoyono gained 


¢ The Muslim-oriented PKS 
leapt to prominence, with 
big gains in Jakarta 








Firdia Lisnawati/AP 


politicians, and perhaps a broader range 
of party representation. 

As the Review went to press, electoral 
analysts were projecting 132 to 134 seats 
for Golkar, followed by the PDI-P with 
108 seats, the PPP with 57-58 seats and 
the PKB with 54-57 seats. Former Peo- 
ple’s Consultative Assembly Chairman 
Amien Rais’ National Mandate Party 
(PAN) is likely to garner about 46-47 
seats, an improvement on its 1999 show- 
ing because of a better distribution of 
votes within Indonesia's proportional 
representation system. 

But the real surprise packages were 
Yudhoyonos PD, which is expected to pick 
up 55 seats, and the Muslim-orientated 
Justice and Prosperity Party (PKS), which 
looks set to parlay its anticipated 43-45 
seats into a vocal bloc in the new parlia- 
ment and emerge in separate local elec- 
tions as a major force in the Jakarta city 
administration (see article on page 14). The 
two parties secured more than 4026 of the 
vote in the Indonesian capital and also 
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secured significant footholds in Sumatra, 
where the PDI-P suffered some of its 
heaviest losses. 

(Indonesia’s proportional representa- 
tion system is built around 69 electoral 
districts for the national parliament. The 
number of districts in the 32 provinces 
range from one to 10, depending on the 
size of population; each district gets from 
three to eight seats). 

The Democratic Party had barely cre- 
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ated a ripple until Yudhoyono, in a clev- 
erly orchestrated move that left Megawati 
looking waspish and vindictive, resigned 
from his post on March 11, the opening 
day of the election campaign. Complain- 
ing about being frozen out of cabinet 
decisions, his dignified exit, propelled 
by an ill-advised verbal assault from Mega- 
wati's influential husband, Taufik Kiemas, 
clearly won him sympathy from many 
ordinary Indonesians. 

Within three weeks, the former gen- 
eral had stormed ahead of the president 
in the polls and established himself as 
front-runner for the first round of direct 
presidential elections on July 5. That vote 
is expected to throw up two tickets for the 
second-round run-off on September 20, 
a month before the swearing-in of a new 
president. Initially, Yudhoyono appears to 
be angling for an alliance with the PKB, 
which draws much of its support from the 






INDONESIA 
VOTES: (clockwise 
from left) A voter 
in Papua; marking 
the tally in Aceh; 
voters in Jakarta 
and on Bali 


Murizal Hamzah / AP 


Nahdlatul Ulama, the 35 million-strong 
mass-Muslim organization. 

The fact that the PD will finish with 
about 7.596 of the national vote proved the 
election to be a referendum on Megawati 
herself. As results trickled in from the 
world's most complex, single-day election, 
the president angrily assailed party lead- 
ers for not telling her the truth about the 
party's chances. The blame game inten- 
sified in subsequent days as two opin- 
ion polls showed Yudhoyono maintaining 
his lead and 84% of those polled clam- 
ouring for a change in leadership. 

The Megawati factor aside, the PDI-P's 
downturn was expected because of general 
discontent over the quality and perform- 
ance of her party's parliamentarians. 
Golkar, which pulled ahead on the strength 
of its traditional support in outlying islands, 
suffered heavy blows all the same over 
much of eastern Indonesia, particu- > 
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THE CONTENDER: Former security minister Yudhoyono on the campaign trail 
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larly in its former stronghold of South- 
east Sulawesi. Although party leader Akbar 
Tanjung was cleared of corruption charges 
ahead of the election, analysts believe it 
played badly with voters. 

One of the main beneficiaries of the 
shift away from the two dominant parties 
was the PKS, whose strong showing was 
also due to five years of constituency-build- 
ing and a message of clean governance. 
Despite the problems it faces in rational- 
izing its fundamentalist Islamic agenda 
among voters who supported it for other 
reasons, the PKS may be something 
Indonesia has never really had: a genuine 
bottom-up party with largely anonymous 
leaders who practise what they preach. 

Indonesia's business community wel- 
comed the outcome of the elections, not 
only because they went peacefully, but also 
because Yudhoyono offers at least the 
promise of a fresh start. Megawati's two 
years in power may have brought general 
stability, but she has done little to push 
reforms or attract back foreign investment 


ISLAMIC PARTY WINS INFLUENCE, POWER IN JAKARTA 


A shimmering sea of white banners and T-shirts filled Jakarta's 
Senayan Stadium on March 30 as it echoed with the cheering 
of over 100,000 voices. Addressing the roaring crowd, the 
bearded, 43-year-old party leader, Hidayat Nur Wahid, quoted 
from the Koran, Islam's holy book, pledging to "fight corruption 
on every level" and to “whiten Indonesia.” 

The rally capped a disciplined, five-year recruitment drive 
that helped Wahid's Justice and Prosperity Party (PKS) win 
more than 7% of the total vote in the April 5 election. Ballots 
are still being counted. 

The PKS is promising Indonesia nothing less than a new 
social contract: a clean, inclusive government based on Islamic 
values. That message has won the party a projected 43-45 
seats in Indonesia's 550-seat legislature and a more prominent 
role in presidential politics: Wahid is already in talks with the 
National Mandate Party's powerful leader, Amien Rais, on a 
possible coalition to block the presidential bids of President 
Megawati Sukarnoputri and her top contenders. Wahid has 
hinted that Rais might make a suitable presidential candidate 
in a partnership. 

Meanwhile, the PKS will be pushing for the seat of governor 
of Jakarta. And by winning the largest share of votes—over 
23%—in the poll for the local parliament in the capital, the party 
now faces the challenge of introducing its morally upright 
views to policymaking in this sprawling city of over 15 million. 
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Graft pervades the city bureaucracy. Illegal businesses, includ- 
ing brothels and protection rackets, often have the tacit sup- 
port of police or army officers. In shiny new malls, an aggres- 
sive wealthy class savours conspicuous consumption. 

About 88% of Indonesia’s 210 million people are Muslims 
who mostly practise a moderate, secular form of Islam. Since 
independence in 1945, Christian, Buddhist and Hindu 
minorities have been protected under a state-backed ideology 
known as Pancasila. 

As evidence of their tolerance, PKS officials claim they no 
longer adhere to the Jakarta Charter, an amendment to the 
constitution that would compel Muslims to follow Islamic law. 
Instead, they point to the Medina Charter, an ancient Islamic 
document that purports to grant religious freedoms to 
Christians and Jews. 

Some liberal Muslims and others fear a quiet push by 
hardline PKS members towards a conservative Islamic soci- 
ety for all of Indonesia. “It has succeeded in projecting itself 
as inclusive, but this is a camouflage,” says Ulil Abshar- 
Abdalla, coordinator of the Liberal Islam Network, a loose 
group of intellectuals. “If you look at their platform, they 
clearly want Islamic law.” 

Indonesia's six Islam-linked parties have won about 32% of 
the vote in these elections. Of those, only the PKS has 
expanded its share. With new attention on the party following 
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needed to re-energize the economy and 
create new jobs—one issue Indonesian 
voters understand all too well. 

Yudhoyono’s emergence as a major 
player attests to the power of television. 
That’s where Indonesian villagers get their 
news—and the former army general has 
had more exposure than anyone in tack- 
ling ethnic and separatist unrest. Voters 
also like him for his cultivated, polite 
Javanese manner and because he conveys 
the impression of competence, level-head- 
edness and honesty. “He’s not a politician,” 
says one close military associate. "He's a 
bureaucrat and a soldier who brings 
morals and ethics to politics." 

His background also helps. After five 
years of botched civilian rule, many 
Indonesians are looking once again to 
the military for a leader—even one who 
doesn't quite fit the popular mould. 
While Yudhoyono has been criticized for 
indecisiveness, his associate thinks that 
may change if the presidency allows him 
to exercise “command authority" with- 


its gains at the polls, chairman Wahid 
appears troubled by foreign perceptions. 
"The problem is that the outside world 
sees Islam in black and white,” he tells the 
REviEW. As for sharia or Islamic law, Wahid 
told Indonesian reporters, "if the people 
later want it, why not?" 

In the campaign, party leaders steered 
away from discussing an overtly Islamist 
agenda, claiming most of their values are 
universal. "No corruption—that’s Islamic. 
Social justice—that's Islamic," says Rama 
Pratama, a 29-year-old former student 
leader and PKS member. 

Well-spoken young activists such as 


Rama have helped steer the PKS from a small base of 15,000 
members in 1999 to over 400,000 members today, many of 
them young voters drawn primarily by the party's idealism, and 
professionals attracted to the message of clean governance. 
Party leaders are hoping to expand the membership to over 2 


million in the next five years. 


To win over voters, the party used modern techniques 
such as door-to-door visits, and avoided standard methods of 
doling out cash and presents. The PKS also developed a small 
army of devoted cadres through campus indoctrination cells, 
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out the cultural and organizational con- 
straints that have bound him so far. 


LOOKING AHEAD TO JULY 

Any serious coalition-building is unlikely 
until after the two top tickets are selected 
in the July round of voting. With Golkar, 
the PDI-P and the PAN all certain to con- 
test the presidential election, the Democ- 
ratic Party’s performance in clearing the 
5% threshold needed for a candidate to 
field a party in its own right leaves Yud- 
hoyono in the happy position of not hav- 
ing to make concessions to a larger part- 
ner. He has made it clear that applies as 
much to the PKB and the mercurial 
Wahid as anyone else, something that has 
irritated the former president. 

Some PKB members insist that in 
declaring his own candidacy some months 
ago, Wahid was merely keeping the seat 
warm for Yudhoyono. But Wahid's often- 
erratic behaviour makes it difficult to judge 
his true intentions. Some of that uncer- 
tainty was demonstrated during the final 
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NEW FORCE: Party leader Wahid 


days of the election campaign when Yud- 
hoyono was invited to speak at a PKB cam- 
paign rally. He chose not to when it 
appeared he was being billed as Wahid's 
prospective vice-president. 

Although Yudhoyono's PD managed 
to field 433 candidates in the election, the 
three-year-old party is little more than a 
shell. The policy platform on its Web site 
is still under construction and the party 
administration is largely in the hands of 
Yudhoyono's wife, Kristiani. (She's the 
daughter of legendary former special 
forces commander Gen. Sarwo Edhie 
Wibowo, who played a major role in the 
crushing of the Indonesian Communist 
Party in the mid-19605. Ironically, her 
brother, a special forces colonel, is Mega- 
wati's long-serving army aide.) 

Win or lose, in the coming months, it 
will be a test of Yudhoyono's mettle as a 
politician whether he can turn what is 
essentially another fan club into a genuine 
political vehicle with a message Indone- 
sians can relate to. = 


who led outreach programmes in villages 
and factories. "The other parties only 
think about their constituents once every 
five years," says Rama. "We're out there 
every day." 

In its financial dealings, the party has 
striven for a unique image of incorruptibil- 
ity. Unlike most of the major parties, the 
PKS claims to be 70% financed by dona- 
tions from members and follows strict 
standards of internal accounting. Fahri 
Hamzah, a senior official, says the party 
rejected donations from large business 
groups that asked for political favours. 

The PKS's tight ideology, strong man- 
agement and long-term planning add up to one of Indonesia’s 
first modern political machines. Above all, it has eschewed an 
Indonesian practice of relying on a single charismatic figure. A 
production line now sits in place stretching from campus to 
party room to recruit and train future leaders. 


PKS member Zulkieflimansyah, a confident 31-year-old 


Jakarta headquarters. 


economics lecturer, is not perturbed about the challenges 
ahead. “We have a very beautiful dream for Indonesia,” he 
says simply, as heavy traffic moves past the party’s modest 
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SECURITY 


Fighting Back 


Thailand and Malaysia agree to cooperate to end 
the violence in southern Thailand 





By Leslie Lopez and Shawn W. Crispin/ 
KUALA LUMPUR AND BANGKOK 


THE FIRST STEP in combating a wave of violence in southern 
Thailand this year, the leaders of Thailand and Malaysia 
concluded at an emergency summit on April 12, was to quit 
sniping over who was responsible for which failings. Only 
then could prime ministers Thaksin Shinawatra and Abdullah 
Ahmad Badawi get on with the business of actually deciding 
what both their countries could do to stop the problem: 
increase joint border patrols and speed economic development 
in the area. “Both sides have reached an understanding that 
the blame game won't take us anywhere,” says a senior 
Malaysian government official. 

Prior to the meeting, Thaksin had accused Islamic 
separatists of taking refuge across the border in Malaysia and 
making a series of attacks on government offices, police 
and Buddhist monks in Thailand. The allegations provoked 
angry denials from Kuala Lumpur. 

But heated diplomatic exchanges were nowhere in sight 
as the leaders met for about an hour in Putrajaya, outside 
the Malaysian capital. Still, pledges to bring economic 
change to Thailand’s southern rural and impoverished 
provinces aren't likely to end the months-long outbreak of 
violence afflicting the area any time soon, Thai and 
Malaysian security officials acknowledge. 

The south has been in turmoil since mysterious arson 
attacks on 20 public schools and a raid on an army depot early 
this year. More than 60 people—mostly police, monks, 
schoolteachers and government officials—have been killed 
in subsequent attacks. 

Thai authorities contend that the violence signals the 
revival of dormant Thai Muslim-separatist movements that 
have intermittently surfaced in the region since the 19605. 
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NEW PLEDGE: Abdullah and Thaksin say they will work 
together to boost southern Thailand’s economy 


Since ethnic-Malay Muslims in northern Malaysia share a 
common cultural and religious heritage with Thai Muslims 
across the border, these links have long been a source of 
irritation in Bangkok-Kuala Lumpur relations. 

In the 1990s, for example, Thailand alleged that Thai 
insurgent groups enjoyed a safe haven in northern Malaysia, 
a charge that Kuala Lumpur rejected. In 1998, Thai and 
Malaysian police forces conducted joint raids in northern 
Malaysia that captured several key rebel leaders and forced 
more than 900 Thai militants to lay down their arms. Now 
Thai officials believe that some of those militants may have 
returned to the jungle and resumed their fight. 

Malaysian government officials and some Asia-based 
Western intelligence officials say that Thai Muslim extremists 
may well be behind some but not all of the attacks. "The big 
problem is that the Thais themselves don't seem to have a 
handle on what is really going on [in the southern provinces],” 
says a senior Malaysian government official involved in security 
campaigns along the border. 

In the absence of compelling evidence, some Asia-based 
intelligence officials are reluctant to pin the blame for the 
violence in southern Thailand entirely on a resurgent Islamic 
separatist movement. They suggest that criminal gangs could 
also be at work in the historically lawless region, which is 
known for smuggling, gun-running and drug trafficking. They 
also note that long-standing rivalry between the Thai army and 
police—which have a history of turf battles for control over the 
south—may also be contributing to the unrest. 

The military-police rivalry escalated in April 2002 after 
Thaksin, himself a former police official, shut down two 
military-run agencies in the south and handed sole respon- 
sibility for security matters to the police, according to Thai- 
land-based analysts. Thai police have since struggled to estab- 
lish their own intelligence presence in the region. 


POLICE TACTICS HAVEN'T HELPED 

Both Thai and international human-rights groups have 
accused the police of using heavy-handed tactics against Mus- 
lims. "The transitional period [between the military and police] 
has led to a power vacuum, and the police are having trouble 
seeing the big picture," says Panitan Wattanayagorn, a security 
expert at Bangkok's Chulalongkorn University. 

After the January 4 attacks, Thailand and Malaysia agreed 
to recommence joint border patrols. However, those sweeps 
have yet to net any suspects. 

Some Thai security officials believe that insurgent groups 
causing trouble in their own countries may have established 
links with a radical Islamic group said to be active in north- 
ern Malaysia, the Kumpulan Mujahideen Malaysia, or KMM. 
Malaysia denies that the group still exists, claiming that it 
was crippled by mass arrests in 2002. Abdullah dismissed 
the possibility of KMM or Jemaah Islamiah terrorist cells in 
northern Malaysia when he visited Bangkok in January, 
according to Thai officials. & 
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REGIONAL SECURITY 


Strait Talk 


A U.S. admiral’s remarks could hinder moves 
against piracy and terrorism in Southeast Asia 


By Barry Wain/SINGAPORE 


AS HEAD OF THE United States Pacific Command, Adm. 
Thomas Fargo supervises about 300,000 military person- 
nel spread across half the earth, from the west coast of the 
U.S. mainland to the east coast of Africa. He routinely dis- 
patches naval vessels into the Pacific and Indian oceans, 
orders the air force to assist allies on search-and-rescue mis- 
sions and authorizes the army and marines to join train- 
ing exercises with local forces. 

But navigating the political currents in Washington can 
be more dangerous, as Hawaii-based Fargo discovered on 
Capitol Hill on March 31. Testifying before a U.S. congres- 
sional committee, the admiral was asked if he had the 
resources to pursue a U.S. regional initiative with Southeast 
Asian countries aimed at curbing piracy, terrorism and other 
transnational crime in and around the Strait of Malacca. 
Clearly unaware of the waves his evidence would make, Fargo 
responded: “We’re looking at things like high-speed ves- 
sels, putting special operations forces on high-speed vessels, 
putting, potentially, marines on high-speed vessels . . . to con- 
duct effective interdiction in these sea lines of communica- 
tions, where terrorists are known to move about and tran- 
sit throughout the region." 

The admiral's remarks caused a flap in Southeast Asia, 





CHOKE POINT: A Malaysian vessel patrols in the Strait of Malacca 
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where governments—whose cooperation is essential for 
any multinational attempt to suppress maritime crime—were 
unaware of the details he disclosed. It didn't help that the first 
news agency report incorrectly presented Fargo s comments 
as a concrete plan that would see American troops operat- 
ing in the territorial waters of two Muslim-majority countries, 
Malaysia and Indonesia, which have criticized the U.S. over 
Iraq. Kuala Lumpur and Jakarta promptly ruled out the use of 
U.S. forces to police the strait. 

The fuss was doubly unfortunate because it could ham- 
per efforts to find a solution to what is widely recognized 
as an urgent problem: protecting a critical choke point for 
global trade. Ever since the September 11, 2001, terrorist 
attacks in the U.S., American officials and independent secu- 
rity experts have warned that the strait and adjacent waters 
are highly vulnerable. In the past, efforts to mount regular 
international patrols have foundered on the issue of sover- 
eignty, and on Indonesia's lack of resources and distraction 
by domestic political concerns. 

More than a quarter of the world's trade, half its oil and 
much of its liquefied natural gas pass through the 970-kilo- 
metre Malacca and Singapore straits. The waterways are heav- 
ily congested, with as many as 50,000 large ships passing 
through them each year, and are only 2.4 kilometres wide at 
their narrowest point. 


U.S. FRETS ABOUT THREAT TO SHIPS 

Before the invasion of Afghanistan in 2002, for which the 
U.S. drew heavily on its troops and equipment based in the 
Pacific, Washington fretted about the threat to its vessels as 
they passed through the straits. The Indian and Singaporean 
navies answered a U.S. appeal to help escort so-called “high- 
value" cargoes through the straits, but both countries have 
now ceased those duties. 

With the area plagued by piracy, the possibility of terror- 
ists teaming up with pirates to hijack a tanker and either drive 
it into a major port or sink it gives U.S. officials nightmares. 
Terrorist network Al Qaeda's main regional affiliate, Jemaah 
Islamiah (JI), had ideas about creating maritime mayhem: 
When Singapore cracked down on JI in late 2001, investiga- 
tors found that the group had plans to mount suicide attacks 
on U.S. warships visiting Singapore. 

If the straits were closed, almost half the world's ocean- 
going vessels would have to sail further, increasing freight 
rates, forcing up shipbuilding costs and jolting the economies 
of China, Japan, South Korea and Taiwan, according to 
Michael Richardson, a visiting senior research fellow at the 
Singapore-based Institute of Southeast Asian Studies. 

U.S. diplomats have scrambled to limit the fallout from 
the congressional hearing, explaining to Malaysia, Indonesia 
and Singapore that the proposed regional initiative would 
allow participating nations to share information and law- 
enforcement activities, and enable them to intercept sus- 
pect vessels in national and international waters. But by allow- 
ing opposition to the initiative to build even before the U.S. 
fine-tunes its ideas, it will be that much harder to reach agree- 
ment, says one senior Southeast Asian official. & 
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Stop child sex tourism. 
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Abuse a child in this country, go to jail in yours. 





Red Light for Sex Tourists 


Armed with new legislation and funds, the U.S. government and aid groups are 
ratcheting up the war against the child-sex-tourism trade and its American clients 


VISITORS FLYING INTO Phnom Penh and Bangkok later 
this year will be greeted at both airports by new billboards 
bearing stark warnings of the penalties awaiting child-sex 
tourists. "Abuse a child in this country, go to jail in yours," 
reads one message, alongside a photograph of a man behind 
bars and a sign saying "sex tourist." The billboards will be 
another front in the mounting United States government-led 
war against American child-sex tourists and U.S. travel agen- 
cies that promote sex holidays overseas. 
In February, the two owners of 
Big Apple Oriental Tours in New York 
were charged in the first indictment 
against a U.S. sex-tourism company for 
violating a state law prohibiting the pro- 
motion of prostitution. They face up to 
seven years in jail if convicted. Big 
Apple's brochures had offered a 12-day 
trip to the Philippines for $2,495 and 
promised "plenty of young women to 
keep you occupied for the whole trip." 
Last September, Michael Clark, 69, 
became the first American charged 


with child-sex-tourism offences under SEX VICTIMS: Young Vietnamese girls in a brothel 


the Protect Act passed by Congress in 
2003. Clark, who subsequently pleaded guilty, was arrested 
in Seattle as he stepped off a flight from Asia. He had been 
arrested in Cambodia and extradited for having sex with 
two boys, aged 10 and 13. Four other American men have since 
been arrested on similar charges under the new law, includ- 
ing an 85-year-old California man arrested at Los Angeles air- 
port and accused of planning to fly to the Philippines to 
have sex with two pre-teen girls. 

U.S. officials say other investigations are under way and 
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By Murray Hiebert/W ASHINGTON 


arrests are expected. "We want to send a message loud and clear 
that international borders no longer shield child-sex preda- 
tors from the law," Michael Garcia, the Department of Home- 
land Security's assistant secretary for immigration and customs 
enforcement, told a congressional hearing in March. 

No one knows the exact scope of the problem. The United 
Nations Children's Fund (Unicef) estimates that about 
2 million children are involved in the sex trade worldwide. 
John Miller, who heads the U.S. State Department's Office 
to Monitor and Combat Trafficking 
in Persons, figures that 800,000- 
900,000 children and adults around 
the world are trafficked across borders 
into the sex trade or forced labour each 
year. "We know that sex tourism is a 
major driver of child prostitution," 
Miller says. 

The U.S. government's stepped- 
up crackdown on child prostitution and 
sex tourism in the past year is due, at 
least in part, to mounting pressure from 
American human-rights and religious 
groups. President George W. Bush, in 
a speech to the UN General Assembly 
last September, said there is “a special evil in the abuse and 
exploitation of the most innocent and vulnerable." 

The Protect Act, under which Clark and the four other 
alleged paedophiles were arrested, makes it a crime for a U.S. 
citizen to travel abroad for the purpose of having sex with chil- 
dren. The new law boosts the maximum penalty for having 
sex with minors from 15 to 30 years in jail, and prosecutors 
only have to prove that the defendant engaged in child-sex 
offences overseas, not that he left the U.S. with that intent, as 
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was the case under earlier laws. U.S. law regards anyone aged 
below 18 as a minor. 

Last July, the Department of Homeland Security estab- 
lished Operation Predator, a law-enforcement body aimed at 
protecting children at home and abroad. The body has set up 
35 offices, including six overseas, with agents who monitor 
child-sex tourism and go after groups or individuals that traf- 
fic children for the purpose of engaging in sexual crime. It 
has also established a cyber-crime centre which investi- 
gates the exploitation of children on the Internet. Opera- 
tion Predator officials have arrested more than 2,200 sus- 
pected violators of the Protect Act, including the five alleged 
American paedophiles. 

Operation Predator head Frank Figueroa believes the 
crackdown in the U.S. may prompt more Americans to 
engage in the sexual abuse of children abroad, at least in the 
short term. “It will become a little more difficult to engage 
in those things domestically,” Figueroa tells the Review. 
“Therefore, people may travel abroad to engage in that 
type of activity.” 

M The U.S. State Department early last year established 
- Miller's Office to Monitor and Combat Trafficking in Persons, 
. which prepares an annual report on the global trafficking of 
. people. Countries that aren't doing much to tackle the prob- 
.  lemcan face U.S. sanctions, including the suspension of non- 
— humanitarian assistance. Miller believes his office has already 
^ achieved important results. "Shame and embarrassment all 
plays into it," says the former congressman. "If you look 
around the world, you can find more comprehensive anti-traf- 
~ ficking laws passed in the last year or two than were passed 
_ in the past 10 or 15 years." 
- Miller, who visited Asia in February, is pleased with the 
: level of cooperation in Southeast Asian countries such as Cam- 
- bodia and Indonesia. But he's disappointed with Japan, say- 
. ing Japanese aid workers have told him there are some 
^. 700,000 "sex slaves” in their country. "The gap between the 
level of the problem . . . and the amount of resources devoted 
to the problem is huge,” he says, adding that Japanese police 
attribute this to the lack of an anti-trafficking law. 
: Bush pledged in his September speech to the UN to spend 
» $50 million over the next few years to combat human traf- 
ficking and sexual abuse of children. At least some of this 
money will be given to non-governmental organizations. The 
State Department has granted $500,000 to World Vision, a 
Christian humanitarian organization, to launch an aggressive 
deterrence campaign. The group is preparing videos that will 
be shown in key U.S. airports and on international flights 
warning travellers of laws against engaging in sex with chil- 
dren overseas, says Joseph Mettimano, World Vision's child- 
protection-policy adviser. 
.J.  Incooperation with U.S. immigration and customs enforce- 
~. ment, World Vision is also preparing the billboards that will go 
up later this year in Phnom Penh and Bangkok. World Vision 
also has programmes to train Cambodian police and tourist offi- 
cials on how to combat sex tourism and operates shelters and 
rehabilitation services for sexually abused children. 
The U.S. is giving human-rights group International 


















































Justice Mission $1 million to investigate human trafficking - 
in countries like Cambodia and to share its findings with local 
and American law-enforcement officers. Miller credits the - 
organization, which sometimes conducts daring raids on. 
brothels, with rescuing “hundreds of victims" and facilitat. 
ing “many arrests and convictions" of foreign tourists sex- 
ually abusing children. : 

Another non-governmental group, End Child Prostitution d 
in Asian Tourism (Ecpat), is hosting an event with Unicef and 
Sweden's Queen Silvia in New York on April 21 to press U.S. 
travel agencies to adopt the rigorous Code of Conduct to. 
Protect Children from Sexual Exploitation in Travel and: 
Tourism, similar to a code adopted by many European coun- 
tries. Ecpat estimates that about 2596 of the sex tourists around. 
the world are U.S. citizens. Equality Now, an internationa 
human-rights organization that targeted Big Apple for sever 
years before the February indictment of its owners, is now set 
ting its sights on other U.S. sex-tour operators. 

Equality Now scored another victory of sorts last Novem 
ber when Ultimate Asian Sex Tour, a Hawaii-based opera 
tion, shut down its Web site promoting Bangkok as th: 
world’s “sex capital" because of “pressure from women 
rights groups." But other U.S. companies continue adver- 
tising sex tours on their Web sites, with one in Florida pro- 
moting "erotic vacation destinations" in Asia. $ 
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EXPRESSION OF INTEREST FOR AN INVESTMENT PROJECT - | 
IN THE REPUBLIC OF MALDIVES 
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The government of the Republic of Maldives seeks interested parties 

i for the establishment of a dual carriage four-lane bridge, on BOT (Build 
Operate & Transfer) terms, linking the capital Male' with Male" 
international Airport (Hulhule island) which is connected by causeway 
to the newly developed settlement of Hulhumale’. The Male’ 
international Airport handled 1,271,997 passengers during the year 
2003. 

| 

l 

i 

| 


The distance between the islands of Male’ and Hulhule', at the 
proposed linkage sites, is approximately 1000 meters. 


Firms or Consortia with a proven track record and financial capability, 
or a Joint Venture with a Financial Services Firm, or vice versa, are T 
eligible to submit the "Expression of Interest". 


Potential investors/JV partners will be expected at the bidding stage to f 
do the proposed design and construction details/drawings of the 1 
bridge, a full Environment impact Assessment, and a financial | 
feasibility with proposed toll charges and collection methods. 


The closing date for submission of the "Expression of Interest" is 30th. i 
June 2004. 3 
For further information please contact 
Mr. Mohamed Shafeeg Mahmood 
Deputy Director (MACL) 
Ministry of Transport and Civil Aviation 
Mate’ 
Republic of Maldives. 


Tet: ved ates dy cies 4960323994 
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‘TRADE 


Deal With It 


Unable to begin talks with Washington, New 
Zealand nears a free-trade pact with China 


By Colin James/WELLINGTON 


SENIOR CABINET MINISTERS in New Zealand are finding 
it hard to mask their self-satisfaction: Long denied a trade deal 
with the United States, they appear to be on the fast track 
for one with China. 

New Zealand Prime Minister Helen Clark said on April 14 
that her country and China have agreed on the formal frame- 
work of a free-trade agreement (FTA). Negotiations on specifics 
of the deal will begin next year. These will be the first such nego- 
tiations China has held on an FTA with a developed econ- 
omy, and the announcement was hailed in New Zealand. 
China’s potential trade partners in Asia are likely to be almost 
as excited about seeing China take such a step. If all goes 
well, an agreement may be reached by early 2006. 

Why would the Asian economic giant seek a deal with a 
South Pacific nation of just 4 million? New Zealand Trade Nego- 
tiations Minister Jim Sutton believes Beijing is interested pre- 
cisely because New Zealand is so small. It poses no threat 
and “China can set a good example with us,” says Sutton. Clark 
told the REVIEW at a press conference announcing the frame- 
work agreement that her country has also “built up a reputa- 
tion for being a solid Asia-Pacific partner." 

New Zealand is also very open and does not distinguish 
between market and nonmarket economies in its applica- 
tions of trade remedies—including anti-dumping duties—as 
most of the world's other developed economies do. So there are 
no barriers on New Zealand's side to a comprehensive free-trade 
deal to match the closer economic partnership (CEP) that 
Wellington signed with Singapore in 2001 and sees as a tem- 
plate for similar deals with China and around Asia. 

Moreover, as Chinese President Hu said in November, “the 
two economies are highly complementary." New Zealand does 
not compete in the market for manufactured goods; it exports 
principally high-protein foods, forest products and other 
raw materials, areas in which China is deficient. 

There are other reasons for China's interest. New Zealand 
was one of the first Western countries to recognize the 
communist regime in 1972, it was the first to reach agree- 
ment with China on the terms of its entry into the World 


AN FTA BETWEEN AUSTRALIA AND 
THE U.S. SERVES AS A POOR TEMPLATE 
FOR SIMILAR TRADE DEALS 
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Trade Organization and it sticks firmly to a one-China policy. 

New Zealand is also praised by China for being, in Sut- 
ton’s words, “prepared to depart from the general Western 
line when we believe it is correct do so.” As an example, he 
cites Wellington's anti-nuclear policy adopted in 1984 to 
the fury of the U.S., and its refusal to take part in Amer- 
ica’s invasion of Iraq last year. It has had troops on the ground 
in Iraq helping with reconstruction since a few months after 
the war ended. Ambassador Chen Mingming approvingly 
mentioned this at a conference in Wellington on New 
Zealand’s relations with Asia run by the semi-government 
Asia 2000 Foundation in November. 

From New Zealand’s point of view, an FTA with China may 
be hugely beneficial and cost little, given that its manufactured- 
goods tariffs are already low and apply to only about 5% of all 
imports. “A free-trade deal could give New Zealand exporters, 
particularly those of agricultural products, a potentially huge 
market,” says Federated Farmers President Tom Lambie. 





SHAKE ON IT: President Hu and Prime Minister Clark laid the 
groundwork for a trade deal 


In fact, a range of opinion makers, including government 
ministers and analysts in Wellington, believe that an FTA with 
China promises more than one with the U.S., with which New 
Zealand has vainly tried to strike a trade deal for more than 
a decade. Wellington's efforts have barely progressed; there is 
no starting date for talks. 

The FTA signed in February by Australia and the United 
States phases in tariff reductions over a long period and leaves 
some agricultural products out altogether. This falls far 
short of the “comprehensive, ambitious, state-of-the-art CEP” 
Sutton obtained with Singapore and wants with China. 

Meantime, Sutton has other trade negotiations in train, 
one a three-way deal with Singapore and Chile and another 
with Thailand. For a country that is not part of any region other 
than Australasia (Australia and New Zealand have a com- 
prehensive trade agreement) and which therefore places high 
hopes on a successful general liberalization round under 
the WTO, other options may at last be emerging. = 
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<eep the Arms Embargo on Chin a 


© island that does not and cannot threaten China. 
. The Chinese government has further threatened ` 
to use force against this working democracy, 
where human rights are routinely respected, 
should Taiwan refuse to accept a Chinese plan for- 

eventual unification. i 
| Tension across the Taiwan Strait remains one - 
of the key potential flashpoints today. Among the. 
top priorities in China's military build-up is to. 


By Steve Tsang | 


The writer is University Reader in Politics at 
St. Antony's College, Oxford. His most recent book is 
Peace and Security Across the Taiwan Strait. 








Javier Solana, the European Union's top representative for com- cheaply and vastly increase its capacity to use pre- 
mon foreign and security policy, is misguided in joining French cision-guided munitions against Taiwan. Its mis-. 
President Jacques Chirac in advocating the lifting of an arms sile programme is significant but expensive, and. 
embargo on China. Significantly, the embargo is not a relic therefore limited in scope. Instead, it is planning. 
ofthe Cold War; EU countries exported military hardware and to introduce an alternative to America's Joint Direct- 
technology to China in the 1980s. Instead, the embargo was Attack Munition, or JDAM—a Global Positioning - 
imposed in response to the gross abuse of human rights in the System-guided smart bomb that can be mass-pro- - 
Tiananmen Square Massacre. To lift the embargo before the duced cheaply, and unlike missiles, can evade exist- 
Chinese government has atoned for machine-gunning ing and planned anti-missile defence systems. - 
unarmed civilians who were demonstrating peacefully, or has China's keen interest in the European Galileo satel- - 
at least improved its human-rights record to an acceptable level, lite project is driven largely by the prospect of. 
sends the wrong message. acquiring an alternative to the AMI 
: Only recently has the brave semi-retired army physician, GPS for its version of the JDAM. : 
. Jang Yanyong, appealed to the Chinese leadership to admit An end to the embargo will enhance China’ s : 
. thatitwas wrong in ordering the military crackdown against capacity to build its own version of the JDAM 


Be 











—.—. students and ordinary citizens in Tiananmen Square in 1989. and other offensive capabilities. Advocates for lift- 
^ He was apparently not punished for raising this sensitive ing the arms ban should explain why it is in the- 
-. issue. Would this have been the case had he not gained an interest of the EU to give, among other weapons,- 
international reputation last year when he blew the whistle a key military technology to an authoritarian state 
on the government's cover-up of the Severe Acute Respira- that aims to subdue a working democracy that sub- . 
tory Syndrome outbreak? If the EU lifts its arms embargo scribes to the same values as the EU. n 
before the Chinese government has rectified the problem Any argument that lifting the arms embargo. 
that prompted the embargo in the first place, it is likely to will draw China closer to the EU and the United 
expose people like Jiang to a harsh fate. Above all, it will States in the war against terrorism is equally faulty. . 
discourage other Chinese from asserting rights that citizens Why should China, or for that matter any other’ 
of the EU take for granted—rights that are also enshrined in authoritarian and human-rights-violating state, be 
the Chinese constitution, by the way. given hi-tech weapons as an inducement to join. 

| the common cause in eliminating the curse of our. 
“Keeping the arms embargo until Beijing time? China joins in the war against terrorism. 
because it is in China's national interest to do so. 
has improved its record on human rights is not Should the Chinese leadership cease to consider. 
f , , this to be the case, will the EU’s willingness to sell 
being hostile to China 94 arms to China really persuade it to act against its. 
NE best interest? É 

Solana and Chirac have made no justifiable case for export- Keeping the arms embargo until Beijing TE 

. ingarmsto China. What security dem does China face today? improved its record on human rights is not being 
^ Which country has given reasonable grounds for the EU to hostile to China. Most people in China welcome 
‘believe it may intend to attack or otherwise threaten China? developments that will enable them to enjoy 
How will the export of arms from Europe help to improve secu- human rights taken for granted in the West and 
rity, good order and peace in the Asia-Pacific region? even other parts of Asia. The EU should indeed: 
On the contrary, rising Chinese military power poses a forge close economic, cultural and other ties with 

threat to the peace, order and prosperity in its neighbour- China. But this should not include the export of 


hood. China has deployed 500 missiles against Taiwan, an arms or military technology. 
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China Urges Cheney to 


Curb Taiwan 


On visit to Beijing largely dominated by Taiwan ten- 
sions (see related article on page 24), United States Vice- 
President Dick Cheney came under direct pressure 
from China’s leaders to halt U.S. arms sales to the 
island. In an unusually blunt appeal during talks with 
Cheney, China’s Vice-President Zeng Qinghong asked 
the U.S. to stop selling arms to Taiwan and not to send 
any “wrong signals” to pro-independence elements on 
the island, Chinese state media said. Cheney reassured 
Beijing that Washington did not support Taiwan's 
separation but said it opposed the use of force by the 
mainland to recover the island. In comments on the 
same day that Cheney met China’s military head, 
former President Jiang Zemin, and current President 
Hu Jintao, the cabinet’s Taiwan Affairs Office accused 
Taiwan President Chen Shui-bian of provoking the 
mainland and sabotaging 
bilateral ties with his 
plans for a new constitu- 
tion in 2008. Cheney 
praised China for its 
efforts to encourage 
North Korea to give up 
its nuclear weapons, but 
was expected to ask Bei- 
jing to do even more. 


CHINA RAISES BANK-RESERVE REQUIREMENTS 


For the second time in seven months, the central bank raised the amount of 
bank deposits that must be set aside and not loaned in a bid to rein in credit 


growth and head off inflation. The People’s Bank of China said it would 
increase the so-called capital-reserve ratio by half a percentage point to 
7.5%. The move, effective from April 25, aims to freeze $13 billion in the 


Chinese banking system and expands on a directive issued in March that 
focused on banks with the weakest balance sheets. The latest step calls into 
doubt Beijing’s success in cooling growth. The increase in the reserve ratio 


stops short of a more drastic increase in interest rates on loans and 


deposits. Policymakers fear that would sap consumer spending and deprive 


the economy of a cushion in case industrial growth slows abruptly. The 
economy is expected to have grown more than 9% in the first quarter. 
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VISIT: Dick Cheney and Zeng Qinghong 
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COPYRIGHT 


A top United States trade 
official said China could 
increase its purchases of 
U.S. business software 
as part of an agreement 
with Washington to halt 
illegal copying and 
counterfeiting. Com- 
merce Undersecretary 
Grant Aldonas said the 
U.S. hoped a high-level 
U.S.-China trade meeting 
in Washington later this 
month would lead to 
concrete Chinese action 
on the piracy issue. 


MEDIA 


Chinese legal experts 
and journalists appealed 
for a retrial of two news- 
paper editors jailed for 
alleged corruption. A 
court in Guangzhou 
sentenced Yu Huafeng, 
former general manager 
of the Southern Metropoli- 
tan Daily, known for its 
aggressive reporting on 
corruption and social 
issues, to 12 years for 
embezzlement in March. 
Former editor-in-chief Li 
Minying, an executive of 
the paper's parent, 
received 11 years for 
taking bribes. 


ARN 


UP TO 20,000 people 
marched in Hong Kong to 
protest Beijing's require- 
ment that the city obtain its 
approval before initiating 
any political reforms to 
elect its leader and lawmak 
ers by universal suffrage. 
Demonstrators expressed 
anger at Hong Kong's 


Beijing-picked Chief Execu- 
tive Tung Chee-hwa and at 
Beijing's decision to reservt 
control of any changes to | 
the political system. Orga- 
nizers plan a larger demon- 


stration on July 1. 


MAGLEV 


The tracks under the 
world’s first commercial 
magnetic-levitation train 
in Shanghai are sinking 
slightly, possibly threaten- 
ing the $1.2 billion 
project, a newspaper 
said. Officials declined to 
comment on the report in 
the Shanghai Daily, which 
gave no details. 


FAMILY PLANNING 


In a slight easing of the 
one-child-per-couple rule, 
Shanghai authorities 
announced that divorced 
people who remarry 
would be allowed to have 
a child even if they each 
already had one from a 
previous marriage. The 
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city is acting under a 
policy that lets local 
governments decide how 
to apply the restriction. 


RISK 


New York-based risk- 
consulting firm Kroll said 
it was moving its Chinese 
headquarters to Shang- 
hai from Hong Kong to 
take advantage of a 
growing mainland client 
base. Kroll said it was 
tilting its operations 
toward China for back- 
office operations as well. 


The head of China’s 
largest oil-and-gas 
company, PetroChina, has 
resigned to take responsi- 
bility for a gas-well 
explosion that killed 243 
people last year and 
poisoned thousands 
more, the South China 
Morning Post said. It said 
the government accepted 
the resignation of Ma 
Fucai as chairman of New 
York- and Hong Kong- 
listed PetroChina, and 
president of its state- 
owned parent, China 
National Petroleum Corp. 


ENVIRONMENT 


Premier Wen Jiabao has 
reportedly told officials to 
reconsider plans opposed 
by environmentalists for a 
dam on a river shared 
with Thailand and Burma. 
But the official in charge 
of the project said he 


knew of no decision to 
cancel it. Newspapers 
said that Wen sent the 
plan for a dam on the 
Salween River, or Nujiang 
in Chinese, back to 
officials, noting that such 
projects caused great 
concern. The Salween is 
one of three great rivers 
that originate in the 
Himalayas and flow out of 
southern China. 


The official China Daily 
said authorities would 
eliminate central-govern- 
ment taxes on farmers in 
three years instead of the 





five announced by 
Premier Wen Jiabao in 
March. In a related 
development, the U.S. 
Agriculture Department 
said China's retreat from 
large maize exports had 
forced its usual cus- 
tomers to seek alterna- 
tive suppliers this year. 


NO DAM? The Nujiang flows through Yunnan province 





FEW EXPORTS: Farmers dry maize 
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BUSINESS DIGEST 





CHINA STEEL PRICES SOAR BY 40% 

Steel prices in China rose 39.9% on year in the first quarter, and were 
expected to continue to climb in the second quarter on high demand 
and rising raw-material costs, according to the official Xinhua 
news agency. Rising investment in construction, machinery, car man- 
ufacturing, railway building and container production was pushing 
up steel demand, and pressuring the supply of raw materials and 
energy resources, Xinhua noted, citing the Ministry of Commerce. 
However, an increase in steel output was slowing the price rise. Steel 
output in the first two months of 2004 reached more than 43 mil- 
lion tonnes, 31.7% higher than in the same period last year. Imports 
rose 21.5% on year to 6.6 million tonnes, Xinhua said. The produc- 
tion increase and the rise in imports slowed the surge in prices, which 
were 2.2% higher in March than the year-earlier period. 


NEWBRIDGE CAPITAL OUT OF ARBITRATION 

China’s Shenzhen Development Bank said U.S. private-equity fund 
Newbridge Capital had withdrawn a request for arbitration with 
the Shenzhen bank’s shareholders over a failed deal to buy their 
stake in the bank. In October last year, Newbridge asked the Paris- 
based International Chamber of Commerce’s International Court of 
Arbitration to intervene between it and the Shenzhen bank’s biggest 
shareholders in a dispute about control of the institution. The bank’s 
board of directors said in a statement that the arbitration at the Inter- 
national Chamber of Commerce had been dropped by all parties. 


CHINA LIFE INSURANCE PARENT IS FINED 
Seeking to reassure investors, China Life Insurance said that it faced 
no fines after a review by China’s National Audit Office uncovered 
illegal practices by its parent company before China Life’s 2003 share 
listing—the world’s biggest for the year at $3.5 billion. In February, 
the National Audit Office said that there were alleged accounting 
irregularities involving 5.4 billion renminbi ($652 million) at China Life 
before it was restructured for the initial public offering in Decem- 
ber. The parent, China Life Insurance (Group) Co., faces a total of 67.5 
million renminbi in unpaid taxes and fines resulting from the audit- 
office report, China Life Insurance said in a legal notice. 


PROTECTION SOUGHT FOR U.S. SCRAP 

Two United States metals-industry groups filed a petition with the 
Commerce Department to restrict exports of copper scrap and cop- 
per-alloy scrap to China, saying China's rising imports from the U.S. 
had caused shortages and price increases. The Copper and Brass 
Fabricators Council in Washington and the Non-Ferrous Founders' 
Society in Park Ridge, Illinois, said their members were having dif- 
ficulty obtaining raw materials and managing price increases and 
believed export restrictions would help control domestic supply. 
Some observers, however, said the groups will have a tough time 
persuading the current administration in an election year to ban 
exports, which would be interpreted as an attack on free trade. 
The Commerce Department has 105 days to determine whether 
to impose temporary monitoring and export controls and 45 days 
more to publish final regulations and take any possible action. 










Elsewhere in the Review: 
Free-Trade Deal Near for China and New Zealand (page 20) 
Education: China's Sent-Away Toddlers (page 50) 
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The Guardian Angel 
Finally Had Enough 


The departure of Therese Shaheen as head of the Washington office of the de facto U.S. embassy in 
Taiwan will end a stormy 16 months that her critics say complicated U.S. diplomacy over a potential 
cause for war. Taiwan’s foreign minister also resigned in an affair with blunders on all sides 


By Susan V. Lawrence/WASHINGTON 





A PUES ! 


Pt m 
p 
E: 
"HX 
Ix 
vit 
my x 
EY ^ 
DINI 
A e 











SHE TOLD TAIWAN President Chen Shui- 
bian last year that President George W. 
Bush was the “secret guardian angel" 
responsible for his trip to the United 
States, a phrase that lodged in Taiwan's 
public consciousness as an expression 
of unconditional U.S. support for Chen. 
The Taiwan president's push for the right 
to hold public referendums sounded 
"reasonable and logical," she told students 
in Taiwan last October, just as the U.S. 
government was trying to signal deep 
concerns about the initiative. 

She alienated her American counter- 
part in Taipei by arguing with him in front 
of Bush. She infuriated Taiwan's Defence 
Ministry in November with the offhand 
comment that focusing on buying sub- 
marines was "silly" when the purchase 
could not be fulfilled for a decade. She 
enraged China that same month by insist- 
ing, incorrectly, to an interviewer that the 
Bush administration had never said it 
"opposed" Taiwan independence. 

"Anyone who met her could see 
within a few minutes that she has great 
enthusiasm and relatively little disci- 
pline, that she is a well-meaning, warm- 
hearted but boisterous woman who just 
says the first thing that comes into her 
mind," says Nancy Bernkopf Tucker, a 
Taiwan expert at Georgetown University 
and the Georgetown School of Foreign 
Service in Washington. "That's not the 
way diplomacy works." 

If Therese Shaheen had held an ordi- 
nary ambassador's job, in a minor country 


., with stable, uncontroversial relations with 


the U.S., she might have survived, per- 
haps even flourished. But at the end of 
2002, her long-time business relationship 
with Florida Governor Jeb Bush, a brother 
of President Bush, had won her the posi- 
tion of the Washington-based chairman 
and managing director of the American 
Institute in Taiwan (AIT). 

In that job, the brassy former busi- 
nesswoman was put in charge of delicate 
liaison work with Taiwan, which does not 
have diplomatic relations with the U.S. 
and is involved in acrimonious rivalry with 
an emerging global power, the People's 
Republic of China, that if mishandled 
could draw the U.S. into war. Shaheen's 


CHARMING: Therese Shaheen meets 
President Chen Shui-bian last October 








A HOUSE DIVIDED 
CANNOT STAND 


Therese Shaheen publicly 
backed Taiwan’s president 
at the wrong time: 


* She signalled unconditional 
U.S. support for him during 
a trip to New York 


* She defended Taiwan 
holding a referendum 


e She said the Bush adminis- 
tration never opposed 
Taiwan’s independence 


style clearly didn't match the low-profile 
and cautious nature of the job. On April 7, 
after a strong push from the State Depart- 
ment, Shaheen submitted her resignation 
after 15 months in the post. 

In that short time, Shaheen managed 
to compile an impressively long and public 
list of gaffes. They were the product of 
her habit of speaking impulsively, of her 
ignorance of, or impatience with, diplo- 
matic protocol, and sometimes, her critics 
in government charged, of her discomfort 


$ | 

“I’m not a nuance guy— Do not support.’ 

'Oppose: It's th m 
ppose.' It's the same to me. 


PRESIDENT GEORGE W. BUSH IN A TAIWAN MEETING, AS PARAPHRASED BY OFFICIAL 


with any part of U.S. policy that was crit- 
ical of the Chen administration. 

Her critics blame Shaheen's missteps 
for sending Taiwan's leaders dangerously 
misleading signals about U.S. positions 
on sensitive subjects, including Chen's 
plans for referendums. Those blunders, 
U.S. officials say, complicated U.S. diplo- 
macy, particularly the work of Shaheen's 
counterpart in Taipei, AIT Director Dou- 
glas Paal, and increased the risk that 
provocative moves by Chen's government 
might drag the U.S. into hostilities 
between Taiwan and the mainland. 

Not everyone blames only Shaheen for 
the problem of mixed signals to Chen's 
administration, though. Bonnie Glaser, a 



































Taiwan and China expert at the Centre for. 
Strategic and International Studies, says” 
that the Chen administration deserves- 
blame for intentionally giving weight to 
discordant voices, whether they were the 
voices of people such as Shaheen, mem 
bers of Congress, isolated administratior 
officials or U.S. academics. "Taiwan tend: 
to go out and look for that voice tha 
endorses what they are doing, rather than. 
seeking what the real policy is," says- 
Glaser. “If they really wanted to pick out - 
what the message was supposed to be 
what's coming from the White House, - 
what the real U.S. policy is, it is not tha 
difficult to identify." : 

Georgetown's Tucker, however, sug 
gests that Shaheen did not misreprese 
U.S. policy to the extent that many charge 
"She certainly communicated a degree 
support from the administration that wa: 
probably more enthusiastic than bs 
administration intended it to be," 
Tucker. "But I would say the difference 
was largely one of degree rather than sub 
stance, because basically the administra 
tion is supportive.” 

As evidence of broader administratior 
support for Taiwan, Tucker cites state 
ments from U.S. officials in the run-up t 
Taiwan's March 20 presidential election 
committing the U.S. to work harder te 
help Taiwan raise its international profi 





Others note the Pentagon's recen 
approval of a robust arms package for sal 
to Taiwan, and a Lunar New Year part 
that Shaheen threw this year for Tai 
wanese and American guests. Senio 
administration officials turned out for i 
in force and included, for the first time 
a deputy cabinet secretary—the Penta 
gon’s Paul Wolfowitz. | 

Tucker argues that experienced. 
Taiwan diplomats knew they should takë- 
Shaheen’s words and actions with a grai 
of salt. "They looked at who she was, and . 
they understood she was not someon 
with a [diplomatic] career who understood 
the nuances, and they factored that in,” 
she says. On the other hand, Tucker &»- 
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adds: "Some of the people around Chen 
Shui-bian, who had less experience, they 
may have taken her a bit more literally." 
Yet even for seasoned Taiwanese 
observers, Shaheen’s connections could 
make it difficult to judge what authority 
she had. Not only is she close to Jeb Bush, 
but she is married to a senior Defence 
Department official, Lawrence DiRita, a 
former chief of staff to Secretary of 
Defence Donald Rumsfeld. DiRita is now 
the Pentagon spokesman. She is also a 
former business partner of another senior 
defence official, Richard Lawless, the 





deputy assistant secretary of defence for 
Asian and Pacific affairs. 

Shaheen certainly frustrated Paal. Last 
summer, on the first and only occasion 
that they met President Bush to discuss 
Taiwan, Shaheen argued with Paal about 
the U.S. position on Taiwan independ- 
ence, according to people familiar with 
the meeting. Paal said U.S. policy is to 
oppose Taiwan independence. She said 
U.S. policy is not to support it, prompt- 
ing a response from President Bush 
paraphrased widely by officials in his 
administration who deal with Asia as: 
"I'm nota nuance guy— Do not support.' 
‘Oppose.’ It's the same to me." Not intim- 
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ELECTION AFTERMATH: Opponents of Chen battle riot police outside the presidential palace 


idated by the president, perhaps because 
of her long friendship with his brother 
Jeb, she pressed on, arguing that the ter- 
minology wasn't nuance and mattered for 
Taiwan's future. Both Shaheen and Paal 
declined to comment for this article. 

Shaheen hit it off with President 
Chen. She said she believed that in her 
presence, he was more willing to trot out 
conciliatory language on cross-strait rela- 
tions. The way to handle him, she said, 
was to charm him, not lecture him. 

In contrast, Chen's administration 
has kept Paal at arm's length. Relations 


are strained in part because officials of 
Chen’s Democratic Progressive Party 
perceive Paal to be “just carrying all these 
messages [from Washington] asking 
them to: ‘Back off,’ ‘Calm down,’ ‘Don't 
do this,’ ‘Don't do that’,” says a retired 
U.S. diplomat still involved in the rela- 
tionship. Some of Shaheen’s statements 
and actions made Paal's mission harder, 
the retired diplomat says, because they 
were cited in Taipei as reasons why he 
shouldn't be listened to *as the only 
authoritative voice" for U.S. policy. 
What most damaged Shaheen’s stand- 
ing with the U.S. government was her 
handling of Chen’s transit visit to New 
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York in late October and early November. 
In fairness, others approved the trip and 
a public speech for Chen, but she was 
meant to keep television cameras out of 
the hall where Chen spoke, and failed to 
do so. Worse was her “guardian angel" 
remark, on a boat trip that Chen took 
with his supporters on the Hudson and 
East Rivers. Back in Taiwan, Chen used 
the trip to claim he had exceptionally 
strong U.S. support, despite his contro- 
versial bid to hold referendums, and even 
despite President Bush's highly unusual 
December 9 public rebuke of him over 
the referendum issue. 

The relatively minor blunder that 
finally cost Shaheen her job came on 
March 26, the day that Taiwan's Cen- 
tral Election Commission certified the 
result of the island's presidential polls. 
Shaheen had been scheduled to call Tai- 
war's representative in the United States, 
Chen Chien-jen, with congratulations for 
the victor on the day of the election itself 
six days before. A written White House 
statement was due to be released after 
her call. But the vote was so close and 
disputed that the U.S. held off on both 
Shaheen’s call and the White House 
statement, opting to issue instead a care- 
fully worded State Department state- 
ment that conspicuously avoided con- 
gratulating a winner. 

On March 26, with the certification 
finally in, the State Department author- 
ized Shaheen to make a phone call con- 
gratulating President Chen on his re- 
election, and she did. The trouble came 
soon afterwards, when she arrived at 
Washington's Four Seasons Hotel for 
breakfast with Chen Chien-jen. Accord- 
ing to people with knowledge of events 
that morning, an anxious Chen Chien-jen 
presented Shaheen with a typed, and 
more diplomatic-sounding, version of 
their phone conversation and pressed her 
to sign it, under orders from superiors 
in Taipei who called him on his cellphone 
during the meeting. Although she had no 
authorization to issue her congratulations 
in written form, much less with her sig- 
nature on them, Shaheen complied. 

Shaheen possibly thought she was 
simply notarizing the document as an 
accurate summary of their conversation, 
to avoid later disputes over what she 
had said. But in diplomatic culture, >> 
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written messages carry much greater 
weight than oral ones. Although Chen 
Chien-jen sent the statement to Taiwan in 
classified form, it was immediately leaked 
to the Taiwan media, and thus succeeded 
in upstaging the White House's heavily 
nuanced statement, released later that day. 
For officials at the State Department, it 
was the last straw. 

Taiwan's foreign minister, Eugene 
Chien, tendered his resignation two days 


after Shaheen submitted hers. He said 
that he took responsibility for her down- 
fall. In the foreign minister's place, the 
government appointed Mark Tan-sun 
Chen, a supporter of Taiwan independ- 
ence with whom the U.S. may find it even 
harder to work. (See article below.) 

The State Department initially sug- 
gested that Shaheen officially leave in 
60 days, on June 6. But officials told her 
they did not want her to attend President 


Chen's inauguration on May 20. Rather 
than have her absence raise questions 
about U.S. support for Taiwan's govern- 
ment, Shaheen opted to leave at the end 
of April, according to people familiar with 
the situation. Her deputy, Barbara 
Schrage, is expected to be named as act- 
ing chairman and managing director. A 
permanent replacement may not be 
found until after U.S. presidential elec- 
tion in November. & 


THE TAIWAN LOBBY THAT IS SHAKING UP WASHINGTON 


The Formosa Association for Public Affairs (Fapa) counts as . 
its members just 2,500 mostly Taiwanese-American fami- 
lies. But its clout in Taiwan is out of all proportion to its size. 
For proof of that, look no further than the April 11 appoint- 
ment of Mark Tan-sun Chen as Taiwan's first openly pro- 
independence foreign minister. Among Chen's credentials 
are 30-plus years as a political exile in the United States and 
his association with Fapa, of which he is a past president. 
Like no other Taiwanese or Chinese organization in 
the U.S., Fapa has honed the fine art of working the Ameri- 
can political system to advance its goals—enhancing Tai- 
wan's international stature and winning support for the 


principle of self-determina- 
tion for Taiwan's people, or at 
least appearing to Taiwan to 
be doing so. 

A recent congressional 
letter supporting Taiwan's 
right to hold referendums 
free of intimidation from 
China was the work of Fapa, 
which drafted it, and then 
made some 400 phone calls 
in an effort to line up con- 
gressional signatures. Now 
Coen Blaauw, a 45-year-old 
Dutchman who is Fapa's one- 
man lobbying arm, is recruit- 
ing signatures for another 





TAIWAN BOOSTER: Coen Blaauw, Fapa lobbyist in Washington 


members out to flex their muscles as constituents with local 
elected representatives. A congressional handbook Fapa 
distributes to its members offers minute instructions on the 
etiquette for visiting and calling congressional offices. 

A top Fapa priority for 2004 is getting support from 
Congress for Taiwan's participation in international organiza- 
tions, starting with the World Health Organization (WHO). 
This is an annual ritual for Fapa, but this year it is pushing 
for the Bush administration not just to support a motion at 
the World Health Assembly in May, but to introduce it. 

"We introduced a resolution in February" on observer 
status for Taiwan in the WHO, Blaauw says, unconsciously 


attributing the move to Fapa, 
which helped draft the text 
and line up votes, rather than 
to the members of Congress 
in whose names it is being 
shepherded through the 
system. Fapa has also asked 
chairs of the Taiwan cau- 
cuses in the House and the 
Senate to press the case 
with the State Department, 
and to write letters to WHO 
Director-General Lee Jong- 
wook urging him to set up a 
permanent representative 
office in Taiwan. 

Fapa is laying the ground- 
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congressional letter congratulating Taiwan President Chen 
Shui-bian on his narrow re-election. "If there are 200 signa- 
tures, six pages, it is a political statement," says Blaauw. "He 
is the president of Taiwan. He is not the president of a © 
renegade province,” as Beijing claims. 

Fapa is the only Taiwanese-American group with full-time 
staff in Washington dedicated to “educating” members of 
Congress about Taiwan—three Taiwanese-Americans, a 
Taiwanese and Blaauw. But the biggest part of Fapa’s 
strength is its grass-roots organization, which sends Fapa 
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work, too, for high-level visits between the U.S. and Taiwan, 
including a trip to Washington for President Chen sometime 
in his new term if he decides that he wants to go. 

Because of the separation of powers between the 
legislative and executive branches, “the U.S. is an ideal 
political system to do what we do,” says Blaauw. “A mem- 
ber of Congress can say, ‘I think Taiwan should be inde- 
pendent, | think Taiwan should be a member of the WHO,’ 
even if the administrative branch doesn’t support that. In 
Holland it is a different story.” Susan V. Lawrence 
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GET TOUGH ON TELH THREATS 


Think about it: There’s no point spending on hi-tech measures to safeguard your company’s information 
against external threats like viruses and hacking attacks if your internal security is sloppy 


By Jeremy Wagstaff/] AKARTA 
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BOX CLEVER: Michael Gazeley's Network Box offers a flexible solution for fighting external threats and ensuring employees stay productive 
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WHEN JAMES MACKENZIE-BUIST set up 
his on-line accounting company, Codex 
Systems, in Hong Kong and Manila last 
year, he lost plenty of sleep. What if a virus 
got into his computer system? What if 
someone hacked in and stole his com- 
pany’s computer code? Even worse, what 
if someone hacked in and stole his clients’ 
data? The more he looked into it, the more 
it kept him awake at night. “If you dont 
know about it, it doesn't really scare you, 
but as soon as you know a bit about it, it 
freaks you out,” he says. 

So he installed hardware to keep 
these kinds of threats out. That’s when he 
found a lot more surprises in store. The 
Network Box—literally a box that com- 
bines anti-virus, anti-hacking and other 
security tools, built by Hong Kong-based 
Network Box Corporation (www.network- 
box.com)—has solved the problems that 
were keeping him awake, but uncovered 
a problem he didn't know he had: His 
employees were spending way too much 
time on the Internet. This not only ate into 
productivity but used up bandwidth, 
wasted hard-disk space and exposed the 
company to illegal and unsavoury mate- 
rial like pornography, illegal music files 
and on-line gambling. 

“I didn't think that there was that much 
time wasted due to people messing around 
on the Internet, even though I was there, 
walking around the office all the time,” 
MacKenzie-Buist says. “But it's there, it's 

1appening and it's huge.” 

An epidemic of junk e-mail, viruses 
and targeted hacking attacks in the past 
two years has made network security a key 
concern for companies. Simply installing 
anti-virus software in the hope of warding 
off attacks is no longer enough. A report 
by the Hong Kong government found the 
number of companies in the territory 
installing extra measures has jumped in 
the past two years. There are now three 
times more companies building firewalls; 
five times more encrypting log-ins; and 
three times more controlling access to 
parts of the network. 

But managing security on office net- 
works, industry experts say, is not just 
about keeping threats out. It’s equally 
important to make sure insiders don t— 
knowingly or unknowingly—weaken the 
company from within. Companies, they 
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say, tend to spend a lot of money build- 
ing strong barriers to the outside wor 
but don't keep tabs on weaknesses 
inside the system. “Ninety percent of 
threats are internal threats," says Matt 
Barrie, Sydney-based chief executive and 
chief technology officer of Sensory Net- 
works, which develops its own network- 
security products. 

These threats arent limited to employ- 
ees wasting time and company resources 
surfing the Internet. They range from 
insider fraud to theft by contractors and 
affiliates (see The Enemy Within, page 34). 
from a misconfigured server to employees 
unwittingly endangering the whole net- 
work by using unapproved software or 
hardware. It's what Matt Geiger, manag- 
ing director of Singapore-based informa- 
tion-security consultancy Vigilist, calls the 
“marshmallow effect": hard on the outside, 
soft on the inside. 

Take, for example, a company that 
implements a tough security system that 
makes it virtually impossible to hack into 
the headquarters' computer network. But 
then, in order to ensure regional offices 
and branches have access to the same 
data, it allows them to access the system 
through less-secure methods. It happens: 
Barrie of Sensory Networks cites the 
example of a regional bank that belat- 
edly found dozens of undocumented 
modems that allowed employees to dial 
into the office network from outside, 
effectively bypassing the bank's elaborate 
security firewalls. 


lind Kisk-laking 
In most cases employees are just try- 
ing to boost their own productivity, 
unaware of the potential damage they 
could cause. Michael Gazeley, Hong 
Kong-based managing director of the 
Network Box Corp., as well as being the 
box’s creator, says that a marketing team 
may set up their own small wireless net- 
work using a cheap Wi-Fi node within 
the office to more quickly collaborate and 
exchange documents. There’s nothing 
wrong with that, he says, so long as it’s set 
up securely. Most are not, leaving not only 
those Wi-Fi-connected computers at risk 
but the whole company network: "We've 
gone in and shown companies we can 
access their entire network from a &* 
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small laptop that we carry," says Gazeley. 

For the paranoid, any kind of wireless 
device can spell trouble: Computer key- 
boards that use Bluetooth, radio or 
infrared all give off signals that could be 
picked up by well-equipped eavesdrop- 
pers, capturing the keystrokes—and 
therefore passwords, documents and 
data—typed in by anyone using them. *I 
dont think it would be beyond the pale 
to start seeing people who are able to 
stand outside someone's office or put a 
device somewhere outside in the corridor, 
and actually capture all the keystrokes 
somebody is broadcasting on their wire- 
less keyboard," says Gazeley. 

But usually threats are more low-tech, 
and come from insiders, be they dis- 
gruntled employees, contractors or affil- 
iates. Such data theft involves little more 
than e-mailing the trade secret to an exter- 
nal e-mail account. 

Alex Duperouzel, managing direc- 
tor of Singapore-based security consult- 
ants Background Asia, says one of the 
biggest problems his clients face is data 
disappearing when staff resign or are 
fired. Such problems, he says, are com- 
mon in the insurance industry, where 


whole teams will disappear with client 
lists only to surface at a rival company 
and try to persuade policyholders to shift 
provider. "This is very, very common," 
he says. 


Security Challenge 

Plugging these leaks is not easy, since it 
involves trying to limit access to some data 
but not to others. One option is to restrict 
access to data based on which department 
the employee works for. Other limits 
could involve quantity—employees can 
only access a limited number of files 
within a certain period, preventing any 


lot that can stop an employee from steal- 
ing information if they already have 
access. That’s why it’s important to have 
logs of e-mails sent, files accessed and 
data altered that allow investigators to 
trace what damage has been done, if any, 
after the employee has left. But some- 
times the best ways of verifying whether 
your ex-employee has done the dirty on 
you are low-tech: Duperouzel recom- 
mends inserting a few fake contacts in a 
client list, with e-mail addresses that cir- 
cle back to you. That way, he says, you'll 
know as well as any audit trail whether 
youve got a problem. 


IN MOST CASES EMPLOYEES ARE JUST TRYING TO 
BOOST THEIR OWN PRODUCTIVITY, UNAWARE OF THE 
POTENTIAL DAMAGE THEY COULD CAUSE 


from copying vast hoards of sensitive data 
in one go. “It’s a much greater security 
challenge to granularly decide who has 
access to your data than to put a ring fence 
around all of it,” says Vigilist’s Geiger. 
In most cases, however, there’s not a 


SMALL BUSINESSES NEED WALLS, TOO 


There’s no need to scrimp on tech security: There are plenty of all-in-one solutions on the market 


An extreme solution is to limit access 
to computer hardware, putting keyboards 
and monitors in one room and the hard- 
drives in another to prevent informa- 
tion being saved to peripherals, like CD- 
ROMs. If that’s going too far, but you are 


designed to suit smaller companies—at prices they can afford 


When it comes to security, you can’t afford to scrimp. But small 
companies often do and as a result are most vulnerable to viruses 
or hacking attacks. A recent survey by the Hong Kong Computer 
Emergency Response Team (HKCERT) found that large compa- 
nies in Hong Kong typically spend up to 10% of their IT budget on 
security. The picture for small companies, with less than 20 employ- 
ees, could not be more different. In Hong Kong, 12.1% of small com- 
panies have no security measures in place, 
while 47% operate only basic protection 
such as antivirus software and passwords. 
And only 28.9% of small companies have 
fulltime or part-time staff to manage infor- 
mation security. 

But it needn’t be like that. New prod- 
ucts have come on the market that offer 
affordable all-in-one security for small 
businesses. They integrate advanced fea- 
tures used by large security-conscious corporations, such as vir- 
tual private networks (VPNs), with firewalls and sometimes antivirus, 
intrusion-detection and content-filtering features. Here's a sample 
of what's available: 

Symantec's Firewall/VPN appliance (from $510 for up to 25 
users from www.shoponline.com.sg) is designed for offices with 





ALERT: Symantec's Gateway Security 5400 


up to 40 staff. It comprises a firewall to protect against computer 
hackers, and a VPN that allows companies to use the existing 
Internet infrastructure to create an internal private network. Grab 
it while you can—it won't be around for much longer. 

Instead, Symantec will later this year offer the Gateway Secu- 
rity 320, a scaled-down version of the Gateway Security 5400, 
for small businesses (from $3,895 plus a licence fee from $100 
from www.symantec.com). This includes 
firewall protection, intrusion prevention 
and detection, antivirus, content-filtering, 
antispam and VPN functions. The device 
receives automatic updates from Syman- 
tec, including virus definitions and soft- 
ware patches, and enables the company's 
tech staff to monitor the network through 
a system of logs, reports and alerts. 

The FortiGate Antivirus Firewall 
series (from $340 from www.sis.com.hk) includes a network-based 
antivirus feature, Internet and e-mail content filtering, firewall, 
VPN and intrusion-detection and prevention. The software is easy 
to install and receives automatic downloads from FortiProtect. It 
comes in several configurations, including one for businesses with 
as few as 10 users. 


still concerned about the potential for 
employees to take out data with them 
or to bring in viruses, limit access to stor- 
age devices, including ZIP drives, CD 
writers and floppy drives. Even then, 
warns Geiger, an employee may sneak 
past with a thumb-sized Universal Serial 
Bus flash-memory drive. Some even 
come in the form of pens and watches. 
"You're always going to be behind the 
curve on IT,” he says. 

But the threat may not always be 
obvious: Duperouzel cites a recent case 
where he was conducting a security audit 
at a bank in Hong Kong. During his 
investigation, he found an employee qui- 
etly scanning bank documents for his 
own use on a desk-top scanner he had 
brought in. The employee was promptly 
dismissed and no lasting damage was 
done. The lesson here is: “The equip- 
ment can be fairly innocuous,” says 
Duperouzel, “but it doesn't take an Ein- 
stein to learn how to abuse it.” 


Act Fast 


The solution? Don't scrimp on security, 
and don't wait. “It’s not until something 
goes wrong that people take steps to do 


something,” says Barrie of Sensory Net- 
works. After that, he says, companies 
tend to overcompensate, throwing a lot 
of money at the problem but forgetting 
that security is not a product, but a 
process. A firewall, for example, is not a 
defence in itself, since by definition it has 
to allow some data through. (Firewalls are 
computer programs that try to stop 
threats—viruses, network attacks, unau- 
thorized e-mails—getting into the com- 
pany’s computers.) “A firewall is just a 
wall with holes in,” he says. 

That’s why companies must have a 
security policy, where responsibilities 
for such decisions are clear and 
assigned to the right people, says Bar- 
rie. If a company has a policy on using 
passwords, it’s no use if the chief exec- 
utive shares his with the IT manager, or 
multiple users share the same log-on. 
These are both cases Duperouzel has 
come across. His conclusion: “No mat- 
ter how hi-tech your password proce- 
dures are, it only takes one little guy at 
the top to say we don't need to obey all 
that and the system's porous." 

That's where MacKenzie-Buist of 
Codex has found his peace of mind. With 


INSPECTOR: 
Check Point's Safe@Office 


Check Point Software Tech- 
nologies’ Safe@Office (from $299 


the Network Box, he says, he's been able 
to outsource responsibility for keeping 
virus libraries and software patches—all 
of which is automatically updated by 
Network Box Corp. about 400 times a 
week. Another benefit is that he’s also 
been able to maintain tight control over 
what's going on inside the small com- 
pany network via the Network Box's 
detailed logs and interface. 

He has used software that comes 
bundled with the box to automatically 
restrict access to dozens of categories 
of Internet sites to out-of-office and 
lunch-break hours. The result: Not only 
is he no longer worried about losing 
valuable data to viruses or leakage, but 
bandwidth usage is down 70%, and pro- 
ductivity is up 3096. Despite some initial 
grumbling, he says, his staff have 
accepted the limits "and didn't really 
notice after a week or two." 

In the end, technical solutions only 
take you so far in keeping your data safe. 
Policies must be flexible, but not flexible 
enough for staff to dodge them when they 
choose. Says Barrie: “Most of the problems 
come down to human error and the fact 
that humans use the network." = 
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from www.datalink.com.hk) uses the com- 

pany's INSPECT technology to provide a powerful firewall which exam- 
ines external attempts to communicate with the company network. It 
also includes a VPN function. 

The growing market for integrated solutions like these has many 
tech giants jostling for access to the right technology. Internet-systems 
provider Juniper Networks is acquiring network-security company 
Netscreen Technologies; and networking-equipment maker Cisco Sys- 
tems is acquiring Twingo Systems, which makes desktop-security soft- 
ware for virtual private networks. They're hungry for a chunk of what 
market-research company Datamonitor says will be a $6 billion global 
market by 2007, with the Asia-Pacific region at over $1 billion. 

There's no denying all-in-one solutions are cheap and easy to use, 
but Vincent Chan, a partner for Ernst & Young Technology & Risk 
Services, warns that there is often a "trade-off between having a 
good product" and being able to select individual components, such 
as firewalls, on merit. 

But for those small companies with zero or only limited measures 
in place, an integrated solution, even one that involves some degree 
of compromise, has to be better than no security at all. 

Stuart Biggs 
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THE ENEMY WITHIN 





Harry Harrison / REVIEW 


Who’s most likely to be stealing your data? Not a government agent, nor a competitor’s 
spies. The prime suspects are all around you—your own employees 


IN 2000, SOFTWARE EXECUTIVE Jeffrey Chang left Taiwan 
chip-designing company D-Link Corp. to rejoin his old firm, 
VIA Technologies. Last December the bespectacled Chang 
stood in a Taipei court, charged with stealing D-Link’s soft- 
ware coding for VIA. One key piece of evidence against him: 
While at D-Link he was still being paid by VIA—an admin- 
istrative glitch, says VIA. 

Chang’s trial is Taiwan's most high-profile corporate-espi- 
onage case to date, not least because of VIA’s chairwoman, 
Cher Wang, who was also charged. She is the daughter of 
Wang Yung-ching, the head of Formosa Plastics Group, Tai- 
wans largest manufacturing conglomerate. 

The case underscores how in recent years companies 
have become more prone to suspecting that information 
leaks to competitors may have come from their own employ- 
ees. It’s easy to see why: No longer the domain of highly 
skilled James Bond types, commercial espionage is now a 
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possibility for even the lowliest employee able to use cheap 
gadgets found in any Asian computer mall. 

“By sheer numbers, the issue has always been your 
employees, not industrial spies,” says Samuel Porteous, China 
country manager for Kroll Risk Management. Now, however, 
employees have access to tech tools that can siphon off huge 
amounts of information easily, which “greatly magnifies their 
capacity to do damage to their employers.” 

It's hard to gauge the damage, though. Few companies 
report these cases as they’re reluctant to broadcast how lax 
their security was. But according to a 2002 survey by Price- 
waterhouseCoopers—one of the more comprehensive stud- 
ies on the topic—some 40% of companies worldwide reported 
incidents of known or suspected losses of proprietary data, 
with average losses of between $350,000 and $400,000. The 
majority of cases were in North America, but Asia, with 13% 
of the cases, made up the second-largest sector. 
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Experts say the real extent of commercial espionage in Asia 
is likely to be higher, since surveys such as PWC's often don't 
cover theft of software or client databases in the smaller firms 
that make up the bulk of cases in this region. 

Also, Asian companies are even less likely to go to the 
authorities, says Moray Taylor-Smith, head of Pinkerton Con- 
sulting Services’ Taipei office. Companies in the region pre- 
fer to settle things internally and “not lose face,” he says. For 
example, more than goo security breaches were reported to 
the Hong Kong Computer Emergency Response Team last 
year, but less than 2% of Hong Kong firms took the security 
breach to the authorities. 

Kroll's Porteous points out that Asia’s notoriously high 
piracy rates and counterfeiting of brand-name goods indicates 
widespread commercial espionage: “Obviously, someone has 
to be stealing [the product] from the original company so that 
somebody else can rip it off," he says. 

Other factors that compound the problem: Asia's lack of 
a strong legislative framework in this regard, which makes 
data theft difficult to act against; outsourcing, which makes 
control of data harder, and relatively low awareness of intel- 
lectual-property protection. In Singapore, for example, many 
companies dont patent their developments, making it harder 
to prove intellectual theft, says Kelvin Low, a former police 
investigator who now runs TecBiz FRisMan, a company spe- 
cializing in tech investigations. 

The stakes for commercial espionage are rising too. 
In the past, most cases of high-level-intelligence theft 
occurred in North America, where most research-and-devel- 
opment facilities are centred. But Asian R&D spending has 
increased substantially in recent years, especially in China. 
According to the Organization for Economic Cooperation 
and Development, the Paris-based grouping of developed 
nations, China spent some $60 billion on R&D in 2001, 
the year the data was gathered, making it the third-high- 
est spender on R&D after the United States and Japan. 

Here's a closer look at the issues involved in securing com- 
pany information against "the enemy within:" 


Technology Changes 

Most people who steal industrial secrets aren't computer 
wizards. According to the U.S. Office of Counterintelligence, 
the methods most widely used to acquire sensitive tech- 
nologies are the simplest—often e-mail, fax or phone. 

The days when departing employees would stay late to 
photocopy sensitive files are over. More likely they'll need 
only a few minutes and a key-fob-sized thumb-drive portable 
data-storage device to do the job. Recently, TecBizF RisMan 
investigated a case where an employee simply downloaded 
the entire client base on to his hand-held Palm Visor before 
joining a competitor. 

And today there are plenty of gadgets around the office 
which are basically information-storage devices—iPods and 
digital cameras, for example, are essentially just portable 
disk drives. Last July, cellphone maker Samsung banned the 
use of camera-phones in some of its factories, for fear of 
spies snapping pictures of new models. 
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Laws 

Even though plenty of companies have clauses in their con- 
tracts to deter employees from taking proprietary information 
to the competition, enforcement remains an issue. Not only 
is evidence difficult to collect, laws regarding commercial espi- 
onage in Asia are so ill-defined that chances of a successful 
prosecution are low, say security professionals. Taiwan-based 
Taylor-Smith says that from his experience, there’s only a 50% 
chance of a prosecution being successful. 

What’s more, compared to U.S. espionage laws, Tai- 
wanese laws don't take intangible value, like market share 
and goodwill, as much into account in awarding damages 
to a complainant. “In terms of Taiwan, you get a lot less than 
you lost,” says Taylor-Smith. “There’s no upside to going after 
someone who's done this,” says Kroll’s Porteous. 


Solutions 

Often, the simplest, though not necessarily the cheapest, 
solutions lie in preventing the problem. Security experts say 
the best method to control information leakage is to & 


RECENT SPY GASES 


United States prosecutors interview 
12 Chinese citizens in an industrial-espionage case 
involving three Chinese citizens charged with 
stealing trade secrets from U.S.-based telecoms- 
equipment maker Lucent Technologies. The 12 
were employees of Chinese telecoms-equipment 
maker Datang. The larger continuing case centres 
on two former Lucent scientists accused of con- 
spiring to steal computer technology with the 
intention of marketing it in China. A third defendant 
is accused of helping to set up ComrTriad, a U.S. 
company through which stolen trade secrets were 
passed to Datang. 


Three Swedes are charged with passing 
hundreds of secret documents from telecoms giant 
Ericsson to Russia. 


Verizon Wireless, the biggest U.S. 
mobile-telecoms company, accuses rival Nextel of 
industrial espionage, claiming Nextel stole proto- 
types for a new hand-phone. 


Boeing acknowledges that several 
employees had used 25,000 pages of stolen docu- 
ments from rival Lockheed Martin. 


Samsung bans use of camera-phones in 
some factories for fear of industrial espionage. 
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HOW TO SPOT A SPY 


Beware that innocent-looking gismo. As they become 
ubiquitous and more sophisticated, everyday gadgets such 
as camera-phones and thumb drives could become 
weapons in the arsenal of the would-be corporate spy: 

E 
PORTABLE HARD DRIVES, external CD burners, g M 
memory sticks and thumb drives-flash-memory 4 eg 
devices that plug into a computer's Universal wry 
Serial Bus port. Sony’s Memory Stick Pro 
(about $399) can store up to 1 gigabyte of STORE MORE: Sony 
information—that’s about 2 CD-ROMs’ worth. Memory Stick Pro 


PERSONAL DIGITAL ASSISTANTS, digital cameras, cam- 
era-phones and portable MP3 music players all look inno- 
cent, but they can be used to store vast quantities of infor- 
mation very quickly. For example, 02’s XDA II 

PDA (about $949) is equipped 
with Wi-Fi and virtual private- 
network capabilities, 
meaning it could be 
configured to allow 

access to the com- 

pany network. 


| SPY: O2’s XDA II PDA 


MEMORY PENS such as the Logitech io pen (about 
$150) look like ordinary fountain pens, only 
they're not: They digitally capture and 
store everything they write or draw. 
Saved files can then be saved to a 

PC or personal digital assistant. 
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TAKE NOTE: Memory Pen 


SOFTWARE PROGRAMS like Ghost Key Logger Lite (about 
$25) that can record every keystroke. Hardware that does a 
similar job includes Key Ghost ($140), which looks like a 
standard connector cable. 
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control and limit access to people with a “need-to-know.” 

Peter Koo, a partner in security-consulting services 
at Deloitte Touche Tohmatsu, recommends that firms map 
out each employee's access to company data according 
to different levels of security. Such a move “isn’t that 
cheap," says Koo, since it increases administration costs 
and requires constant updating. It's worth doing for big- 
ger organizations that can eventually cut costs through 
centralization, but it could increase spending by as much 
as 10026-20026 for smaller firms, he says. 

Have an IT protocol in place which limits employees' 
access to thumb drives and external CD burners, says 
Torston Duwenhorst of the computer-forensics depart- 
ment at Kroll's China office. For example, don't allow 
employees to attach external CD drives to their PCs with- 
out clearing it with the IT department, he says. (See How 
To Spot A Spy, at left.) 

Also, have exit procedures to make sure departing staff 
don't remove important company data. “Do not allow peo- 
ple to hang onto laptops once they're let go," says Porte- 
ous. "Make sure the laptop is handed in that day." This pre- 
vents viruses or spying software being planted in the 
machines, he says. 

While this can seem brutal to employees, a swift cut- 
off is simply "doing what's required to preserve share- 
holder value," for listed companies, he says. For unhappy 
departing employees, “the link with the company has to 
be cut as soon as possible." 

Once the informatior's out, containing the dam- 
age becomes that much more expensive. Typically, firms 
have to spend $50,000-100,000 for a comprehensive 
investigation to find out how the theft was done, and by 
whom, says Porteous. 


IT SECURITY: WHAT THE EXPERTS SAY 


We all know how convenient it 
can be to check company 
e-mail from a coffee shop or 
an airport. But the freedom 
technology has brought us 
comes at a price: Security can 
be compromised. That's 
causing headaches for the 
people whose job it is to keep 
company networks secure. 
Some security tips from Asia's 
IT experts: 

Don't rely on technology: 
Vincent Chan, secretary of the 
Hong Kong chapter of the 
Information Systems Audit 
and Control Association, says 
that too many companies are 
relying on security products 
and technology to cover 


vulnerabilities, such as 
untrained employees using a 
company's network. He says 
that gaps in security protec- 
tion often lie with end-user 
behaviour, such as opening 
mysterious e-mails, rather 
than with the security prod- 
ucts themselves. 

Identify valuable data: 
Meng Chow Kang, chief 
security and privacy adviser 
at Microsoft for the Asia- 
Pacific and Greater China, 
says that for a company in 
the equities business, keep- 
ing share-price information 
confidential prior to publica- 
tion is paramount, as is 
ensuring that the figures are 


not modified by hackers once 
they are published on the 
company's Web site. Security 
policies should have clear 
guidelines about e-mail 
protocol, such as how to use 
the no-forwarding feature on 
e-mail client programs. 
Thomas Parenty, manag- 
ing director of Hong Kong- 
based information-security 
company Parenty Consulting, 
says companies should have 
security policies that protect 


the most valuable information. 


"Forget about computers— 
understand in general terms 
what information needs to be 
protected." He says business 
people understand already 


what information is under 
their control, so they should 
leverage that understanding 
when bringing in tech people 
to implement security solu- 
tions. Just because a solution 
may be technical doesn't 
mean business people can 
abdicate responsibility for 
security, he says. 

Restrict access: 
Kenneth Ng, Greater China 
sales director of global infra- 
structure services at IT 
company Unisys, says: Assign 
employees a user profile that 
restricts access only to the 
information necessary for 
their particular job functions. 

Stuart Biggs 
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NU DUMB BELLE 


California Fitness tech guru Linda Lee is 
tough on network security 


By Stuart Biggs/HoNc KONG 


is a familiar complaint among Asia’s 
professionals, especially in Hong Kong, where long working 
hours can make finding time for physical activity difficult. 
Linda Lee, however, has managed to mix the best of both worlds 
by using her computer-science and business skills to work 
for companies that encourage staff to be fit and healthy. 
Formerly an IT manager at Nike in Hong Kong, Lee has 
been chief information officer at California Fitness, a Hong 
Kong-based company that runs 13 gyms in five countries, since 
June 2000. It’s her job to keep the company’s networks—and 
the information stored on them, such as members’ details— 
safe. She’s seen how virus attacks, from I LoveYou in 2001, to 
the more recent Netsky and MyDoom viruses, crippled net- 
works and prompted companies to take security seriously. 
Persuading senior management to part with cash for 
network security hasn't always been easy, Lee says, as the 
return on investment is not immediately visible. *It is hard 
for management to know what goes on behind the scenes," 
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she says. Sometimes a company needs to “experience the pain, 
and then the budget becomes justified." Viruses such as | 
LoveYou, which clogged servers globally, have helped to loosen 
the purse strings. 

Many layers of protection are essential, Lee says. That means 
a Virtual Private Network (VPN), to create fenced-off networks; 
firewalls, proxy servers and anti-virus tools to keep threats 
out. That's not all: "There's no point having the tools if nobody 
is analyzing the logs everyday," she says, referring to the inci- 
dent reports recorded daily by the hardware and software pro- 
tecting the system. 

Next, Lee needs to make sure all that security isn’t under- 
mined by employees. So, access to Web-based e-mail accounts, 
such as those on Yahoo! and Hotmail, is blocked on the com- 
pany's network, so that any viruses attached to e-mail on them 
cant get in. And there's no time for idle surfing: Employees’ 
Internet usage is logged using an Internet-monitoring tool. "It's 
really a case of Big Brother," she says, explaining that detailed 
logs show every site an employee visits and for how long. 

But training is important, too: “It’s better to educate 
[employees] than to have super-tech tools that cost money and 
take resources to run," Lee says. Training ranges from meas- 
ures to conserve storage, such as deleting e-mails, to secu- 
rity issues such as not opening attachments and guidelines 
on how to choose security passwords for laptops. 

The next challenge for Lee will be ensuring a secure envi- 
ronment when the company introduces new Web-site fea- 
tures, planned for next year, such as paying account balances 
on-line. Does she lose much sleep over all this? *You can 
usually get to a comfort level when you can sleep at night," 
Lee says, *until something happens that shows you need 
to do more." 
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Snarf Attack 


WRITE TO ME: loosew 


Josh Estey 


Next time you’re carrying your whiz-bang Bluetooth phone watch out: Serious flaws 
mean your contact numbers and other info stored in the phone could be stolen without you 
even knowing it. This latest threat is called Bluesnarfing 


IF YOU SPOT someone tailgating you on the highway or stand- 
ing next to you wearing a backpack, then watch out: You may have 
been snarfed. That’s an ugly way of saying all the data on your 
cellphone, including addresses, calendars, who you called and 
who called you, may now be in his computer. 

Many cellphones use Bluetooth technology, which allows them 
to communicate wirelessly with other Bluetooth-equipped devices— 
computers, personal digital assistants and other cellphones. It’s 
convenient, but it also leaves your device open to someone stealing 
your data, or even hijacking your cellphone for their own purposes. 

Last year, London-based security consultants AL Digital spot- 
ted flaws in the way some Bluetooth cellphones swapped data 
with one another, flaws which could be used to gain unauthorized 
access to everything stored on that phone. All this could be 
done without the user ever knowing about it. AL Digital's Adam 
Laurie, who discovered the problem, shared his findings with cell- 
phone manufacturers and with the public (leaving out the detail 
which might allow ne'er-do-wells to copy his experiments at street 
level). He termed the trick Bluesnarfing. (Snarf means to make 
off with belongings of others.) 


IGNORING THE ISSUE 

Since then not a lot has happened. Manufacturers have been 
slow, Laurie says, to make a big issue of it. Nokia acknowl- 
edges the flaw but says in an e-mail response to questions that 
itis ^not aware of any attacks against Bluetooth-enabled phones." 
Even those highlighting the danger say they've not heard of 
any specific attacks. But this misses the point. These attacks 
are possible, and the software that makes them happen is read- 
ily available. Just because people might not be doing it, or the 
fact that we have difficulty imagining how someone might 
benefit from this, doesn't stop it being a problem. 

Laurie cites various scenarios: Paparazzi could steal celebrity 
data, or paedophiles could poach children's phone numbers. 
He says he was able, with permission, to snarf from a friend's 
phone details of her company's shops, door codes and safe com- 
binations. "There's any number of angles you can look at and they 
are all bad as far as I can see," he says. 

And now it's no longer theoretical. Martin Herfurt, a 27-year- 
old German student at Salzburg's Research Forschungsge- 
sellschaft mbH, last month set up a laptop at a tech-trade fair 
in Hanover and ran a snarf attack. He found nearly 100 cellphones 
from which he could have stolen data, sent text messages or even 
made calls. He has published his findings to prove that this 
kind of thing can be done easily. 
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How does all this work? First, the attacker has to 
find a victim. This can be done using a Bluetooth- 
enabled laptop to *discover" other Bluetooth gadg- 
ets within range. Anything with Bluetooth activated 
and set to “discoverable” will show up, usually iden- 
tified by its default device name. (I tried this when 
stuck in traffic, using my own cellphone, and found 
two other devices in range, one intriguingly called 
Princess.) Important point: Being "discoverable" 
means your gadget is visible to anyone searching, 
but even if it isn’t, an attacker can still find it, using 
software freely available on the Internet. 

Once the attacker has found a victim, he can use 
more software to find the “channel” that brand of 
cellphone uses to communicate with others. Once 
he has that, he'll be able to take, delete, change » 
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or add data. Another important point: Users usually 
have to set up, or "pair," their device before it can 
communicate with another Bluetooth device. Then 
the two devices "trust" each other and can trade data. 
A snarf attack bypasses all that. 

Sceptics argue that this kind of thing could only 
happen when the attacker is right next to his vic- 
tim, and so would appear suspicious. Not true, says 
Laurie. He should know: His field research has 
involved wandering around London with a Blue- 
tooth laptop in his backpack. *During rush hour in 
the London Underground I was seeing one new 
phone every ro seconds," he says. Up to a third of 
those phones proved vulnerable. He didn't even 
need to be that close. On the road, if he spots driv- 
ers using their cellphone headsets, he falls in 
behind them and lets his laptop scan away. Lau- 
rie reckons he could trace other devices up to 
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an 8o-metre radius. "That's an entire football stadium," he says. 
The scary thing is that these are the vulnerabilities which 
have been discovered, meaning there are plenty of others that 
haven't been. And, as we store more in our cellphones, and as 
our cellphones get smarter, we become more exposed. Manufac- 
turers need to worry more, talk to security experts highlighting 
these flaws, and be more upfront with users. While Nokia re- 
sponded to e-mailed questions about the problem, SonyEricsson 
did not, and I found no reference to Bluesnarfing on their Web sites. 
My advice? Turn off Bluetooth on your phone unless you really 
need it. More importantly, there shouldn't be anything on your 
phone that you don't want someone else to have, be that pass- 
words, safe combinations or sensitive text messages. Whether the 
attack is via a hi-tech wireless method from across the station plat- 
form, or the more common grab-a-handbag-and-run method, 
you'll feel happier if they didn't get hold of the good stuff. = 
More musings at http://loosewireblog.com 
More on snarfing at www.loose-wire.com/snarf 





My column on the computer mouse 
[Down With the Mouse, Mar. 25] 
attracted some interesting responses, all 
of them in agreement (for once). 

At least one reader has seen the 
problem from the inside: Yong Cho, a 
former manager of mouse at Microsoft, 
writing from Seattle, calls the overuse of 
the mouse “innovation gone haywire.” He 
concludes: “Whatever happened to what 
the mouse was designed for? | 
believe what we need is simple 
back to basics in input devices 
including simple keyboards.” 

This strikes a chord with other 
readers. The Rev. Aaron D. Marasco, 
from Maryland, points out that a lot 
of things can be done without the 
mouse or any extra software. He 
writes: “I liked reading your complaints 
about the mouse. Co-workers are 
amazed by how little | use my mouse— 
many things you need to do have 
keyboard equivalents that are fairly 
easy to remember.” 

To access the Windows calculator, for 
example: “For me it is Ctrl-Esc, R, calc, 
enter. Then | use the keypad. Alt-Space, C 
will quit the calculator (or any program).” 
Marasco goes on to point out that a 
quicker way of doing this would be to 
program a shortcut using the dedicated 
Windows key (next to the Alt keys on 
most Windows keyboards), “but | rip 











those out of my keyboards because 
they get in the way.” That’s one way to 
reprogram your keys. He also notes 
that there are many “hidden” shortcuts 
that should, if programmers have been 
doing their job, be the same whatever 
application you’re using. That’s not 
always the case, however, as demon- 
strated by the way he signs off his e- 
mail: Rev. Aaron D. 
Marasco (hitting 
Ctrl-Enter to 
send, used by 
Mozilla and MS 
r Outlook). 
= M ' Peter Berrie, 
f from Britain, says 
| he's been using a 
program called LyX 
(www.lyx.org), 
which describes 
itself as "an 


advanced open-source document 
processor that encourages an approach 
to writing based on the structure of your 
documents, not their appearance." As 
Berrie writes, "The idea is, we spend all 
our time in word-processing packages 
entering text in a WYSIWYG (What You 


See Is What You Get, meaning however 
the document looks on the computer 
will be what it looks like when you print 
it out or turn it into a Web page) inter- 
face that forces us to think about layout 
all the time." Instead, LyX tries to figure 
out what you're doing, whether it's 
inserting a space or adding a section 
title, and does all the formatting for 
you. WYSIWYG becomes WYSIWYM, or 
What You See Is What You Mean. 

Berrie explains: "With Lyx, you just 
type in text. There is no formatting at this 
point. The program makes a note of some 
entries as formatting commands... 

Then when you have your text entered, 
you format it according to preset rules, 
and out it comes like the usual sort of 
document with footnotes, spacing and all 
the rest." Sound complicated? "It takes a 
bit of getting used to," Berrie says, "but 
it is very interesting, and it makes you 
realize how much time you waste on 

doing formatting manually on every 

document you write in the usual 
word-processing packages." 
LyX is available for all platforms— 

Unix, Mac and Windows-though | fear 
the Windows version might involve one 
or two more tweaks than you are used 
to. But it's an interesting take on the 
idea that our computers force us to 
spend way too much time fiddling, and 
not enough time creating. 
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ECONOMIES 


Japan’s Tricky 


Turnaround 


Japan is benefiting from a long-awaited upturn, but the economy has not fully shaken 
off the problems of its lost decade. Sceptics believe it’s just a cyclical recovery as 
structural changes haven’t gone far enough 


ALONG WITH THE cherry blossoms this 
year, Japan is enjoying an economic spring. 
Over the past couple of months positive 
data have poured in on exports, investment, 
consumer demand and a range of other 
indicators. Hopes are high that the world’s 
second-largest economy may finally be 
shaking off the torpor that has gripped it 
since the early 1990s. 

Some economists are already cele- 
brating. They may be premature. There 
have been false alarms in Japan before: a 
quarter or two of robust growth, an 
improvement in business conditions, 
declarations that the demon of deflation 
has been slain. Time and again those 
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hopes have been dashed and the forecast 
recovery has proved nothing more than 
a cyclical chimera. Within months the 
Japanese economy has slumped back into 
its customary inertia. 

Now, however, belief is strengthening 
in some quarters that Japan's current 
recovery may be more than a mirage. 
Underpinning the undoubted cyclical 
upturn, bullish economists detect a struc- 
tural transformation in the Japanese 
economy. A strengthened banking sector, 
leaner companies and a new political will- 
ingness to tackle deflation are laying the 
foundations for renewed and sustainable 
growth, they argue. 
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RARING TO GO: The Japanese economy has seen so many false starts that there's ground for scepticism 


Naturally the optimists have their 
detractors. Although relatively few in 
number, they insist loudly that little in 
Japan has really changed, nor can it with- 
out deep political and social upheaval. 

Maybe, but the recent signs are 
encouraging. The recovering United 
States and surging Chinese economies 
are generating massive demand for 
Japanese goods. In February exports rose 
by more than 1096 compared to the same 
month the year before, pushing Japan's 
current-account surplus with the rest 
of the world to over ¥2 trillion, or more 
than $20 billion. 

That's having a big impact at home. 
Corporate profits are up and businesses are 
investing again—capital expenditure rose 
by 5% in the final months of last year. Exec- 
utives are now more optimistic than they 
have been for years. The Bank of Japan's 
latest tankan survey of business conditions, 
in March, showed that sentiment among 
large manufacturers is at its most buoyant 
since June 1997, just before the outbreak 
of the Asian financial crisis. 
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The optimism is even trickling through 
to Japan’s long-depressed consumers. 
Retail sales inched higher in both Janu- 
ary and February, reversing December’s 
decline. “There is no question that we are 
now in a transition process from export-led 
growth to domestic demand-led growth," 


says Japan enthusiast Jesper Koll, chief 


economist at Merrill Lynch in Tokyo. 

The combination of strong exports, 
investment at home and strengthening 
consumer demand has added up to a 
powerful formula for economic growth, 
with GDP expanding at an annualized 
rate of 6.496 in the last quarter of 2003. 
GDP growth over the next 12 months is 
widely expected to come in at between 
296 and 2.596, the strongest since the 
mid-1990s. 

That's good news, but doubts remain 
whether Japan's recovery can survive any 
slowdown in demand from its twin exter- 
nal engines of growth, the U.S. and 
China. It could be, fret some observers, 
that U.S. and Chinese demand has sim- 
ply replaced the role played by govern- 


ment spending in the abortive recover- 
ies of the 1990s. If external demand 
slows, they worry, Japan will enter yet 
another cyclical downturn, leaving the 
economy structurally no better off than 
before the current recovery started. 

A lot of the argument over how much 
of the recovery can be attributed to struc- 
tural factors, as opposed to cyclical, boils 
down to just how much real change there 
has been in Japan's approach to investment. 
[n the preface to the newly published Eng- 
lish edition of his book, Structural Reform 
in Japan, Eisuke Sakakibara, former vice- 
finance minister, now a professor at Tokyo's 
Keio University, claims, "The major cause 
ofthe decade of stagnation of the Japanese 
economy was the lack of profitable invest- 
ment opportunities." 

Now, says Sakakibara, that is begin- 
ning to change. “The private sector has 
started to move on structural reform. 
Manufacturing companies have created 
situations for profitable investment." 

"l'd say itis a 90/10 split between cycli- 
cal and structural improvement,” says &» 
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Richard Jerram, chief economist at Dutch 
bank ING in Tokyo, of the present upturn. 
"There are structural changes going on, 
particularly among listed companies. 
There have been genuine efforts to 
improve structural profitability." 

Profit margins at large companies are 
rising. According to Masaaki Kanno, chief 
economist at JPMorgan in Tokyo, the ratio 
of recurring profits to sales will exceed 596 
over the coming 12 months, the first time 
that has happened since the height of the 
bubble economy in 1990. “The current 
economic recovery of Japan seems more 
robust than people thought," says Kanno. 


investment has lain at the heart of Japan's 
economic difficulties for years, and he 
argues that nothing has changed. He 
points out that Japan's private sector 
invests a sum equivalent to around 1596 
of GDP in plant and equipment each year, 
compared to 10% for the U.S. private sec- 
tor, yet Japan's growth rate has been just 
half that of the U.S. in recent years. "You 
cant invest 50% more than the U.S. at half 
the pace of economic growth and expect 
to make money," he says. 

Smithers identifies twin causes for 
Japan's low rates of return on invest- 
ment. Firstly, he argues that profitability 


WITH ZERO INTEREST RATES, CAPITAL SEEMS CHEAP. 
BUT WITH PERSISTENT DEFLATION THE REAL COST OF 
CAPITAL IS FAR HIGHER THAN THE APPARENT COST 


“It is spreading from large firms to small 
and from manufacturers to nonmanu- 
facturers. The recovery is more broadly 
based, so it looks real." 

Other economists, however, scoff at 
the idea that structural changes underlie 
the upturn. "There is no evidence of struc- 
tural change. There is no evidence that 
structural problems are even being talked 
about," declares Andrew Smithers, prin- 
cipal of independent London-based eco- 
nomic consultancy Smithers & Co. and 
a long-time Japan watcher. 

Smithers agrees that unprofitable 
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still matters little to Japanese companies. 
A decent return on investment benefits 
shareholders, but means little to corpo- 
rate managers who would rather build 
unprofitable empires through lavish 
investment in plant and equipment. 
Secondly, he blames what he calls the 
money illusion; the belief that with zero 
interest rates, capital is cheap. In fact, 
with persistent deflation “the real cost of 
capital is far higher than the apparent 
cost,” he says. 

That spells trouble for the future. 
When the economic cycle turns down, low 
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rates of return on investments will 
inevitably translate into higher levels of 
bankruptcies, which will weaken the 
banking system once again. 

Much then depends on how success- 
ful the Bank of Japan is in its battle 
against deflation. For a year now under 
Governor Toshihiko Fukui, the Bank of 
Japan has followed a course of massive 
liquidity injections into domestic markets 
alongside foreign-exchange intervention 
intended to halt, or at least slow, defla- 
tionary appreciation of the yen. Now, 
hopes are emerging that the Bo] is win- 
ning the battle. Japan's consumer-price 
index was flat in February. 

It's far too early to forecast the struc- 
tural defeat of deflation, however, or even 
a sea change in the Japanese approach to 
investment. There are grounds to believe 
that a transformation in the way private 
companies operate and invest could even- 
tually deliver sustainable growth, but the 
Japanese economy remains vulnerable 
to any slowdown in the U.S. or China. 
Meanwhile, there have been few, if any, 
changes in Japan's public sector. 

"Japan's public sector is a quasi- 
socialist system," says Sakakibara, who 
calls for privatization of Japan's pen- 
sion and health-care systems, before 
they collapse under the demands of an 
ageing population. *But it will need a 
major political change—probably a 
change in government—for public-sec- 
tor reform," he says. = 
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JAPAN 


Banks Back 
In Business 


After four years of steady decline, Japanese bank 
lending is picking up—spurred by demand from 


exporters for capital and by consumer loans 


By Martin Fackler/ HIROSHIMA 


LIKE MANY OF JAPAN’S debt-laden banks, Hiroshima Bank 
has seen its core lending business shrink for a remarkable 
eight straight years. The mid-sized regional lender was strug- 
gling to write off bad loans while companies in its home 
prefecture of Hiroshima, a gritty smokestack region in western 
Japan, either slashed borrowing or went bankrupt. 

Then, in a shift so slight that it went almost unnoticed 
at first, as overseas sales for the prefecture’s shipbuilding, car- 
parts and steel industries picked up, requests for new loans 
began to increase in October. Before the bank knew it, new 
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lending was increasing—for the first time in memory for 
many younger employees. The bank, with assets of ¥5.7 
trillion ($55 billion), now expects to post a record profit 
when it announces earnings next month for the just-ended 
fiscal year, topping the previous year's Y46.8 billion. “We didn't 
expect it,” says Kazuo Kiyomune, a manager in the bank’s 
planning department. “Then suddenly we realized that busi- 
ness was much better than it had been in a long time.” 

It’s a story being repeated in a small but growing number 
of manufacturing areas across Japan, where new appetite 
for capital has produced one of the first upturns in bank 
lending in almost a decade. The gains are still very slight 
and limited to smaller, regional banks, and may prove short- 
lived. But if they grow and spread to other banks, they could 
be exactly what the world’s second-largest economy needs 
to make its fledgling recovery lasting. 

According to Bank of Japan figures released on April 12, 
lending by regional banks crept up 0.1% in the first quarter 
of this year compared with a year before. That’s the fourth 
quarterly gain in a row after more than four years of declines. 
By contrast, outstanding loans at all Japanese banks continue 
to slide, tumbling 5% in the first quarter of this year, the 25th- 
straight decline, says the Bank of Japan. 

Regional banks are tiny compared with Japan's better- 
known Tokyo-based megabanks, and are usually seen as 
weaker and slower in writing off bad debt. But analysts are 
now becoming cautiously optimistic, at least toward a few 
stronger regional lenders. On April 8, rating agency &* 
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. DANGEROUS TREND 
Outstanding loans at Japan's banks have fallen sharply 
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Standard & Poor's upgraded its outlook for Shizuoka Bank 
to stable, citing an improved economy in Shizuoka prefecture, 
an industrial area an hour's bullet-train ride west of Tokyo 
that is home to manufacturers like musical-instrument 
maker Yamaha Corp. 

Shizuoka Bank saw lending to small and mid-sized com- 
panies rise 4.596 in the last three months of 2003 from the 
year before, according to analysts. Another relatively healthy 
regional lender is Joyo Bank, located in Ibaraki prefecture 
north of Tokyo, which saw the same type of loans rise 2.696. 

A few analysts are even saying the turnaround in regional 
lending could be an early indicator of a broader rebound by 
larger banks as well. They say Japan's banking industry could 
finally be seeing the light at the end of a long tunnel follow- 
ing years of economic stagnation and disposal of mountains 
of bad debt left over from the late 1980s property bubble. 

"This is a very positive sign that the bad-debt cycle is over," 
says Tomishi Ishida, a bank analyst at Goldman Sachs in 
Tokyo. “Banks are feeling more confident and are starting 
to lend more." Ishida predicts that lending by big banks will 
start growing again by autumn. 

If this happens, it would be a sharp reversal for Japan's big 
lenders. Over the last decade, efforts to reduce their bad loans 
have forced these banks to make deep cuts in their lending 
portfolios—about ¥120 trillion, according to Ishida. The 
reductions have been particularly steep in the past two years 
under pressure from reformist Banking Minister Heizo 
Takenaka, who has vowed to force large banks to halve bad 
loans by next year. 

A rebound in bank lending is what must happen if 
Japan's fledgling economic recovery is to gain traction and 
prove sustainable, analysts say. The current recovery, which 
began in the first quarter of last year, is Japan's most prom- 
ising economic revival in more than a decade because it 
relies on private-sector demand rather than government 
stimulus. But for the country to truly pull out of a decade- 
long slump, analysts say Japan's banks have to stop hoard- 
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ing cash to pay off bad loans and start investing it again in 
productive economic activity. 

To be sure, analysts caution that Japanese banks are 
still far from solving problems ranging from bad loans to 
lagging profitability. But the economic recovery has eased the 
pressure and provided extra breathing room. Receding fears 
of an industry shake-out have helped make bank shares 
among the best-performing industry groups on the Tokyo 
Stock Exchange, where the total value of traded bank shares 
has tripled since last May. 

What's surprising is that lending picked up first at regional 
banks and not their stronger and more sophisticated Tokyo 
counterparts. Analysts have faulted regional banks because 
most their lending goes to small local manufacturers, which 
had seemed doomed by cheaper competition from abroad, 
particularly China. But in some areas, these companies are 
proving amazingly resilient, regaining competitiveness by 
building on Japan's technological edge. 

In Hiroshima prefecture, about 600 kilometres west of 
Tokyo, this renewed industrial competitiveness can be seen 
in Kure, a busy sea port with crane-studded shipyards and 
high surrounding mountains. 

A decade of cheap imports from China and South Korea 
had hammered Kure's shipbuilding industry, pushing local busi- 
ness owners like Masanao Kamikawa, whose two small factories 
produce refrigerator-sized switchboards and control panels 
for big container ships, to the brink of bankruptcy. But 
Kamikawa says he's learned to compete by cutting costs, invest- 
ing in new technology and protecting his products with patents. 


BORROWING AGAIN 

This month, he expects sales to reach a record of about Y9o 
million at his company, Sanko Electric, as new orders pour 
in—many from Chinese and Korean shipyards. He has been 
passing the good times on to local banks. After years of cutting 
back on borrowing as he tried to keep afloat, Kamikawa has 
taken out about Y100 million in fresh loans since late last year 
to expand production at his company. 

"I'm borrowing money again. I could triple the size of my 
factory floor and still be at full capacity," beams Kamikawa, 
70, who started Sanko Electric 47 years ago to build tiny 
300-watt generators for wooden fishing boats. "We've gone 
from the worst period in memory to the best in a short time." 

One of his lenders is Hiroshima Bank, where new loans 
to small businesses rose 1.996 in February. With loans to 
big companies and local governments flat, resurgent bor- 
rowers like Kamikawa have been behind the bank's improved 
bottom line. 

Now, bankers are starting to see an even more promis- 
ing sign: Loans to individuals are also starting to rise, up about 
796 for the financial year that ended on March 31. This sug- 
gests that the recovery in local industry is starting to trickle 
down further, as job security and higher incomes encourage 
consumers to spend more—the next step if Japan is to keep 
its recovery going. 

^We're starting to see a virtuous cycle," says bank manager 
Kiyomune. "This is what we've been waiting for." & 





INDIA 


Revving Up 
Regardless of the outcome of the general election, 
the pace of economic reform is likely to quicken 


By Michael Vatikiotis/ NEw DELHI 


THERE’S AN AIR OF calmness about India as the country 
heads towards elections, perhaps because few observers in 
the Indian capital expect any radical political change. Most 
polls and observers are confidently predicting that the National 
Democratic Alliance led by Prime Minister Atal Behari Vaj- 
payee will be returned to power. It’s also the confident cal- 
culation of the prime minister's economic adviser, S. Narayan, 
a former federal finance secretary. 

“The present government, by all 
indications, is likely to be back in posi- 
tion,” says the youthful-looking veteran 
of more than 40 years’ government 
service in an interview with the REVIEW. 
But he adds that even with an upset, 
there is little difference between the var- 
ious party manifestos and the major 
thrust of economic policy is unlikely to 
change. “There is a consensus on the 
kinds of things the country needs to be 
doing,” he argues. 

As to the likely priorities of a new 
Vajpayee-led government, Narayan pre- 
dicts that “macro policies for growth will 
remain by and large the same.” In his 
government's manifesto, launched on 
April 8, Vajpayee pledged an 8%-10% 
GDP growth rate for the country and 
ambitiously promised to make India an 
“economic superpower.” 

As bullish as government policy- 
makers may seem, they acknowledge the 
great expectations for the post-election 
period and recognize that investors could 
be disappointed if the tenor of economic 
policy changes. If India’s star is to con- 
tinue shining, the pace of reform will have to pick up. Vajpayee 
is expected to continue pursuing his twin-track policy of liber- 
alizing and stimulating the economy and building regional secu- 
rity by engaging with India’s neighbours. “The world has noticed 
in the last year or two that there has been an acceleration of activ- 
ity here, in terms of divestment, public offerings, in terms of 
financial-sector reform, reduction in interest rates, greater ease 
of convertibility in the current account—I think all this has 
moved forward at a more rapid pace,” says Narayan. 
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SPRINT: Some will lose out in the race for growth 
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High on the agenda will be the need to tackle a fiscal deficit 
that is holding back investment in infrastructure. Here 
Narayan is confident that increased tax revenues and judi- 
cious expenditure cuts will help tackle the problem at the cen- 
tral-government level. “You will see tax revenues increase this 
year. Then you're really looking at squeezing the deficit,” he 
says. The government's manifesto places a pledge to improve 
the tax-to-GDP ratio at the top of its economic reform agenda; 
tax revenue is expected to grow by more than 17%, accord- 
ing to government estimates for the year ending March 2005. 

But that leaves the states, which account for a larger por- 
tion of the total deficit. Here the problem can only be tackled 
by streamlining revenue collection, particularly in the power 
sector, Narayan argues. "If the state can get the power payments 
right, in terms of charging the agriculturists, or making sub- 
sidies transparent, or making losses less by privatizing dis- 
tribution, they can collect more revenue." 

Narayan rejects the idea that a paucity of government 
spending and sluggish privatization will hold up critical infra- 
structure developments in the coming year. Vajpayee has 
pledged to complete the first phase of a 
15,000-kilometre national highway by 
2005. Narayan insists the funds are 
there. “It is not a shortage of funds or 
investable resources which is holding 
up growth," he says. He estimates the 
road-project's cost at $8 billion. "That 
kind of money is available. It's available 
because it is coming out of an ear- 
marked tax on petrol." 

Another vexed question, particularly 
for foreign investors, is the country's 
sluggish privatization programme. In 
the case of airports, which are badly 
in need of upgrading and have no short- 
age of interested bidders, Narayan 
admits that the tendering process has 
been slow. Once the election is out of 
the way, he insists, the pace will pick up. 
Bangalore is likely to be the first to 
come through. 

Privately, Indian officials are less 
sanguine about the probable pace of 
privatization in the banking sector 
in the year ahead. “Don't expect the 
public banks to be sold off,” says one 
senior official.” But he expects that 
more licences will be granted for for- 
eign banks to operate in India. 

"It's remarkable that Vajpayee has been able to push through 
this agenda despite the opposition and a large unwieldy coali- 
tion,” says Hari Shankar Singhania, chairman of JK Industries, 
a large industrial group based in New Delhi. Like many in the 
business community who supported the Congress Party for 
years, Singhania has come to believe in Vajpayee’s leadership 
as critical to India’s success. “It’s come a little late and I wish 
I was younger,” he says, “but it is happening at last.” = 
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AUSTRALIA 


Feel-Good Factor 


Australia 


heads for the polls amid steady growth, 


falling unemployment and a booming stockmarket 
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By Jan McCallum 

Australians will vote in national elections later this 
year, which guarantees that over the coming 
months they will be offered tax cuts and increased 
government spending on services. Government 
sweeteners and low interest rates will ensure that 
though the economy is likely to slow from growth 
rates of around 5% in the past year to just over 3%, 
it will remain buoyant for the rest of the year. 

A range of indicators points to good times 
ahead. In April, the stockmarket hit new highs and 
the Reserve Bank of Australia (RBA) decided to 
leave interest rates unchanged from the bench- 
mark 5.25% rate for cash invested on the overnight 
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money market. Unemployment hit a 23-year low 
of 5.6%, prompting Federal Employment Minis- 
ter Kevin Andrews to say “continued strong eco- 
nomic growth and forward indicators of labour 
market activity point to further solid gains in 
employment in the months ahead.” A survey of 
consumer sentiment compiled by the Westpac 
Bank and Melbourne Institute found sentiment 
rising and 6.7% above the level a year ago. 

Westpac senior economist Huw McKay says 
Australians are feeling optimistic because of the high 
stockmarket, static interest rates and speculation 
about tax cuts. The RBA had been expected to raise 
interest rates further this year because of fears that 
low rates were fuelling a speculative property-invest- 
ment bubble. Housing is a politically sensitive issue 
in Australia, where 30% of people are paying off 
mortgages on their own homes and where many 
buy property as an investment or retirement nest 
egg. There are signs that the property market has 
begun to slow and this, coupled with the negative 
impact of a higher Australian dollar on business, has 
encouraged the RBA to hold back. Economists are 
now predicting there will be no interest-rate 
increases until at least late this year. 

Although lower property prices might be 
expected to depress consumer sentiment, McKay 
says some sectors of the market are still doing well. 
“There is a lively debate about whether property 
prices are going down. It is difficult to talk about 
the Australian property market as a homogeneous 
entity,” he says. 

Economic growth is likely to slow, however, 
as housing construction falls. The higher dollar 
will have an impact, though it has recently set- 
tled at around 75 U.S. cents and much of the coun- 
try is still gripped by drought, which will reduce 
farm production. McKay says that though eco- 
nomic growth is likely to slow, it will remain at a 
respectable 396-3.2596. 

The government has to hold an election before 
the end of the year and the incumbent prime min- 
ister, John Howard, has a buoyant economy in his 
favour. He is, however, under threat from a reju- 
venated Labor party under the leadership of Mark 
Latham. Satisfaction with Latham’s performance 
dropped in April to 5296 from 6696 in March in 
a survey by market researcher Newspoll and The 
Australian newspaper. This was widely interpreted 
as a negative reaction to Latham’s announcement 
that a Labor government would withdraw Aus- 
tralian troops from Iraq before Christmas and the 
perception he was making foreign policy on the 
run. Satisfaction with Howard's performance also 
fell, from 53% to 51%, but he remains the pre- 
ferred prime minister, prompting speculation 
that he'll call an early election. & 
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Prices & Trends 


STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Close 
Index (Apr. 12) % chg YTD (Apr. 12) Mkt Unit Latest %chg YTD 

(Apr. 12) %chgYTD ^ Australia 3,456.60 *4.56 Aluminium Ldn $/tn 1746.50 +8.88 

Australia 233.85 +7.23 Bangkok 701.72 -9.12 Cocoa NY $/tn 1,382.00 -8.78 
China 88 148.05 *9.08 Bombay 5,783.79 -0.94 Coffee NY c/lb 72.05 +10.93 
Hong Kong 235.30 +8.53 Colombo 1213.49  +14.25 Copper NY c/lb 128.85 «23.24 
Indonesia 60.04 *9.16 Hong Kong 12,909.37 *2.65 Cotton NY c/Ib 58.76 -21.73 
Japan 91.36 +17.60 Jakarta 767.81 . +10.97 Gold Ldn $/oz 419.50 +0.54 
Malaysia 120.21 +10.67 Karachi 5,443.83 *2174 Oil: Brent Ldn $/barrel 33.34 +10.51 
New Zealand 190.73 *5.50 Kuala Lumpur 879.78  +10.81 Palm Oil KL Ringgit/tn 1,884.00 +6.20 
Philippines 68.10 +5.24 Manila 1,510.58 +4.73 Pulp FOEX  $/tn 626.08 +11.91 
Singapore 144.79 +8.70 Seoul 918.86  +13.34 Rice Bnk $/tn 243.00 +20,30 
South Korea 130.41 — +22.52 Singapore 1,898.27 +7.58 Rubber KL Mc/kg 500.00 +5.82 
Taiwan 133.65 *17.95 Taipei 6,777.78 | *15.06 Soyabeans Chg c/bushel 96700 42179 
Thailand 74.18 -7.24 Tokyo 12,042.70 — «12.79 Sugar NY c/Ib 6.67  *1764 
U.S. Total Market 271.68 *3.43 Wellington 2,321.63 +1.90 Tin KL $/tn 8,875.00 434.27 
Euro Stoxx 50* — 2,858.92 *3.56 DJIA 10,515.56 *0.59 Wheat Chg c/bushel 40750 +8.09 
FTSE 4,489.70 *0.29 AIG - Dow Jones Commodity Index 151.48  *11.98 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx 5M ^ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Singapore (0.58% on week) 

(Apr. 12) GDP | CPI Current acct | Trade balance 1-mth interbank | Prime rate S$/$ 
Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.79 (Feb) 5.39 9.50 1.664 
China 9.9 (Q4 '03) +2.1 (Feb)  +35.42 (2002)  *18.02 (Mar) 3.20 n.a. 1.666 
EU 0.9 (Q4 '03) +1.5 (Feb) +43.68 (Q4 '03) -15.45 (Jan) 2.08 n.a. 
Hong Kong 5.0 (Q4 '03) -2.0 (Feb) +17.38 (Dec) -9.80 (Feb) 0.06 5.00 1.668 
India 10.4 (Q3 '03/'04) +4.13 (Feb) +2.15 (Dec) -16.48 (Feb) 6.00 10.63 1.670 
Indonesia 4.1 (2003) +5.11 (Mar) +4.70 (2003) +27.80 (Feb) 7.45 7.42 i 
Japan 3.4 (Q4 '03) -0.1 (Mar) +150.66 (Feb) +98.82 (Feb) 0.06 1.38 1.672 
Malaysia 6.4 (Q4 '03) +0.9 (Feb) +12.56 (Dec) +17.74 (Feb) 3.00 6.00 
New Zealand 3.5 (Dec '03) +1.6 (Dec Qtr) -3.57 (Dec) -2.67 (Feb) 5.48 5.54 1.674 
Philippines 4.5 (Q4 '03) +3.8 (Mar) *3.35 (2003) -1.94 (Jan) 7.62 10.62 1.676 
Singapore 7.3 (Q1 '04) * 1.5 (Feb) +27.41 (Dec)  +27.86 (Feb) 0.56 5.50 
South Korea 3.9 (O4 '03) +3.1 (Mar) *19.98 (Feb) +22.47 (Mar) 3.76 3.91 1.678 
Taiwan 5.2 (04 '03) +0.9 (Mar) +28.71 (Dec) +15.37 (Mar) 0.92 0.75 ATH 9 are c red oe SEDI 
Thailand 7.8 (Q4 '03) *2.2 (Feb) +7.93 (Feb) | *10.00 (Feb) 1.27 8.75 : Q5 BW HM E a gh 
U.S. 4.1 (Q4 '03) *1.7 (Feb) -541.80 (Dec) -492.96 (Jan) 1.10 4.00 April 

Source: Government Statistics Source: MoneyLine Telerate 
FOREIGN EXCHANGE 
Key Currencies 
(Apr. 12) $1 worth Spot rate % chg YTD (Apr. 12) $1 worth Spot rate % chg YTD 
Australia dollar 1.3046 *1.75 Mongolia* tugrik 1,177.00 -4.33 
Bangladesh taka 58.875 -0.64 Nepal rupee 73.00 0.00 
Brunei dollar 1.6773 * 1.67 New Zealand dollar 1.5079 * 1.24 
Burma** kyat 815.00 +9.20 Pakistan rupee 57.25 -0.16 
Cambodia" * riel 4,130.00 -6.71 Papua New G. kina 3.1751 *3.97 
China renminbi 8.277 0.00 Philippines peso 56.13 -1.10 
European Union euro 0.8277 -4.12 Russia** rouble 28.595 +2.26 
Hong Kong dollar 7.7954 -0.41 Singapore dollar 1.6658 +1.91 
India rupee 43.64 *4.48 South Korea won 1,141.40 *4.43 
Indonesia rupiah 8,578.00 -2.01 Sri Lanka rupee 97.70 -0.82 
Japan yen 105.36 * 1.76 Taiwan NT dollar 32.878 *3.32 
Laos** kip 10,405.00 *0.29 Thailand baht 39.175 * 1.01 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,736.00 -0.50 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0613 S$ = ringgit 2.28 SDR = $1.4709 *Official rate —— **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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EDUCATION 


The Sent- 
Away Kids 


In China, many toddlers are put in boarding school. 
Stressed-out parents say they’re too busy to raise them, 
and it’s for their own good. But at what cost? 


By Trish Saywell/SHANGHAI 


DAI CHENHUI sleeps with about 30 other children ina 
barracks-like room at the Shanghai Weihai Lu Kindergarten 
five days a week. Since enrolling at the school three months 
ago, she’s learned to dress herself, make her bed, fold and put 
away her clothes, feed herself and say a few words in English. And 
she’s only three-and-a-half years old. 

The chubby toddler is among a growing number of young- 
sters—some as young as 18 months—sent to boarding school by 
parents who are too busy to care for them, who worry that babysit- 
ting grandparents will spoil them, and who think the boarding 
experience will better equip them to cope with an increasingly 
competitive society. It’s the flip side of the “little emperor” phe- 
nomenon that grew out of China’s one-child policy. Instead of 
being waited on by doting parents and grandparents, many 
children now spend their weekdays living at school, learning to 
be independent and to get along with others. 

In Chenhuis case, for example, her father, Dai Chuang, is a pro- 
duction manager at Shanghai LG Electronics and her mother, Zhu COCHE 
Chen, works at the Shanghai Museum. Both work on Saturdays, Dai Chenhui 
and Zhu spends Sundays at Shanghai University studying for a dresses after 
degree in arts administration. They have little time or energy for making her bed 
Chenhui. “After we come home from work we're tired,” says Zhu. 
“If she’s not here, we can eat dinner, watch TV, talk and go to bed 
early. My husband is very busy and he’s stressed.” 

They also think the monthly tuition fee of 1,440 renminbi 
($175)—roughly one-fifth of their combined income—is money 
well spent on nurturing their daughter's social skills. *She's going 
to have to work in society with others and she needs team spirit, 
so she should start now,” explains her father. Since she began 
living at school, her mother says, “she knows so much more 
now. She’s well-mannered and knows how to say thank you. Some 
colleagues say I’m cruel. But I’m doing it for her.” 

Many parents clearly feel they have to be cruel to be kind. At 
the state-run Shanghai Nanjing Xilu Kindergarten on a Tuesday 
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evening, six-year-old He Jingwen starts crying when his father 
unexpectedly drops by. The boy, who's been boarding for four 
months, tearily grabs his father's hand, but He Hongqing, who 
owns a kitchen-equipment store, is adamant about the benefits of 
boarding: “He can learn more things here. He is more obedient, 
less moody, less emotional." Asked whether he felt sad to see his 
son's tears, he says, “No. It's a process. He'll get over it.” 

Lu Haijin, vice-principal of the state-run Shanghai Municipal 
Kindergarten, which admits boarders as young as two-and-a-half, 
says they take on average between two and four weeks to adapt. 
"They'll cry towards the end of the day when they're having a bath 
or eating dinner—activities they associate with the family. Usu- 
ally we ask parents to send their kids' favourite toys so they'll feel 
the warmth of home." Most of the children have no siblings, 
and living with playmates seems to be the major attraction of board- 
ing. “I like it here. At home, no one plays with me,” says six- 
year-old Wu Jiahao at the Nanjing Xilu Kindergarten. 

Sending toddlers to boarding school isn't new in China. In the 
19408, the army set up mobile kindergartens for the children 
of troops. After the communists came to power in 1949, board- 
ing kindergartens were often provided for the offspring of “model 
workers" and key members of the Communist Party who were 


“Some colleagues say I’m cruel. But 
I’m doing it for her" 


ZHU CHEN, MOTHER OF DAI CHENHUI, SHANGHAI 


working overtime or in far-flung places. The kindergartens pro- 
liferated in the 1950s and 19605 as increasing numbers of peo- 
ple were mobilized for infrastructure-building, and many more 
women began to work outside the home. It wasn't until the Cul- 
tural Revolution drew to a close in the mid-1970s that such kinder- 
gartens started to fall out of favour. 

Now they're back. Once an aid to building socialism, board- 
ing kindergartens have become a bridge towards capitalism. Many 
parents, struggling to make a living in the new market econ- 
omy, can't devote much time to their kids, say officials, academ- 
ics and parents themselves. With education considered the key 
to success, ambitious parents also see boarding school as a way 
for their children to get a jump on their peers. They say the longer 
hours in school allow their kids to learn more, whether it's tak- 
ing piano, dance or computer lessons. Plus, the kids are learning 
to take care of themselves, to share and other life skills. 

“In the last decade they've become very popular,” says Tian 
Xiaohong, a sociologist at the Shanghai Academy of Social Sci- 
ences. ^These parents suffer from work pressure. Most women 
take lifetime jobs. It's notlike in the West where women can take 
time off, switch jobs, take a leave of absence. And people take 
extra classes to upgrade themselves." 

Moreover, many parents fret about letting the grandparents 
pick up their children from a day-time kindergarten and look after 
them until they get home from work. The grandparents will spoil 
them, say the parents, or they're too elderly to discipline bois- 
terous youngsters. Others say that uneducated grandparents » » 
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can't teach the kids any skills such as playing a musical instru- 
ment or speaking English. 

Word has spread that residential kindergartens are a lucrative 
business. Statistics are hard to come by, but the Shanghai Munic- 
ipal Education Commission estimates that of the city's 30 board- 
ing kindergartens, about one-third are owned by entrepreneurs. 
“It’s good business, it's got good cash flow,” says Pan Bin, a 38-year- 
old former radio journalist who opened Good Time Kindergarten 
in 2001. Since then she's opened two more. "It's going to get more 
competitive," she says. "It's already a competitive industry." 

Residential kindergartens have also sprung up from Beijing 
in the north to Shenzhen in the south and in smaller cities. In Linyi 
city, in northeastern Shandong province, the Shandong Linyi 
Shuangyueyuan secondary school added a m in 1997. 
The kindergarten started off with 15 kids; 
a year later enrolment topped 300. Ni 
Yuping, the headmistress, estimates that 
40-50 families are on the waiting list. 

Even city governments are invest- 
ing in the business. Local education 
departments in western Shanghai 
poured 80 million renminbi into con- 
verting the Nanjing Xilu Kindergarten 
from a day school into a four-storey 
boarding facility in 1999. It now has 
230 day students and 188 boarders. 

“We don't encourage parents to send 
their kids to these schools but there's a 
need in society," says He Youhua, a 
deputy director at the Shanghai Munic- 
ipal Education Commission. “We have 
no plans to restrict their growth." 
Instead, the Shanghai government is try- 
ing to impose higher standards and 
“home-style environments” at the 
schools, including hiring "the friendliest 
teachers" with “good professional qual- 
ifications," He says. 


young boarders are housewives and a 

few parents “don't want to accept the responsibility of raising their 
own child,” but she insists that most Chinese mothers simply 
don't have the luxury of being a full-time parent. “Western women 
can stay at home and look after their kids,” she says. “Some can 
afford to hire a maid. But in China most women go back to 
work soon after giving birth.” 

Certainly not all Chinese are advocates of the system. Some 
academics worry that the kindergartens will undermine family ties 
and impair emotional development. “Family plays a key role in a 
child’s development,” argues Tian, the sociologist. She also won- 
ders whether living away from home at such a young age might 
create parenting problems in future: Those who spent their form- 
ative years in a boarding school may not be able to relate to their 
own children, she says. 

Responding to the criticism, He says she doesn't think there 
will be a “significant impact" on the children’s development. “Unlike 
boarding schools in the West that are so strict and where the kids 
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feel isolated, many Chinese students like going to 
boarding school. They're not that far removed from 
their parents." But when pressed she admits that no 
one knows what the long-term impact will be. “It 
depends on the personality—whether the child is 
an extrovert or an introvert—and on the school, and 
the kind of teachers,” she says. 

If history is any guide, some former students 
have mixed emotions about early separation from 
their parents. Niu Dayong boarded for three years 
at a Beijing kindergarten in the 1950s when his 
parents, both engineers, were building railways in 
remote parts of China. Asked if he resents them 
for sending him away, Niu, now a history profes- 
sor at Peking University, pauses, then 
replies: “A little.” Do his parents regret 
it? “My mother is very strong. She loves 
her work and has never expressed 
regret,” he says. “But I think my father 
may have felt a little badly.” 

However, Cai Weifang, principal of 
Shanghai's New Century Kindergarten, 
says she regrets not sending her own 
son to boarding school. At New Cen- 
tury, a private residential kindergarten 
set up in 1993, the children are taught 
mental arithmetic and can add a series 
of numbers in their heads, she boasts. 
“These kids can do everything.” 

During a tour of her kindergarten at 
5 p.m., youngsters wearing several lay- 
ers of clothing to ward off the Decem- 
ber cold sit at their desks in unheated 
classrooms. Teachers run through ques- 
tions and the kids respond in unison. In 
one room, toddlers line up to receive 
medicine and vitamins from a nurse. 
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SOCIAL SKILLS: Children learn to get along with Upstairs, clothing is neatly folded in 
She concedes that some mothers of others and to share with fellow boarders 


cupboards and identical pink quilts are 
stowed on rows of tiny beds. 

Across town at the Weihai Lu Kindergarten, 80 
parents listen to a lecture on children's health— 
scheduled on a Friday so that parents can attend 
before taking their kids home for the weekend. A 
doctor expounds on everything from why children 
grind their teeth at night (they've eaten too much 
at dinner, he says) to why cow's milk is better than 
mother's milk for kids over the age of one. 

After the lecture, Lu Pei, who works at a private 
company, watches her six-year-old run around 
the playground. “My son is a little disobedient and 
I wanted him better behaved," she says, explain- 
ing why he was put in boarding school. Adds hus- 
band Wang You, who runs a decorating business, 
"We've got only one child and we want to give him 
the perfect education.” = 

Helena Yu in Shanghai contributed to this article 
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DISH OF THE DAY: 
Daisy Rubi and 
Jess Ruiz are 
tasting success 
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Mexican Wave 


[n a tourist town, a pair of Filipino entrepreneurs have 
built a thriving business by ignoring the tourists 


April 22, 2004 


BUSINESS IS PRETTY PREDICTABLE on the 
Mexican resort island of Cozumel. Cruise ships 
dock. Passengers get off. Stalls and shops sell them 
T-shirts and coral necklaces or rent out mopeds. If 
you want to make money here, target tourists. 
But not if you're Jess Ruiz and Daisy Rubi, a 
Filipino couple running Cozumel's most unusual 
business. “ Sinigang na isda [tamarind fish soup]," 
37-year-old Rubi sings to her husband as he dashes 
between rows of blue gas flames. Slapping down 
a steaming pile of pancit (Philippine-style noodles) 
onto a styrofoam plate, the 45-year-old Ruiz smiles 
back, “Kilawing pusit [marinated raw squid].” 
They've discovered there's money to be made 
not in serving the tourists but in serving the people 
who serve the tourists. In other words, the thou- 
sands of Asians, particularly Filipinos, who work 
on the cruise ships that dock here every day. 
Their Philippine Restaurant dishes up home- 
town favourites like sinigang na isda and kilawing 
pusit, as well as pork adobo (stew), fried rice and a 
mountain of pancit. Two hundred meals, at an aver- 
age price of $15 apiece, is a normal lunch hour—and 
it's often the only time of the day that the couple has 
to work. The restaurant opened in January, but 
already they estimate that they're grossing around 
$20,000 a week, and they've now opened a second 
branch in the island's main port. 
The ships their business relies on arrive each 
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day after breakfast, turning legions of mainly 
American families loose for a few hours before 
sailing away at dinner time. As the tourists fan out 
for souvenir shopping and lunch, many of the crew 
members race to the Philippine Restaurant, often 
bringing back containers for fellow workers 
restricted to quarters. “We’re not allowed to, but 
the security guards let us," explains Irwin Balaasi, 
a waiter from Manila. 

A few tables away Jasmine Yabes, 22, a former 
teacher from Pangasinan, digs into a plate of 
coconut-soaked taro-leaf purée. “I eat here every 
week," she says. Yabes is a waitress on the Nor- 
wegian Sun, and will make less than $10,000 in 
salary for her ro-month tour of the Caribbean. But 
her tips are in cash, so she's happy to spend $20 
or more for a taste of home and to stock up on 
Philippine delicacies. Landing in Cozumel every 
Friday, Yabes now looks forward to this part of 
the voyage. 

A restaurant in Mexico was the last place 
either Ruiz or Rubi expected to wind up in when 
they emigrated from the Philippines. In the 
1980s, Ruiz worked as a cook on à freighter sail- 
ing out of Miami, while Rubi went, first, to work 
in Saipan and eventually wound up as a barmaid 
on a floating casino based in Galveston, Texas. 
Technically Rubi worked “at sea,” where for- 
eigners aren't covered by the United States’ min- 
imum-wage laws, the main reason so many 
Asians staff cruise ships. 

By 1995 she had moved to Miami, Florida. 
Putting up $100,000 of her own and her family’s 
savings to buy a decrepit fishing boat, she qualified 
for an investor's visa. Then her business failed. 
“I cried blood,” she recalls. 

She met her future husband in Miami, and 
both spotted a new opportunity. Cruise ships 
staffed largely by Filipinos sail in and out of Miami 
every weekend. The couple opened a restaurant, 
the Philippines Buffet, near the piers and even 
launched a side business wiring workers' cash 
home. But with business hopping only two days 
a week, the couple decided to expand offshore. 

^We saw on the Internet that Cozumel gets the 
most ships," explains Ruiz, who left for Cozumel, 
leaving his wife to run the Philippines Buffet in 
Miami on weekends. She commutes down to work 
with him from Monday to Friday. 

They have nine local employees and are look- 
ing at further expansion to other cruise-ship des- 
tinations. Their floating customer base couldn't 
be happier. 

“Everyone in Miami knows us," Ruiz says 
proudly. Adds his wife, "And when they pay to leave, 
they always say, ‘see you Friday in Mexico." 


JOEL MILLMAN 
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Firm: TAIWAN 


Homosexual, 


And Happy 


Gay cinema has come a long way in Taiwan. Take 
Formula 17, a movie aimed at a gay audience—and 


with a happy ending, writes Andrew Huang 


TAIWAN'S GAY CINEMA has evolved from themes of 
sexual repression, as in the 1986 Crystal Boys, to the satire 
of clashing cultures and sexualities in Ang Lee’s 1993 romp 
The Wedding Banquet. These were followed by the sombre 
existentialism in 1994 of Vive L'Amour, the 2000 period-drama 
piece Fleeing by Night and Yee Chin-yen's 2003 bittersweet 
teen romantic comedy Blue Gate Crossing. 

But until the recent release of the independent film 
Formula 17, directed by 24-year-old Chen Yin-jung, the 
protagonists may have been gay but they were seldom overtly 
happy, nor were the films always for a gay audience. 

Chen, who says she is *not experienced but is open- 
minded towards alternative sexual lifestyles," is among the 
first of an emerging generation of young film makers from 
Taiwan who are interested in making populist movies. 

Riding on the commercial success of Taiwan's hugely 
popular 2003 gay TV drama Crystal Boys, which was adapted— 
like the film of the same name—from the 1983 novel Crystal 
Boys by Pai Hsien-yun— Formula 17 finally shows on celluloid 
that one can be homosexual and happy at the same time. 
“I want to offer some alternative choice to the audience," 
Chen says. ^A gay movie does not have to be tragedy; it could 
be a comedy." 

The film, which has the Chinese title of Shi Qi Sui De Tian 
Kong (The Sky of a 17-Year-Old), tells a straightforward and 
human story. Seventeen-year-old Tien, innocent and virginal, 
moves to Taipei to start a new life. He falls in love with suave 
playboy Bai, who breaks his heart. Friends intervene and 
the two are reunited. “I want to tell a simple love story,” 
explains Chen. “This is a romantic comedy that's set in a 
Utopian world without any baggage such as identity crisis 
or any coming-out issues. 

"When you take away the practical elements such as the 
identity issue, etc.," adds Chen, “love is just love." Or, as 
one character in the movie puts, “If you think you love 
someone, but you don't pursue him because reality gets in the 
way, it simply means you dont love enough." 

Formula 17 also claims the distinction of being the first 
self-defined gay comedy in Greater China, if one excludes 
Hong Kong director Kei Shu's 1996 lukewarm A Queer Story, 
an inoffensive, heart-warming gay flick mostly for straight 
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TOGETHERNESS: Formula 17 looks at the lighter side of gay life 


eyes. Formula 17 also boasts an across-the-board cast of gay 
characters, and a clearly defined gay target audience. 

"The birth of the first Chinese gay comedy signals a new 
era for the whole society," says Ching Hsiang, a well-known 
film critic in Taiwan. “It rights the wrong done by the gay 
stereotypes perpetrated by films in the past . . . it tells people 
that gay people do not have to be tragic and sad. They can 
be homosexual and happy." 

Adds Chen: "In this day and age, the gay community is 
not a social-political group that people can just forget or ignore. 
But right now we are discovering this demographic as a 
market group. It's a consumer group with demands that need 
to be answered." 

Formula 17, which opened in three Taipei cinemas, is 
playing to sold-out houses, and is now quickly extending its 
commercial run into southern Taiwan. The film's commercial 
viability comes partly from the astounding success of 
television's Crystal Boys. That series' heartfelt and honest 
depiction of homosexual characters made it a big hit even 
among heterosexual audiences in greater China despite its 
risqué subject matter. 

If the 1986 film version of Crystal Boys was about the 
repression of homosexuality in a patriarchal society, last year's 
television version showed a much sunnier, flesh-and-blood 
depiction of gay life in Taiwan. It seemed that the time had 
arrived for these gay characters to be gay in the old sense— 
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having fun—rather than being tragic or homosexual. Many 
of the cast and crew that made the TV series went on to 
work on Formula 17. 

Chen's gay comedy comes at the crest of a new wave of 
audience-friendly, homosexual coming-of-age fables in 
Taiwan's film market, traditionally dominated by highbrow, 
serious films by revered masters such as Hou Hsiao-hsien 
and Edward Yang. 

For example, Blue Gate Crossing, the tale of a handsome 
young boy’s first crush, on an arrogant and smart lesbian, 
struck box-office gold in Taiwan last year. Last year also saw 
the release of director Wang Liu-ya’s Love Me, If You Can, a 
Chinese Romeo and Juliet tale set in modern-day Taiwan and 
with a lesbian twist. 

As Taiwan's Generation X comes of age and starts to 
express its more liberal sexual attitudes on the silver screen 
in happier romantic comedies, older masters still contemplate 
homosexuality in serene, existential art-house films. Director 
Tsai Ming-liang's award-winning 2003 movie Goodbye, Dragon 
Inn traced a gay Japanese youth as he went into a derelict 
movie theatre to look for the companionship of other gay 
people. Tsai's three other major award-winning films all 
happened to contain gay characters. 


"I fear people's misunderstanding. I don't like it when 
people ask if my movies are ‘gay movies’ because I don't like 
my work to be pigeonholed,” says Tsai. “I want my movies 
to transcend this label of ‘homosexuality.’ They contain 
the element of ‘homosexuality’ but they are not about this 
totally in the end. I want to treat my characters simply as 
human beings. 

“I always think that I should treat whatever subject matter 
I choose to tackle nicely, be it homosexuality or something else," 
adds Tsai. “I feel that I have to treat it with care as a director. 
I have to treat my subject matter with honesty and respect 
rather than seeing it as something I can take advantage of." 

The democracy movement in Taiwan has certainly 
contributed to the development of gay cinema and the birth 
of the first "gay comedy" directed at a gay audience. As Taiwan 
slowly climbs into a new era when government officials need 
to court votes—even gay votes—in order to stay in office, politi- 
cians such as President Chen Shui-bian and Taipei Mayor Ma 
Ying-jeou have publicly embraced gay-rights issues and cre- 
ated a friendly political environment for gay creativity. In such 
a scenario, Taiwan can doubtless look forward to more films 
like Formula 17. & 

Andrew Huang is a writer based in Taipei 


MALAYSIA'S 


The Malaysian-Chinese Yong family, 
makers of the famous Selangor Pewter, 
exemplify Malaysia's migrant ethos— 
that entrepreneurial flair combined with 
discipline and hard work can create 
riches from rags. Theirs has become a 
modern-day morality tale much beloved 
by Malaysia's ethnic Chinese—the most 
economically successful of the coun- 
try's races—simply because it is true. 

Born and Bred in Pewter Dust: The 
Royal Selangor Story chronicles how in 
the late 19th century patriarch Yong 
Koon launched Malaysia's only non- 
state-supported global brand. The 
company went on to become the 
world's largest maker of high-quality 
pewterware, and along the way made 
sure to hire some of the world's best 
designers to cement its brand. 

The book details, over four genera- 
tions, the evolution of Royal Selangor, a 
company much revered in Malaysia, but 
reveals almost nothing about its finan- 
cial performance or even where it ranks 
in the hierarchy of corporate Malaysia. 

That such a book even exists is 
probably because the author, Chen May 
Yee, once a reporter at The Asian Wall 
Street Journal (published, like the 
REVIEW, by Dow Jones & Company), is 


the great-granddaughter of founder 
Yong Koon and granddaughter of Yong 
Peng Kai, the man who jump-started 
the group. With the advantage of family 
proximity, Chen has written a graceful 
and affectionate tale. 

Most successful Malaysian-Chinese 
family businesses diversi- 
fied out of their core 
competencies and, by the 
second or third genera- 
tions, seemed to consider a 
stock-exchange listing as 
the litmus test of arrival. 
Not the Yongs. More than a 





FAMILY PEWTER 


Dust reveals that the government lent 
Royal Selangor a mere 150,000 ringgit 
($39,473) for expansion in 1962 and 
some technical expertise in the form of 
consultants from the International 
Labour Organization. Compare that to 
the billions of ringgit poured into rescu- 
ing Malaysia Airlines— 
Malaysia's only other 
global brand name—and 
the mind reels. 

But readers hoping 
that Pewter Dust will strip 
the mystery away from one 
of Malaysia's most recog- 


century later, Royal Selan- Jti os The nizable companies will be 
. . : oya ngor Story . : . 
gor is still a family-man- by Choi May Yee disappointed. Even with 


aged, tightly held private 
company. 

Chen writes of how the 
company endured a world war, British 
colonial rule and the Japanese occupa- 
tion to emerge as an impressively 
viable entity by the time of Malaysia's 
independence in 1957. 

Better yet is the author's account of 
how the third-generation Yongs mar- 
keted Royal Selangor to the world. As a 
primer on how to create a global brand, 
the book should be required reading for 
Malaysian government officials. Pewter 


Archipelago Press. $35 


the insider's view, Pewter 
Dust remains enigmatically 
faithful to the family 
tradition of financial secrecy. The only 
inkling of the company's size is a stray 
statistic from Chen: "In 1970, less then 
2% of production was exported; by 2000, 
Royal Selangor exported over 6096 of its 
output." Still, Chen's slyly ironic eye and 
use of history as context make Pewter 
Dust an absorbing read. 


S. Jayasankaran 
S. Jayasankaran is a REVIEW 
correspondent in Malaysia 





BOMBS AWAY: A man walked 
into a police kiosk in Tokyo 
carrying some “lost property” he 
had found—a live bomb. Officers 
realized what it was and were 
“thrown into a panic,” according 
to the Mainichi Shimbun. 

They raced out of the kiosk 
and warned people to stay 
away from the area. Shops 
were evacuated and traffic 
stopped. The man who had 
found the bomb said he was a 
construction worker who found 
it in a hole he had dug. His 
boss had told him to pick it up 





MARITAL MUDDLE: A Kuala Lumpur man 
who went to register his marriage found he 
was already wedded with two children. 
National Registration Department staff told 
Loi Ming Seng, 28, that as far as the law was 
concerned, he lived with his wife Nelly in 
Sarawak and they had a six-year-old girl and 
a four-year-old boy. "I couldn't believe what 
the officer told us,” Loi said. He complained 
that none of the above was true: He had 


and take it to the nearest 
police station, so as not to hold 
up the building work. Bomb- 
disposal officers were sum- 
moned and carefully took the 
live World War Ill weapon away. 
“Had it even been placed down 
incorrectly, it could have 
exploded at any time," the 
newspaper reported. 

Shaken police officers said 
that live bombs were one thing 
that should not be handed to 
kiosks. "If you find explosives, 
leave them where they are," a 
spokesman advised. 


MOUSE HOUSE: This poster 
was seen in a hotel in Bali by 
reader Thanos Diamantopoulos, 
who asked: "Can anyone 
explain why a five-star hotel 
would advertise that it has 
mice, and even recruit a 

special director for them?" 


recently married and was childless. The 


unfortunate fact is that identity-card fraud in 
Malaysia regularly leads people to discover, 
much to their astonishment, that they are 
married, have children, have bought cars and 
houses, have died and so on. The bit of 
skewed paperwork was almost disastrous 
for Loi, The Star newspaper reported. When 


his wife heard about the "other marriage" 


she nearly walked out on him. 
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FINAL JOURNEY: It’s well-known in Asia that 


“four” is associated with death in Chinese 


culture—so it’s unfortunate that this ambu 


lance service in Georgia, in the United States, 


has chosen a line of six fours in its hotline 


number. T 


he picture was taken by frequent 


contributor Robert Harland, who said: “| doubt 


any Cantonese person living in Georgia would 


take kindly to this ambulance turning up.” 


BITING REMARKS: A British magazine was criticized 
for promoting a holiday contest to Papua New Guinea 
as a visit to a land of cannibals. Zoo Weekly urged its 
readers to enter a competition for a “cannibal sex 
holiday” and assured them that “the chances of 
ending up as dinner for the tribe remain pretty slim.” 
Representatives of the country said the magazine was 
being “stupid and insulting,” The Guardian newspaper 
reported. Having scanned a few British men’s maga- 
zines, | think that was probably the intention. 


ILL WINDS: Invisible evil forces are 
being blamed for the recent misfor- 


tunes of some Malaysian politicians. 


The position of health minister was 
“bad feng shui” as no one lasted in 
the post, the Sin Chew Daily sug- 
gested. The latest to lose that title 
had twice consulted geomancers 
but their advice failed to save him. 

Another politician who lost his 
job complained that he’d also lost 
his luck. Just after the election 





NOT BEFORE TIME: 
Listed policy 
objectives of the 
United Liberal 
Democrats in 
Korea include: "5. 
Cpmtrobitomg to 
education reform." 
(Spotter: Aidan 
Foster-Carter.) 


TOP COP'S SLIP: Police in Phnom Penh were accused of force-feeding suspects 
with bananas until they confessed. The treatment was used on two teenagers 
accused of stealing five bags of soap powder from a parked car, according to the 
Koh Santopheap newspaper. Cambodian policeman Yim Simony denied the charge. 
"They were hungry and annoyed and they refused to answer our questions," he 
told the paper. "But after they ate the bananas, they answered the questions." 
(Does that sound like a confession to you?) 


results were announced, his car 
windscreen shattered. He got home 
and promptly tumbled down the 
stairs. Barely an hour later, he 
stepped out of the house and fell 
into a drain. Talking to the press 
from hospital, he quoted a Chinese 
proverb: Bad luck comes in threes, 
then good luck follows in sixes. He 
has a lot of negatives to overcome: 
He also lost a recount and resigned 
from his party. 
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Asian CProductiv ity Organization 
e 


apd 
VACANCY ANNOUNCEMENT - PROGRAM OFFICER (Agriculture) 


The Asian Productivity Organization (APO), an intergovernmental organization whose secretariat is located in Tokyo, is 
seeking a dynamic, competent and experienced Program Officer for its Agriculture Department. 

The functions of this position include the formulation, implementation, evaluation and follow-up activities of programs and 
projects mainly for human resource development such as seminars, symposia, study meetings, trainings and surveys in food 
and agriculture, including forestry and fishery. The main responsibilities include planning, facilitation and implementation of 
projects, preparation and editing of project documents, identification and coordination of resource persons, and conduct 
follow-up action on projects implemented. 

Applicants should possess a good knowledge on the productivity enhancement activities and socio-economic development 
needs of Asia and the Pacific region, a high degree of resourcefulness and creativity, and analytical capability. 

They must hold at least a bachelor's degree, preferably with masters or doctoral degree from reputable colleges or 
universities in agricultural economics, development economics, or HRD, having, (i) sufficient experiences in project planning 
and implementation, economic analysis and research undertaking, project management and report preparation; (ii) at least 
10 years professional experience in international organizations, government service, public corporation, research institution 
in the areas of food and agriculture or productivity movement thereof (iii) good exposure to international and/or regional 
conferences/meetings, and good knowledge on food and agriculture in Asia and the Pacific; (iv) good inter-personal and 
public relations skills; and (v) full proficiency in both written and spoken English. 

The applicants should be from APO member countries. 

Salary will be commensurate with qualifications and experience, comparable with similar positions in other international 
organizations, tax exempt in Japan for international recruits, plus other benefits. Appointment will be on fixed-term basis for 
two years, and renewable thereafter upon mutual consent. 


Interested candidates should send resume by 15 May 2004 to the following address: 


The Secretary-General, Asian Productivity Organization 


2F Hirakawacho Daiichi Seimei Building, 1-2-10, Hirakawacho, Chiyoda-ku, Tokyo 102-0093, JAPAN, 
(E-mail apo(&apo-tokyvo.org) - 
Please refer to our Web site (URL: www. apo-tokyo.org) for further details. 


e The Asia Foundation 


a Celebrating Fifty Years a» 
REPRESENTATIVE, CAMBODIA 





The Representative is accountable for program design, implementation, and management, within established policy guidelines; ensuring the — 
office's financial and administrative operations are effectively managed; developing and implementing effective fundraising strategies; maintaining = 


appropriate professional relations with the Royal Government of Cambodia, the U.S. Embassy, the USAID Mission, other diplomatic missions, 


international organizations, and local nongovernmental organizations; evaluating and reporting on the results of the Foundation’s programs in . 
Cambodia; and conducting sensitive, appropriate public relations activities in support of the program. The Representative will also supervise | 


expatriate, local staff and consultants. 


Requirements: Ten years progressively responsible program and management experience with international organizations or nonprofit agencies. 


Strong interpersonal and analytical skills; excellent verbal and written communication skills; professional organizational abilities; good 
understanding of political and cultural sensitivities; ability to work effectively in teams. Prior experience in challenging Asian development context 
is highly desirable; academic experience in a field related to Foundation interests. Living and working experience in Southeast Asia highly 
preferred. Extensive knowledge of Cambodia and Khmer desirable. Master’s degree, or earned doctorate in an appropriate field (Political Science, 
Law, or Economics degree). 


We offer excellent benefits and salary commensurate with experience. Please send resume with cover letter, specifying the position for which you. | 
are applying, to: Human Resources. The Asia Foundation, PO. Box 193223, San Francisco, CA 94119-3223 or fax to 415/956-4857 or email to 
siafound.org. The Asia Foundation is an equal opportunity employer. Women and people of color are encouraged to apply. Application 


SG 
Deadline i is April 30, 2004. No phone calls please. 















This space is reserved for Classified Advertisements. 


Reservations should be addressed to: 


joanna. depiano @ dowjones. com (USA) emma. balogun@dowjones.com (Europe) brian. tong @dowjones.com (Asia) 
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CEO CALL Starbucks Coffee Rela FORO 





Storm in a Coffee Cup 


Just as restaurant waiters give advice about menu items to customers, Starbucks is 
on a mission to introduce its patrons to the intricacies of coffee culture 


AS LIGHT JAZZ music plays in the back- 
ground, 25 people pick up miniature coffee cups, 
sniff the aroma of fresh coffee and then slurp it 
loudly. “The slurp helps you taste the coffee,” 
explains Pedro Man, the 49-year-old Asia-Pacific 
president of Starbucks Coffee, before asking his 
employees to describe their coffee experiences 
over the past week. 

Weekly coffee tastings like this are seri- 
ous activity for the global coffee giant, 
which now has 1,146 coffee houses 
across Asia—almost twice as 
many as in Europe. 

For Starbucks, teaching 
“coffee knowledge” to Asian 
employees is a serious 
business problem. Grow- 
ing up drinking tea at his 
family’s own Chinese restau- 
rants in Hong Kong, Man 
admits he’s a new coffee con- 
vert. “Before joining Star- 
bucks, I was a very casual cof- 
fee drinker. I always had it 
with cream and sugar,” says 
Man, who now usually drinks 
his coffee black. 

He's not alone. Most of Star- 
bucks' Asian baristas, people 
trained in the art of preparing 
espresso, didn't grow up drinking coffee either. 
That's a problem, Man says, because he's learned 
that traditional Chinese restaurants and Star- 
bucks alike rely on waiters and staff— not adver- 
tising—as the major source of marketing. 

"I see many similarities between my family's 
Chinese restaurants and Starbucks. At the restau- 
rant, it was also about a connection between the 
waiters and the customers," says Man. "Certain cus- 
tomers would go to the same restaurant and order 
the same dim sum and the same tea leaves and 
always start talking with the waiters." 

So Man is on a mission to teach his Starbucks 
employees as much about coffee as those Chinese 
waiters knew about dim sum. "Coffee is our 
core," he says. "It's a major point of differentia- 
tion between us and any other coffee supplier. 
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If we pass the knowledge to our customers, they will 
become brand ambassadors." 

He began the education with himself, spending 
six months undergoing “coffee immersion’ training 
in Seattle when he started the job as Asia-Pacific 
president five years ago. Man remembers serving 
customers: “I got nervous when people ordered a tall 

sugar-free vanilla, decaf, skim, extra-hot latte.” 
“When I first did it, I thought, ‘This is all the 
same bitter beverage. Don't waste my time!’ 
But when you learn more about it, you 
realize it is like wine,” he says. He picked 
up a nose for coffee’s subtle distinc- 
tions in acidity and flavour through 
coffee “cupping,” where buffs sip a 
variety of coffee and then spit it 
back out after a taking a taste (to 
avoid too much of a buzz). 
Now, he requires all of Asia’s 
baristas go through a 13-week cof- 
fee-training programme, including 
time in an “aroma lab’ to learn coffee’s 
different hidden flavours. In addition 
to the weekly coffee tastings, Starbucks 
staff members also must have official 
coffee socials with each other. (Man 
himself drinks at least three cups per 
day, but still, it’s on top of tea.) 
But he also wants to make training 
fun, as much as possible. And for the past 
year, he’s encouraged the Asia baristas to par- 
ticipate in a “coffee master” programme—a kind of coffee 
Olympics, where employees compete against each other over 
knowledge about coffee on local, regional and, soon, interna- 
tional levels. First, competitors have to pass a multiple-choice knowl- 
edge test. (One question: What is the ideal temperature for the milk 
ina latte? Answer: 190 degrees Fahrenheit.) After they pass the test, 
potential coffee masters have to make special presentations about 
a unique aspect of coffee culture. 

Local coffee masters then compete against each other to 
become a market-wide “coffee ambassador.” This year, Man wants 
the ambassadors from each market to compete to be Asia-wide 
champ. "We're eventually looking for the coffee ambassador of 
the world," he says. 

It may sound a bit intense, all this training over a cup of 
coffee, but if a little bit of knowledge sells your product, then 
encouraging learning is the way to go. | GEOFFREY A. FOWLER 
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The problem is, sometimes 
it’s not that obvious. But at 
UPS Supply Chain Solutions, 
we have years of in-depth 
knowledge to help streamline 
your supply chain. We can 


help you reduce inventory cost 
and create a more efficient 
distribution structure. And whil 


you speed your products to 
market, our sophisticated 
technology increases visibility 
throughout your supply chain. 
This isn't dry theory. 

It's a practical approach. 


UPS-SCS.CO 
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The world needs more energy 
UIN ~and we're sharing ways to get LR 





Developing energy today requires the most advanced technology. Like the world’s first floating spar platform that lets 
us simultaneously drill and produce in deep water. We’re sharing innovations like that with our partners. And 
helping them build the skills to use them. Because meeting energy needs, while developing people and opportunity, 
is how we put strong partnerships together. 








Turning partnership into energy.” 





| Letters 


A TIMELY SOLUTION 

I cannot agree with your editorial, 
Goodbye to ‘Two Systems’? [Apr. 8], 
regarding the decision of the National 
People’s Congress Standing Commit- 
tee, or NPCSC, to interpret relevant 
Basic Law provisions regarding the leg- 
islative process relating to constitu- 
tional development. 

The power of the NPCSC to inter- 
pret the Basic Law stems from Arti- 
cle 67(4) of the constitution of the Peo- 
ple's Republic of China. Its power has 
been re-stated in Article 158 of the 
Basic Law. The NPCSC's decision to 
interpret the relevant provisions of the 
Basic Law is entirely lawful. 

Hong Kong's political system is 
determined by the NPC under Article 
62(13) of the constitution. Constitutional 
development is not an issue Hong Kong 
can decide alone. It affects the imple- 
mentation of the Basic Law, the rela- 
tionship between the central authority 
and Hong Kong, the interests of various 
parts of the community and the long- 
term prosperity and stability of Hong 
Kong. Hong Kong comes directly under 
the Central People's Government, 
which has constitutional powers and 
responsibilities to oversee Hong Kong's 
constitutional development to ensure 
that it accords with “one country, two 
systems" and the Basic Law. That said, 
the Basic Law is clear that any specific 
amendment to the method for selecting 
the chief executive or for forming 
the Legislative Council must be made 
with the endorsement of a two-thirds 
majority of the council and the con- 
` sent of the chief executive and the 
: approval/agreement of the NPCSC. 

For more than two months, the 
community has had open and wide- 
ranging discussions on the issues of leg- 
islative process. Views remain diver- 
gent. The interpretation made by the 
NPCSC will help to clarify the relevant 
issues and put an end to disputes in the 
community. It offers a timely solution 
to an important problem. Because the 
interpretation is authoritative and legally 
binding, it will eliminate the possibility 
. of any litigation in the future. 

JOSEPH Y.T. LAI 


Deputy Secretary for Constitutional Affairs 
Hong Kong 





HERE’s HOPING 

You argue strongly that Burma “cries 
out for recognition of the 1990 elec- 
tion results" [Will Burma’s Generals 
Get Honest?, Editorials, Apr. 15]. This 
raises the question of what those con- 
troversial elections were all about. 

Shortly before she was placed under 
house arrest in 1989, Aung San Suu Kyi 
was sharply critical of pronouncements 
by the State Law and Order Restoration 
Council that it would remain in power 
until a constitution had been adopted 
and a new government formed in 
accordance with that constitution. 
Indeed, Suu Kyi went so far as to say that 
the National League for Democracy 
could not take part in any elections 
*until the question of power transfer 
is resolved." It never was. 

The 1990 elections were politi- 
cally, though not technically, a sham- 
bolic process that never stood any 
chance of a successful outcome. Their 
importance lies in the uncontestable 
political legitimacy that they gave to 
the NLD. Burmese voters thought 
they were voting in a new govern- 
ment, though Burmese political lead- 
ers must have known, as the inter- 
national media covering the event 
knew perfectly well, that this wasn't 
the case. 

Full marks to the NLD for trying to 
take power at the time. The junta 
might have relented, but in the event 
it didn't. Let us hope that this time 
round it will. 


DEREK TONKIN 
Guildford, Surrey 


TEN More YEARS 

Thank you for Delhi Defiance [Apr. 15]. 
My two-dimensional partner Suki and 
I were thrilled to see ourselves fea- 
tured in your pages. But one minor 
error: I will be 51 years old this year, 
not 41. Staying alive is quite an 
achievement, so I don't like being 
deprived of 10 precious years! 


MANJULA PADMANABHAN 
New Delhi 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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The Uri Party Wins 








For the United States, South Korea will continue to seem a difficult ally against Pyongyang 


SOUTH KOREAN voters gave the Uri Party a thumping win 
in parliamentary elections. Victory by the party, which supports 
President Roh Moo Hyun, is a de facto vote of confidence on 
Mr. Roh and will give the Constitutional Court second thoughts 
about upholding his impeachment. So for the first time, left-of- 
centre politicians look to be in control of both South Korea’s leg- 
islative and executive branches of government. Those of us out- 
side Korea will wonder what this means for Seoul's relations 
with its main protector, the United States, and the North Korean 
threat. (See related article on page 18.) 

Domestically, the Uri Party's win may be no bad thing. Korea's 
chaebols, or conglomerates, may now be under more pressure to 
reform (though it remains to be seen if anything substantial 
comes out of this). But as for U.S.-South Korea relations, not 
much changes. That’s because the die was cast long ago. Mr. Roh 
and his predecessor, Kim Dae Jung, have waffled so often on 
North Korea that the U.S. must be making other plans—ones 
premised on its view that South Korea will long continue to be 
an unreliable partner against Kim Jong Il. Last week's elec- 
tions only confirm that understanding. 

With the Cold War over, America’s key interest on the 
Korean Peninsula isn’t any more the protection of the South— 
though it still has a strong interest in this, it is not Washing- 
ton's first concern. While the U.S. will continue to keep troops 
in South Korea, long-term plans are to reconfigure them as 
a regionally focused force, rather than one with a strictly 
Korean Peninsula brief. 

Today, the U.S.’s vital interest on the peninsula is to pre- 


vent North Korea from making and distributing fissile material. 
Yet on the subject of ending the North's nuclear programme, 
Seoul too e lets itself be played by Pyongyang; and on iso- 
lating the North from rogue markets, South Korea has been 
cagey about the operations of the Proliferation Security Initia- 
tive. With six-party talks going nowhere, even greater consid- 
erations will be given in the U.S. to more active means of end- 
ing the North's ability to make and sell nuclear material— 
once the U.S. isn’t stretched so thin in Iraq. If push came to 
shove, we wouldnt be surprised if one option would be devas- 
tating surgical strikes against Pyongyang's nuclear facilities. 

As a consequence of the reconfiguration of American 
forces in South Korea, this is starting to become a possibil- 
ity. Later this year, most U.S. troops will move out of the imme- - 
diate vicinity of the Demilitarized Zone. Although this involves 
few troops and was planned for other reasons, it nonethe- 
less indicates that new approaches towards North Korea are - 
becoming viable. American forces also are planning to vacate 
Seoul for new bases elsewhere in the country; when that- 
happens, they will finally be out of range of North Korea's 
artillery. Ultimately, all this can be used to turn the tables on 
Pyongyang: Rather than allow Kim Jong Il to continue with 
extravagant threats, the North itself can be threatened if it does 
not make credible moves to denuclearize. 

Certainly, all this puts South Koreans in a dangerous spot. 
But the Cold War is over, and old equations of security must 
be rewritten. In failing to understand this, South Korea actually 
puts itself at greater peril from the North. 





N ot S O Free Indonesia says it will continue to detain Abu Bakar Bashir 


IN MARCH, Indonesia’s Supreme 
Court cut short Abu Bakar Bashir’s sen- 
tence for forging immigration documents 
and confirmed an appeals court decision 
to drop rebellion charges against him. This 
would have allowed the cleric to prepare to 
walk free some time this month. But as it 
turns out, Mr. Bashir won't get his liberty; 
police say that after his term ends, they will 
continue to detain him as a suspect in sev- 
eral terrorist attacks, including the Bali 
bombings and one at a Jakarta hotel. 

Mr. Bashir, the alleged spiritual leader 
of Jemaah Islamiah, reportedly might be 
charged under anti-terrorism law because 
of information provided by witnesses in 
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Indonesia, Singapore and Malaysia. If so, 
a new trial will test whether prosecutors 
can raise their performance; apparently, 
they used only a fraction of available evi- 
dence in Mr. Bashir's rebellion trial last 
year. A new trial also will be àn oppor- 
tunity to see if the United States—which 
complained when Mr. Bashir's sentence 
was reduced—now is willing to trust 
Jakarta with more evidence. Previously, 
prosecutors suffered a setback when the 
U.S. wouldnt let Omar al-Faruq testify. 
The Iraqi-born Al Qaeda operative appar- 
ently could have told much. 

Beyond this, the U.S. still refuses to 
give Indonesia access to Riduan Isamud- 


din, also known as Hambali, now held by 
the U.S. atan undisclosed location. As the 
REVIEW reported in its March 25 issue, 
interrogation summaries show Hambali 
saying that Mr. Bashir was kept informed 
of planning for the Bali bombings. Cer- 
tainly, Indonesia has a compelling argu- 
ment for gaining access to Hambali. 

U.S. Secretary of Homeland Security 
Tom Ridge has accused Mr. Bashir of 
"intense and deep" involvement i in plan- 
ning terrorist attacks. We can understand 
U.S. reluctance to jeopardize intelligence 
gathering. But if Mr. Ridge has useful evi- 
dence he can share, now would be a good 
time to do so with Indonesia. & 
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Pakistan’s Costly 
Military Push 


The Pakistan military is said to have suffered far heavier casu- 
alties than it has admitted to during a major push in March 
against Al Qaeda militants in the tribal border region of South 
Waziristan. Senior government officials and local tribes- 
men say that 150 soldiers were killed in the fighting, though 
the official death toll has been put at 46. They add that the 
high number of casualties has caused considerable embar- 
rassment for the military and angered officers in the field, 
who were not given sufficient intelligence about the militants. 
The high number of fatalities among the paramilitary Fron- 
tier Corps and the regular army during the 12-day opera- 
tion against foreign and local militants linked to Al Qaeda 
has also triggered a storm of protest from Islamic parties, 
who dominate two provincial governments along the border 
with Afghanistan. Dozens of foreign and local militants were 
killed during the operation, which was launched after con- 
siderable pressure from the United States. But most senior 
leaders escaped and the army has since created a tribal 
militia of 2,000 men to go after the remaining militants, who 
frequently launch attacks on U.S. forces in Afghanistan. 
On April 18 in Kabul, U.S. Ambassador Zalmay Khalilzad 
told visiting Pakistani journalists that Al Qaeda and the 
Taliban still had sanctuaries in Pakistan and that Islam- 
abad was not doing enough to root them out. The govern- 
ment has strongly refuted Khalilzad's claims. 


U.S. SENATOR QUESTIONS WORLD BANK 

As part of a larger campaign to investigate alleged corrup- 
tion in international financial institutions, influential United 
States Sen. Richard Lugar has questioned the head of the 
World Bank about projects in Cambodia. “I am concerned 
about the potential for abuse of World Bank funds in Cam- 
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HEAVY CASUALTIES: Pakistani soldiers escort a man 
detained in the March push against Al Qaeda 


bodia,” Lugar wrote in an April 9 letter to World Bank 
President James Wolfensohn. The Republican senator, who 
chairs the Senate’s Foreign Relations Committee, quoted 
a November 2003 World Bank review of its projects in Cam- 
bodia which noted that “weaknesses in the public expen- 
diture and financial management systems . . . create unac- 
ceptably high levels of risk that public funds could be mis- 
used.” Lugar, who notes that the World Bank currently has 
19 active projects in Cambodia, three more in the pipeline 
and eight others that have been closed, asked Wolfensohn 
what his bank has done to “minimize the misappropriation 
of funds.” A World Bank official confirms that Wolfen- 
sohn received Lugar’s letter and is preparing a response. The 
official adds that the bank is in the process of working on 
a new strategy for giving aid to Cambodia that will seek to 
avoid earlier corruption problems. A Lugar aide says the sen- 
ator’s questions are part of a major probe into corruption 
within international financial institutions, adding that the 
senator’s aim is “to ensure that dollars intended to help 
the world’s poor are not misdirected.” 


CRACKS WIDEN IN TAIWAN'S OPPOSITION 
The cracks are growing wider in Taiwan's opposition alliance, 
with even its brightest political star, Taipei Mayor Ma Ying-jeou, 
being drawn into the feud. The Kuomintang’s Ma is seen as the 
oppositions best hope to regain the presidency in 2008, fol- 
lowing the narrow loss of its candidate to incumbent Chen Shui- 
bian on March 20. But in recent days, legislators from the 
People First Party, or PFP, the Kuomintang's nominal coalition 
partner, have publicly lashed out at Ma, charging that he isn't 
committed enough to their fight to overturn Chen's victory. Ma 
has tried to play down the controversy, and warned that out- 
siders are "trying to use this opportunity to instigate divi- 
sions" in the opposition. But the sniping from his erstwhile 
allies has been hostile and public. *Ma Ying-jeou gave up the 
fight after March 20. This is something people can't stand 
any longer," PFP legislator Liu Wen-hsiung told reporters, 
adding that Ma is “feeble.” Some analysts believe the PFP attacks 
on Ma may be aimed at winning support among hard-core oppo- 
sition backers—at the Kuomintang's expense—in year-end leg- 
islative elections. That’s a chancy strategy, though, says Philip 
Yang, a National Taiwan University political scientist. “They are 
risking pushing themselves even further into the corner.” 


FIRMS VEXED OVER VIETNAM QUOTAS 

American companies are reportedly frustrated that the United 
States has not announced any cuts in quotas for Vietnamese 
garment exports a year after allegations that textiles were 
being illegally trans-shipped from China through Vietnam 
to the U.S. Inside U.S. Trade, an authoritative Washington- 
based publication, reported in its April 16 issue that the U.S. 
had earlier this year launched a 9o-day consultation period 
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with Hanoi on the trans-shipments. The talks between the 
two governments are due to end in late May, but so far no 
results have been made public. Frustrated industry sources 
told Inside U.S. Trade that a second round of consultations 
with Hanoi will begin around mid-year and that they don't 
expect a reduction of Vietnam’s textile quotas before those 
talks are completed. On top of that, the Bush administration 
has refused to make public any information contained in a 
U.S. Customs and Border Protection report completed in 
November on the alleged trans-shipment of products from 
China that were labelled as originating in Vietnam, despite 
repeated requests from American companies and a member 
of Congress. A U.S.-Vietnam agreement negotiated early last 
year allows Washington to cut Vietnam's textile quotas if 
the U.S. government finds evidence of repeated cases of 
trans-shipment of Chinese goods. 


PUTIN RECEIVES AN INVITE TO JAPAN 
Russian President Vladimir Putin is mulling a visit to Japan 
in November and diplomats say that he could use the oppor- 
tunity to make a long-awaited decision on a Japanese-backed 
oil pipeline across eastern Siberia. The invitation was pre- 
sented by former Japanese Prime Minister Yoshiro Mori dur- 
ing his recent visit to Moscow at the head of a high-rank- 
ing Japanese delegation. While he made no commitment, 
Putin told Mori he would look into a visit that would come 
after a November summit of the Asia-Pacific Economic Coop- 
eration forum in Chile. Japan and China are competing for 
Siberian oil with rival pipeline plans. A decision on which 
route to take has been anticipated for a year now, but Moscow 
remains indecisive, weighing Japan's offer of generous finan- 
cial support against the allure of China’s massive market. 
Diplomats expect the pipeline to be on the trip's agenda, as 
well as talks over islands in the southern Kurile chain claimed 
by Japan but occupied by the former Soviet Union since 
the closing days of World War II. 


SOMBRE RETURN FOR JAPANESE HOSTAGES 
There were no joyous homecoming parties for the first three 
of five Japanese nationals held captive earlier this month in 
Iraq. The Foreign Ministry announced that it would bill them 
for their flight back home, while some sections of the Japan- 
ese media ran unflattering character sketches of the trio. The 
apparent reason was that they had broken a cardinal rule of 
Japanese life: Don't trouble others. The kidnappers had 
demanded that Japan remove its 500-or-so troops from Iraq 
in exchange for the release of the hostages, sparking demon- 
strations in Japan for a withdrawal and causing a potential cri- 
sis for the government. Coverage by weekly magazines fanned 
the resentment. One hostage was reported to be the offspring 
of Japan Communist Party parents. Another allegedly enjoyed 
recreational drug use and was in Iraq “on a voyage of self-dis- 
covery.” The third had abandoned his family to pursue a career 
as a photojournalist, according to the reports. None of the 
three have spoken to the press since their return. = 
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Regional Briefing 





THIS WEEK 


India Voters Will Decide Who Gets the Credit 


Elections in India began on April 20 with voters 


having to decide whether to reward a coalition of 


Hindu nationalist parties for the country’s 
strong economic growth. Opponents like the 
Congress Party say that a lucky monsoon season 
was mostly responsible for boosting the econ- 
omy 8% last year. But Prime Minister Atal 
Behari Vaypayee, who heads the Bharatiya 
Janata Party (BJP) that leads the ruling coalition, 
called for elections five months earlier than he 
needed to because he was confident that his 
party would get the credit from voters feeling 





VOTE: The first of 670 million 


SOUTH KOREA 





Samsung Electronics reported a 
first-quarter profit nearly three 
times higher than its profit a year 
earlier. The result contrasted 
starkly with Samsung’s 
entrenched rival in the global 
market for mobile phones, Finnish 
company Nokia, which forecast 
lower profits for the second 
quarter in a row this year. Nokia 
also gave analysts little cause for 
optimism for the remainder of 
2004. Samsung recently sur- 
passed Nokia in terms of market 
capitalization, which makes it the 
most valuable technology com- 
pany outside the United States. 
That is thanks in large measure to 
surging demand for its memory 
chips, flat screens and, of course, 
mobile phones. Samsung said 
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.. good about the nation’s 
€" * economic performance. 
* The election will be held 
in five stages until May 
10. Votes will be counted 
on May 13. Exit polls 
after the first day of vot- 
ing suggested that the 
BJP should do well. 


that its first-quarter profit 
increased 178% to 3.14 trillion 
won ($2.7 billion)—sales 
increased 50% to 14.4 trillion 
won. Samsung sold 20 million 
mobile phones in the first quarter, 
a 14% global market share. 
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SAMSUNG: A hot seller 
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INDONESIA 


The man who ran the 
country's military under 
deposed President 
Suharto has been chosen 
to lead the former ruling 
Golkar Party in July's 
presidential election. (See 
article on page 20). 
Wiranto, who has been 
indicted by the United 
Nations on charges that 
he was partly responsible 
for a bloody military 
crackdown on the inde- 
pendence movement in 
East Timor almost five 
years ago, will face 
current President 
Megawati Sukarnoputri 
and several other candi- 
dates. He defeated 
prominent Golkar leader 
Akbar Tanjung for his 
party’s nomination. 


Islamic cleric Abu Bakar 
Bashir, who has seen 
courts in Indonesia twice 
reduce jail sentences for 
an earlier conviction, has 
been declared a criminal 
suspect by police, which 
allows them to continue 
to hold him after next 
month, when he was 
scheduled to be released 
from jail. An Islamic 
political party leader said 
there is no evidence to 
hold Bashir, saying one 
cannot “justify calling 
Bashir a terrorist.” 
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TRIBESMEN suspended 
an operation in north- 
west Pakistan to 
capture members of the 
Al Qaeda terrorist 
network said to have 
fled Afghanistan and 
taken refuge on the 
Pakistan side of the 
border. The government 
earlier set a deadline for 
tribesmen in the area to 
turn in the terrorists or 
risk military action, and 
later said it is likely to 
extend the time for the 
tribesmen to comply. 

. Last month, the Pakistar 
military launched an 
assault in the area in 
which at least 15 civil- 
ians were killed and 93 
tribesmen captured. 


SOUTH KOREA 


Kim Jong Pil, founder of 
the nation’s formerly 
infamous intelligence 
service and known as a 
great survivor of Korean 
politics as democracy 
took root, is retiring. The 
78-year-old Kim was head 
of the opposition United 
Liberal Democrats, which 
fared poorly in mid-April's 
national assembly 
elections. His departure 
is another sign of a major 
change in Korean politics. 
(See article on page 18.) 
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Giant software company 
Wipro posted a 43% rise 
in net profit for the 
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financial year’s fourth 
quarter ending on March 
31. The results for India’s 
largest listed software 
company, which were 
driven in part by 
increased outsourcing 
orders, will provide more 
ammunition to critics in 
the United States who 
want to gain political 
support for attacking 
such outsourcing to 
lower-cost countries. 
Wipro said some compa- 
nies in the U.S. have 
delayed making deci- 
sions on outsourcing 
until after November’s 
presidential election. 
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The long-shaky banking 
sector, which has been 
seen leading a recent 
revival in the economy, 
was reminded how 
precarious its situation 
still is after a newspaper 
reported that the small- 
est of Japan’s four 
megabanks, UFJ Holdings, 
may have about Y 1 trillion 
($9 billion) more in 
nonperforming loans than 
it had earlier acknowl- 
edged. The report pulled 
down Japanese stocks in 
trading on April 19, 
though UFJ and many 
other bank stocks 
rebounded the next day. 


Three hostages held in 
Iraq for 10 days were 
released unharmed. 
Prime Minister Junichiro 





HOME SWEET HOME: The hostages back in Japan 
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Koizumi had gone out on 
a limb when he said 
Japan would never cave 
in to terrorists' 
demands. The kidnap- 
pers had said they would 
kill the three if Japan 
didn't pull its troops out 
of Iraq. The hostages' 
release brought Koizumi 
a surge in popularity. 





PAKISTAN 


The husband of Benazir 
Bhutto, the former prime 
minister who has been in 
exile in Britain for almost 
seven years, may be 
allowed to leave the 
country after spending 
more than seven years in 
prison. Asif Ali Zardari, 
jailed in 1996 on corrup- 
tion charges, has been 





LEAVING: Bhutto's 
husband may go 


cleared by the govern- 
ment to go to Switzerland 
to appeal against a 
corruption conviction 
there. A Swiss court 
found both Bhutto and 
Zardari guilty of money 
laundering last year and 
gave them six-month 
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suspended jail terms and 
a $12 million fine. 
Sources say Zardari may 
take the chance to leave 
Pakistan permanently. 


THAILAND 


Prime Minister Thaksin 
Shinawatra said strong 
exports and a revival in 
consumer spending 
carried the economy to 
strong growth of more 
than 7% in the first 
quarter. Exports in the 
period rose more than 
19%. Analysts said that 
low interest rates have 
helped a surge in con- 
sumer spending. 


MALAYSIA 


Prime Minister Abdullah 
Ahmad Badawi clarified 
the role of former Prime 
Minister Mahathir 
Mohamad as an adviser 
to car maker Proton 
Holdings. Responding to 
a threat to quit by some 
company board mem- 
bers, Abdullah said that 
Mahathir, who conceived 
of Proton during his 22- 
year tenure as premier, 
would not interfere in the 
company’s affairs. 


Ratu Sir Kamisese Mara, 
considered the founding 
father of modern-day Fiji 
after the colony won its 
independence from 
Britain in 1970, died aged 
83 of complications from 
a stroke he suffered in 
2001. Mara was the 
dominant politician in the 
South Pacific for three 
decades. Accused of 
favouring a small group of 
native chiefs and ethnic- 
Indian businessmen, he 
was forced to resign as 
president in May 2000 
after a coup. 
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SPOTLIGHT 


RIGHTS: 
Protesters all 
over the 
world 
continue to 





UNWELCOME CRITIC 


Chinese delegates to the Geneva-based United 
Nations Commission on Human Rights stymied 
a United States resolution raising concerns about 
the country’s human-rights record on April 15. 
This was the 11th time such a vote on China 
has failed to make it to the floor; the first was 
in 1990, in a motion resulting from the Tianan- 
men Massacre in June 1989. 

Claiming the motion was introduced by the 
U.S. this year to help garner domestic support 
for President George W. Bush in an election year, 
Beijing’s representatives pushed a “no-action 
motion”—essentially a decision not to have a vote. 
That succeeded with the help of 27 countries 
on the Commission of Human Rights including 
Cuba, Zimbabwe, Saudi Arabia and Sudan. 

Official Chinese media said economic re- 
forms were improving people’s lives and accused 
the U.S. of a Cold War mentality. 

In fact, the wording of the American resolu- 
tion was somewhat milder than it has been in the 
past. It acknowledged improvements in human 
rights but criticized the lack of due process in 
China’s legal system and continued restraints on 
freedoms of assembly and religion. It highlighted 
harsh sentences given out in some rights cases. 

Critics of the resolution—including some 
European diplomats—say that the almost annual 
U.S.-supported resolution achieves little other 
than angering Beijing. But proponents argue that 
it at least spotlights China’s human-rights situ- 
ation, which they say that is developing at a much 
slower pace than the country’s economy. 

David Murphy 
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INDIA AND CHINA 


Dancing 


Elephants 


The world’s two most populous nations are improving economic and 
security ties. That means greater confidence and new opportunities 


IT HAS NOT BEEN the easiest of relation- 
ships. Asia’s two largest nations fought a 
vicious border war in 1962. Most of the 
almost 4,000-kilometre border between the 
two countries has not been formally delin- 
eated. Both sides have developed long-range 
nuclear-missiles that could target one 
another’s cities. While the two countries vie 
for the favours of foreign investors, trade 
and investment between the neighbours 
have fallen well short of potential. 

Times are changing. Today, India and 
China have taken noteworthy steps to work 
together, while companies from both sides 
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By Michael Vatikiotis/NEw DELHI 
and Murray Hiebert/WASHINGTON 


are beginning to exploit each other's huge 
markets and special skills. 

The new developments were kicked off 
by a visit to Beijing last June by Indian 
Prime Minister Atal Behari Vajpayee. That 
led to the formation of joint groups to work 
on border issues and study economic coop- 
eration; it also yielded a border-trade agree- 
ment, laying the foundations of a possible 
free-trade pact. As part of that agreement, 
India recognized China's rule in Tibet 
and China dropped its recognition of the 
disputed Indian territory of Sikkim as an 
independent state, two significant conces- 
sions. Most recently, Chinese Defence Min- 
ister Cao Gangchuan visited India last 
month, and the two sides agreed to hold 
joint military exercises later this year. 

“We believe that conditions today are 
conducive to developing a multi-faceted 
cooperation between China and India," 
says Brajesh Mishra, Vajpayee's influential 
national security adviser. Mishra, who leads 
the Indian team on the border talks, com- 
pares the two Asian powers to France and 
Germany after World War II. “We see no 
reason why India and China cannot main- 
tain political harmony with a degree of 
economic competition," he says. 

To business, that means greater confi- 
dence and new opportunities. Two-way 
trade between India and China, though a 
small percentage of both countries' over- 
all foreign trade, has been growing at a rate 
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of almost 50% a year since 1999. Trade was 
valued at more than $6 billion last year and is 
set to exceed $10 billion in 2004-05. 

Initial business forays into China are already 
paying off for some Indian companies. Three 
years ago New Delhi-based JK Industries struck 
a deal to produce tyres in Guangzhou for export 
to India and Go other countries. The deal has 
been successful, and JK is now producing tyres 
in China for sale in the Chinese market as well. 

“China cannot be wished away,” says JK 
Industries Chairman Hari Shankar Singhania. 
“Rather, we must use complementarity; taking 
what we need in India, and looking at markets 
that we can exploit there.” 

For India, closer ties also promise a market 
for its software-development skills—comple- 
menting China’s capability in electronic hard- 
ware. India’s Infosys and Tata have already set 
up software-writing centres in China. 


CHINA’S HUAWEI IN INDIA 

China has also started to look seriously at India 
as a business opportunity. Telecoms giant 
Huawei Technologies made its first sale in India 
by sending two employees toa trade show, says 
Richard Lee, manager of its international pro- 
motions department. Today, the company has a 
700-strong R&D centre in Bangalore, in which 
it has invested $60 million. Lee says the com- 
pany plans to invest further in the centre, which 
works primarily on software that guides calls 
and data through its telecoms equipment. 
"We're still recruiting more people to work 
there," Lee says. “It’s one of the most important 
R&D centres outside China." 

India isnt one of Huawei's largest markets, 
but it's growing fast. In six years there, Huawei 
has won contracts with five Indian mobile and 
fixed-line operators, and last year made just 
under $40 million in revenues from the Indian 
market. That doesnt put India among its top five 
overseas markets, but Lee says it's heading there. 
"With such a large population, with the tele- 
density not so high, it's a huge potential market." 

That's been well noted in Beijing. "India is 
increasingly important in China's Asian policy," 
says Ding Kuisong, vice-chairman of the China 
Reform Forum, a think-tank attached to the 
Communist Party school, China's elite training 
centre for party officials. Ding points to India's 
rapid economic growth and argues, "This makes 
it important for China to look south. This is 
an opportunity to do business." 

[n fact, Beijing started to pay more attention 
when New Delhi tested a nuclear device in 1998; 
it started rethinking alignment with Pak- >> 
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istan after Islamabad initiated a vicious 
conflict with India in Kashmir in 1999. 
But what most alarmed Beijing, analysts 
say, was when New Delhi and Washington 
began to forge a strategic relationship a 
year later—in what was seen as a move 
to contain China. "India's engagement 
with the U.S. forced China to look at India 
differently," says C. Raja Mohan, profes- 
sor of South Asian studies at Jawaharlal 
Nehru University in New Delhi. 

One hope in New Delhi is that a 
better understanding with Beijing, 
which has close ties with the Pakistan 
government, will help pressure Pakistan 
into a negotiated settlement on Kashmir. 
If that fails, the promise of India's econ- 
omy will continue to be overshadowed 
by insecurity and the threat of war. While 
internal reform and deregulation are 
needed to unlock India's potential, diplo- 
macy could hold the key to international 
confidence in India as a stable invest- 
ment environment. 

There are also common economic 
challenges that closer ties could help to 
address. Both countries face rising 
demand for energy and insufficient 
domestic reserves. Chinese and Indian oil 
companies are already competing for 
stakes in overseas oil fields—a recent 
$600 million acquisition in Angola by 
Indian oil company OVL, a 100% sub- 
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sidiary of the state-owned Oil and Natural 
Gas Company, was won after a fight with 
a Chinese bidder. 

Competition for resources will drive 
up the energy costs for both countries, 
notes James Clad, an official at the U.S. 
government's Overseas Private Invest- 
ment Corporation and contributor to a 
new book, The India-China Relationship: 
What the United States Needs to Know. 
Working together, Clad notes, the two 
countries could cooperate to exploit 
Central Asian supplies of oil and gas and 
Work to build pipelines from places like 
Kazakhstan, Iran and Bangladesh. 


STARK DIFFERENCES 

Both sides are also keen to push for closer 
regional cooperation. India has hinted 
that it wants to join China's Shanghai 
Security Cooperation Organization; China 
for its part is asking for observer status at 
the South Asian Association for Regional 
Cooperation. The two countries also claim 
to have reduced military deployments 
along their common border. 

All the same, mutual suspicions and 
stark economic differences constrain just 
how close the two countries can get. To 
begin with, India’s economy “still has a 
long way to go” to catch up with China’s, 
Inder Jit Singh, an economist at the 
National Defence University in Wash- 





GETTING TO KNOW YOU: Trade fair participants have been at the forefront of better business ties 


ington who has worked on both China 
and India during a long career with the 
World Bank, told a recent conference on 
India-China relations at George Wash- 
ington University. 

Singh pointed out that India still lags 
far behind China on literacy and the devel- 
opment of the workforce. China has 
invested much more in developing its 
infrastructure, including roads, railways 
and power stations, one reason foreign 
investors have shown more interest in 
China than India. China’s exports total 
some $300 billion a year, while India’s 
reach only $50 billion. Foreign invest- 
ment in China accounts for 4% of GDP; 
India lags at less than 1%. 

Then there’s the matter of security. 
It was only five years ago that China 
helped Pakistan build a solid-fuel missile 
plant south of Islamabad, and Pakistan 
continues to develop missiles with Chi- 
nese assistance. 

China for its part maintains that it has 
helped persuade Pakistan to pursue a 
dialogue of peace with India. “We have 
given up the idea of using Pakistan to 
check India strategically,” maintains Ding 
Kuisong. A senior Pakistani diplomat 
backs that claim, and discloses that 
“China is counselling us to resolve the 
problem in Kashmir.” 

Ashley Tellis, an India specialist >> 
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at the Carnegie Endowment for Interna- 
tional Peace and until recently adviser to 
the U.S. ambassador to India, believes 
India and China will continue to be 
regional competitors in the area of security. 
"In the area of wealth production, India and 
China will be more cooperative," Tellis said 
at the Washington conference. “But in 
security relations they'll tend 
toward zero sum." 

Regional experts say that 
more engagement, rather than 
confrontation, lies ahead. “It will 
always be a fragile and tender 
relationship," says Frank Wisner, 
a former U.S. ambassador to 
India who is now a senior exec- 
utive at American International 
Group. Because of this, he main- 
tains, "the impulse will be to 
accommodate each other." 

China is helping to sweeten 
the mutual attraction by 
addressing Indian competitive 
fears. "We are seeing less and 
less dumping of Chinese products," 
notes S. Narayan, economic adviser to the 
Indian prime minister. 

However, if India and China are set for 
closer ties and more cooperation, one big 
question is whether this undermines 
India's newly minted strategic relationship 
with the U.S. With closer ties, will India 





LEADING THE WAY TO BETTER TIES 


and China gang up on the U.S.? Harry 
Harding, dean of the Elliott School of 
International Affairs at George Washing- 
ton University, doubts it. He pointed out 
at the India-China conference that, despite 
talk of such an alliance with Russia after 
the collapse of the Soviet Union and the 
rise of the U.S. as the sole superpower, 





KICK-START: China's Wen Jiabao greets India's Vajpayee last June 


"neither India nor China dared to take 
on the U.S. Both needed the U.S." 

In many areas, Harding argued, all 
three countries work together to pursue 
common goals such as stopping cross- 
border terrorism. In other cases, two 
countries have concerns about the third. 
For example, the U.S. and China are con- 





cerned about India's possible nuclear pro- 
liferation, Harding says. India and the 
U.S., on the other hand, are concerned 
about "China's military in Asia." 

The same sentiment about including 
rather than excluding the U.S. can be 
heard in Chinese circles. “We have to put 
the U.S. in the equation," says the senior 
Chinese diplomat. “By doing so, 
we can coordinate our efforts for 
common security in the region.” 

How the coming together of 
Asia’s largest nations will affect 
their neighbours in Southeast 
Asia depends on how well the 1o 
disparate countries do in cob- 
bling together their own vision 
and identity in the next few years. 
Both China and India are push- 
ing for closer economic and polit- 
ical ties with the region. 

“If, and it’s a big if, Southeast 
Asia can get its act together, the 
upside implications are obvious: 
two growth centres and reduced 
risk of geopolitical conflict,” says a senior 
Southeast Asian diplomat. “But if South- 
east Asia .. . cannot get its act together then 
it may well be squeezed flat as the two 
giants grow and embrace; or torn apart if 
they grow in different directions.” = 

Ben Dolven in Shanghai contributed 
to this article 
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Two years ago India and Pakistan were on the brink of war 
and Prime Minister Atal Behari Vajpayee looked weak and 
vulnerable. He was under pressure from abroad to avoid a 
confrontation and from home to avenge the deaths of 
Indians at the hands of Islamic militants. How the publicly 
reticent leader turned this crisis on its head and brought the 
promise of peace and a new regional order is something of 
an enigma. 

Admirers consider Vajpayee a quiet visionary who has all 
along worked towards the goal of resolving the conflicts that 
have hemmed in India. | 

Vajpayee first went to China, as foreign minister, in 
1979. Even then, writes journalist and academic C. Raja 
Mohan in his recent book on Indian foreign policy, Crossing 
the Rubicon, Vajpayee was "gambling on the prospects for 
rapprochement." He was thwarted when China and Vietnam 
went to war during his stay in Beijing. 

“His vision is for India to be at peace with all its 
neighbours-this is the basic thing moving things forward," 
says a senior adviser. Even some Pakistani officials are 





impressed. A senior Pakistani minister tells the Review that 
when Vajpayee went to Islamabad in January, he was clearly 
determined to start a dialogue. "Vajpayee has it in him to do 
this," comments a senior Pakistani diplomat. 

India prides itself on the political consensus in which 
policy is grounded, yet Vajpayee would never have been able 
to push for radical changes in policy if he'd left the decisions 
to bureaucrats. "This government has completely shut the 
bureaucracy out of the loop. Policy is determined at the 
cabinet level," says Shekhar Gupta, editor of the /ndian 
Express, an English-language daily. 

A significant source of help came in the formidable form 
of Brajesh Mishra, Vajpayee's national security adviser and 
principal secretary. A Western diplomat describes Mishra as 
"probably India's most powerful bureaucrat." When a 
working group was formed with China on border issues last 
year, the lantern-jawed Mishra took over from the Foreign 
Ministry; he now leads the negotiations. 

Says the Western diplomat: "That's the tip-off that India 
is seeking closure." Michael Vatikiotis 
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SOUTH KOREA 


Election-Day 





spring Cleaning 


Voters spoke loudly against the same old politics 


by electing a legislature packed with newcomers. 


This is both good and bad news for the president 


By Donald Greenlees/SEOUL 


SOUTH KOREAN VOTERS swept a broom through their 
national assembly in elections held on April 15. The clean-out 
was a remarkable show of democratic renewal: When the new 
299-seat assembly sits for the first time, there will be 187 new 
legislators. Voters have turned out a political old guard, widely 
viewed as self-serving and elitist, and replaced it with a post- 
Korean War generation of politicians that vows a significant 
departure from the politics of its elders. 

The arrival of this new generation has some immediate 
implications. The majority are members of the new Uri 
(Our Open) Party that has backed the 14-month-old admin- 
istration of President Roh Moo Hyun. Analysts predict that 
Uri's electoral triumph spells the end of the bid by the out- 


NEW GENERATION: 
Uri candidates and 
supporters celebrate 
the election victory 
as a watershed 

for Korean politics 
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going legislature to have Roh impeached. The Constitutional 
Court is expected to rule before the end of May on whether 
Roh broke the law. 

The longer-term implications for policymaking of the 
assembly falling into the hands of a new breed of politi- 
cian are less obvious. The pro-Roh Uri, created less than a 
year ago, captured a slim majority in the assembly, winning 
152 seats, seizing control from the conservative Grand 
National Party (GNP). 

On the surface, a friendly majority in the assembly should 
help the president realize his plans for political and economic 
reform. The administration battled with the previous assem- 
bly on several issues related to political reform. And Rob's peo- 
ple have promised investors improvements in such areas as 
adopting international standards in labour relations and 
corporate governance. But many Uri Party members are likely 
to be unhappy if they perceive that Roh is backtracking on 
issues like protecting workers' rights or pursuing a foreign 
policy more independent from the United States. 

After all, the incoming legislature represents a new gen- 
eration of politicians in Korea. Almost half of those who 
will take their seats on June 1 are under 50, and they carry less 
ideological baggage than the generation that built Korea from 
the wreckage of the Korean War a half-century ago. They have 
enjoyed the fruits of economic success and are more liberal 
and independent-minded on political, social and economic 
issues. That, says, Uri legislator Lee Bu Young, is “the most 
important characteristic of this incumbent assembly." 

Lee, 62, himself a child of the Korean War, deserted the 
GNP to help found Uri and embraces the generational shift. 
"They don't have to worry about whether they are regarded as 
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pro-communist or not,” he says. “In 
a very serious sense, they are free 
from . . . ideological restraints.” 

For the administration, the emer- 
gence of an untried and younger 
force in the assembly offers both 
risks and opportunities. If the Con- 
stitutional Court overturns the 
impeachment, Roh would be the 
first president in at least a decade 
to have a sympathetic party in com- 
mand of the legislature. He would 
return to the presidency with both 
a renewed mandate for reform and 
more confidence that he has the leg- 
islative support to get it done. 

Follow-up polls immediately 
after the national assembly elections 
showed that 65% of voters regarded 
Uris strong performance as a vote of 
confidence in Roh. The polls suggest 
that the fall in support for the GNP 
and the smaller Millennium Demo- 


crat Party was directly linked to the — PRO-ROH: Voters rejected the impeachment attempt 


impeachment effort. 

Kim Jong Cheol, who teaches constitutional law at Seoul's 
Yonsei University, says he thinks that the legal basis for the 
impeachment was weak before the election. Now, if the nine 
judges deliberating the impeachment question need any polit- 
ical cover, the election result gives it to them. "This impeach- 
ment of President Roh is against the people's desire," says 
Kim. He predicts the court will want to resolve the case before 
the assembly convenes to avoid potential "constitutional 
and political turmoil." 

As he awaits the court's decision, Roh has told some vis- 
itors that he intends to adopt a conciliatory and moderate 
approach if returned to office. But that might not necessar- 
ily guarantee smooth relations with the new assembly. 

On some issues, including further political and economic 
reform, his position may indeed be strengthened. The admin- 
istration has gone to great efforts since the impeachment 
crisis broke on March 12 to reassure investors that neither 
the impeachment nor the election result would sidetrack nec- 
essary economic reforms. 


TROUBLE AHEAD FOR ROH AND URI SUPPORTERS? 
But Roh seems to be out of step with his Uri Party support- 
ers on other key points. Since coming to office in February 
last year, for instance, he has adopted more conservative posi- 
tions on a number of policy issues, notably more explicit sup- 
port for the U.S. alliance and the American negotiating posi- 
tion on North Korean nuclear weapons. Uri incorporates a 
diverse spectrum of opinion, and such positions may mean 
trouble. *There are very complicated and mingled elements 
in this party," says legislator Lee Bu Young. *I think there 
could be some dissent." 

Last year, for instance, Roh agreed to the dispatch of 3,000 
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troops to Iraq, a decision that still 
causes some friction with sections 
of Uri. Lee warns that many mem- 
bers of the party, who probably 
opposed the dispatch of troops to 
Iraq in the first place, might want to 
delay the deployment until the 
United Nations takes charge in Iraq. 
Says Lee: “I am pro the dispatch of 
the troops in so far as the flag is 
transferred to the UN." 

This thinking apparently reflects 
a broadly held view among Uri leg- 
islators in favour of a more inde- 
pendent foreign policy in South 
Korea. Although there is no dis- 
agreement that the U.S. alliance 
should be the central plank of for- 
eign policy, Seoul is expected to 
weigh its support for Washington 
case by case. 

Kim Byung Ki, professor of inter- 
national relations at Korea Univer- 
sity, says many Uri legislators were 
elected on platforms that advocated 
greater foreign policy independence, which makes them 
“appear more reserved" on matters concerning the American 
alliance. Still, he does not expect any major policy shift on the 
part of the administration. 

"Since Roh Moo Hyun has been in government he has 
moved from the left to the right on major issues, including 
the North Korean nuclear issue and sending troops to Iraq," 
he says. "They [the national assembly] will have to deal with 
a president who is at ease with" those moves to the right. 

But the most pressing concern for the administration is 
likely to be ensuring the smooth passage of its economic 
reforms. Assuming he beats the impeachment attempt, Roh 
will be challenged on the issue of dealing with unemployment, 
especially among young people, while at the same time attract- 
ing new foreign and domestic investment. 

The government's economic technocrats have done an 
effective job of calming investors in the wake of the impeach- 
ment crisis. Now they have to prove that they can work with 
a new assembly on a range of sensitive economic-policy issues 
such as allowing businesses greater flexibility to hire and fire. 
Foreign businesses cite the difficulty in laying off workers 
as one of the biggest disincentives to invest in South Korea. 
Labour issues are "at the top ofthe batting order" for most for- 
eign business people, says William Oberlin, president of 
the American Chamber of Commerce in Korea. 

Kwon Tae Shin, deputy minister for international affairs 
in the Ministry of Finance and the Economy, adds increas- 
ing labour-market flexibility to a long list of economic reforms 
that will require careful negotiation with the assembly. But he 
plays down the risks that Uri might be tempted by economic 
populism. *Once you hold power, once you have responsi- 
bility, your way of thinking changes," he says. = 
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INDONESIA 


Upset Victory 


Ex-armed-forces chief Wiranto wins the right to 
run for president, but that race will be tougher 





By Tom McCawley/J AKARTA 


MEMBERS OF INDONESIA'S largest party opted for change 
on April 20 by voting for controversial former armed-forces 
chief Wiranto to become Golkar's candidate in the country's 
first presidential election later this year. The former general 
edged out Golkar's chairman, Akbar Tanjung, by 315 votes 
to 227, surprising the party's leaders who had endorsed Tan- 
jung's candidacy. Three other candidates also ran. 

"This is a vote for Wiranto, but also a strong sign from 
within the party for change," said Marzuki Darusman, party 
vice-chairman, two hours after the vote count. “It’s a clear mes- 
sage from the rank and file 
and the regions." 

Analysts say that Wiranto 
will face an even tougher bat- 
tle in the presidential elec- 
tion on July 5, where he will 
be up against incumbent 
President Megawati Suka- 
rnoputri. But polls show 
Megawati's former security 
minister, Susilo Bambang 
Yudhoyono, as the front-run- 
ner. Yudhoyonos stately TV 
appearances helped to boost 
his personal approval rating 
as president to 4396 in an 
April poll by a respected pri- 
vate institute. 

A defection by Tanjung's 
former rival, Welfare Min- 


ister Jusuf Kalla, to run as WINNER: Golkar's Wiranto secures the right to run for president 


Yudhoyono’s vice-president, 
is also likely to split the Golkar vote on July 5. 

Newspaper opinion polls, moreover, indicate that 
Wiranto's tainted past has damaged his chances for the top 
job. United Nations prosecutors in East Timor indicted 
Wiranto last year for his alleged role in human-rights abuses 
following the territory's 1999 vote for independence from 
Indonesia. In January, the United States placed Wiranto on 
a visa watch of indicted war-crimes suspects. In his book, Wit- 
ness in the Storm, Wiranto says foreign journalists concocted 
the allegations against him. 

The U.S. is likely to oppose his candidacy. Should he 
spring another surprise victory, relations with Washington 
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and other Western governments could suffer, analysts say. 

But his latest triumph should give him hope that he 
can narrow the gap with his rivals. A March poll by the 
International Foundation for Electoral systems found 
Wiranto then had an approval rating at 3.196, against Tan- 
jung with 6.596. 

The April 20 convention marked a break with a strong 
Golkar tradition of back-room deals and predetermined out- 
comes. The U.S.-style convention, where the party chooses 
a presidential candidate, was the first of its kind in Indone- 
sia. Golkar's leadership had endorsed the candidacy of Tan- 
jung, who is also parliament's speaker. The surprise of 
Golkar party leaders grew as votes were tallied. As votes from 
outer regions and the party's younger members came in, 
Wiranto overtook Tanjung. "We're still trying to explain 
it," said Darusman. 

For the last few months, the 57-year old Wiranto has been 
campaigning hard. He has traversed the country in hired 
aircraft and limousines, shaking hands and singing in front 
of crowds. 

In his speeches, Wiranto has lingered on themes of strong 
leadership and promises of a return to the economic security 
enjoyed during the rule of former President Suharto. 

Suharto set up Golkar in 
the mid-1960s, and during 
his 32-year reign it became 
a political machine reaching 
into every government office 
and village. Golkar won 
Indonesia's five general elec- 
tions from 1971-97, histori- 
ans say, through graft, mani- 
pulation and bullying. “We 
were despised. We were the 
common enemy," says 
Syamsul Muarif, a senior 
Golkar member. 

Tanjung was credited 
with uniting the party and 
restoring its fortunes fol- 
lowing the electoral disaster 
of 1999. "Akbar led us back 
from the brink," says 
Muarif. Tanjung also drag- 
ged the party through his 
own political misfortunes, which included a 2002 convic- 
tion on graft charges. In February, the Supreme Court over- 
turned the ruling. 

As in victory, Tanjung was poker-faced in defeat, pledging 
to support the new presidential candidate. Even if Golkar does 
not win the presidency, it is likely to emerge as the domi- 
nant party in Indonesia's 550-seat legislature. Golkar's near- 
est parliamentary rival, Megawati's Indonesian Democratic 
Party for Struggle, is divided by bickering and infighting 
following its huge losses at the April 5 general election. Regard- 
less of the polls, Indonesia's next president will have to deal 


with Golkar and its leaders. € 
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PHILIPPINES 


Money Politics 


Communist rebels are dipping into the political 
mainstream. Collecting votes is not the only point 


By James Hookway/MANILA 


DEMOCRACY ADVOCATES often get excited when long- 
disenfranchised groups begin to participate in elections. 
But the Philippines is not your normal democracy, and 
the country’s leftist political parties are not the typical 
disenfranchised political groups. 

In fact, this may be a mix that thrills few lovers of democ- 
racy. According to Philippine security officials, one of the high- 
est-profile and most dangerous of all the communist groups, 
the armed wing of the Communist Party of the Philippines, 
known as the New People’s Army (NPA), is becoming involved 
in mainstream politics. Security officials say that the NPA, 
having spent most of the last two decades on the outside of 
Philippine politics, fighting a violent insurrection against a 
string of democratically elected Philippine governments, is 
taking on a new role. 

The involvement seems to take two main forms. The NPA 
is extorting money from candidates who want to canvass for 
votes in the areas it controls. This use of strong-armed tactics 
during an election campaign of course is not ideal democratic 
participation. But at the same time, leftist political parties, 
which may or may not be connected to the NPA—Philippine 
security officials say yes; the groups themselves say no—are 
participating in the elections in a more traditional sense: by try- 
ing to win votes and gain political power. 





UP IN ARMS: The rebels are commemorating their 35th anniversary 
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This move into the mainstream is in stark contrast with 
the Left's strategy following the fall of President 
Ferdinand Marcos in 1986, political analysts say. Back then, 
instead of participating in a renewed democracy, leftists 
such as the NPA continued their guerrilla war to establish a 
communist state. It wasn’t until the fall of another presi- 
dent, Joseph Estrada in 2001, that the Left—in the form of 
independent, democratic groups such as Bayan Muna, 
or Nation First—decided to join in the Philippines' colour- 
ful elections. The new strategy is in full bloom in the run- 
up to the May ro presidential poll in which Estrada's suc- 
cessor and former vice-president, Gloria Macapagal-Arroyo, 
is seeking election. 

National Security Adviser Norberto Gonzales says the par- 
ties are actually fronts for the NPA, which the United States 
and the European Union identified as a terrorist group in 
2002. Citing evidence allegedly gathered by government 
agents within the NPA, Gonzales earlier this month accused 
Bayan Muna of using regular government budget allocations 
to finance guerrilla activity. 

Both Bayan Muna and the NPA angrily deny such alle- 
gations. NPA peace negotiators warn that peace talks with the 
government, currently being held in Norway, could collapse 
as a result of the dispute. That might simply be tough talk 
or actually reflect rebel concern that an important source of 
funding is threatened. 


NEW REBEL TACTICS TO GET MONEY 

The 35-year-old communist insurgency has become increas- 
ingly bold since the Western powers bestowed the “terror- 
ist" tag on the group. It was intended to deprive the rebels 
of overseas funds, and it worked. But beware the law of 
unintended consequences. Security officials say that to make 
up the shortfall, the NPA has cranked up its extortion machine 
in the Philippines, targeting everything from bus operators 
to cellular-phone networks. The rebel threat is simple: Pay the 
fee, or risk having employees and operations attacked. 

In the past two years, the Philippine Department of 
National Defence estimates the rebels have collected around 
$12 million in pay-offs—more than enough to support its 
8,700-strong guerrilla army. 

The NPA is now turning its attention to profiting from 
mainstream politics, at least according to government secu- 
rity officials. In fact, say these sources, elections are turning 
into a cash cow for the rebels. Although the precise scale of 
the NPA's extortion activities is unclear, it is known that the 
rebels have a strong presence on Mindanao island in the south 
and control chunks of the main island, Luzon. 

Those who dont pay the fees face reprisals. Alex Aranas, 
mayor of Pola town on the island of Mindoro, found that out 
when he and r3 members of his entourage were kidnapped 
for refusing to pay. They were released after the army 
attacked the guerrillas. 

Other politicians haven't been so lucky. Police say at least 
117 people have been killed in election-related violence since 
December, half of them allegedly by communist guerrillas. The 
other deaths were apparently the result of local rivalries. & 
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BURMA 


Another Shot 


The opposition is expected to rejoin talks on a 
new constitution, but big obstacles remain 


By Barry Wain/SINGAPORE 


IN LATE 1995, THE OPPOSITION National League for 
Democracy (NLD) walked out of a convention that had spent 
two years writing a new constitution for Burma, calling the 
proceedings a sham; the gathering adjourned soon after. Next 
month, after a gap of more than eight years, the National 
Convention will resume its task, the first step in a process 
that is supposed to lead to elections and the installation of 
a democratic government. 

Hundreds of delegates have been invited to assemble on 
May 17 at Ngaung-hna-pin, a conference centre north of Ran- 
goon, and pick up where they left off. If all goes according 
to plan, their ranks will include representatives of Aung San 
Suu Kyi's NLD, which the military barred from taking par- 
liamentary power in 1990. 

If the NLD agrees to participate, as 
most Rangoon-based diplomats expect, 
the party will have to swallow hard. Most 
of the terms the NLD objected to in 1995 
are still on the books, though some diplo- 
mats say the party and the military could 
reach a private understanding in advance 
to try to avoid another breakdown. As 
things stand, however, a long list of non- 
negotiable “basic principles" adopted in 
1993 as a basis for future deliberations 
load the proposed constitution in favour 
of the current rulers, and strict regula- 
tions limit debate on the draft. 

Why should the National Convention 
work this time around? “Circumstances 
have changed,” says a senior government 
official. “Now the time is right for 
national reconciliation.” 

The main difference is that the mili- 
tary’s ruling State Peace and Develop- 


constitution: 
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BASIC PRINCIPLES 

Some of the most conzentious 
points demanded by the 
military and adopted Ey the 
National Convention as the 
basis for a new Burmese 


e A bicameral parliament with a 
quarter of seats in both houses 
reserved for the military 


* A powerful executive president 
and head of government with 
unprecedented control over the 
executive branch 


e A president who must have been 
resident in Burma for the past 20 
years and whose family r embers 
are not foreign nationals. This 
would rule out Aung San Suu Kyi 


e Complete autonomy for tke military 
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BAC< IN BUSINESS: Opposition members celebrate 
the reopening of their headquarters in Rangoon 


ment Council (SPDC) and Suu Kyi's NLD have fought each 
other almost to a standstill. Although the United States and 
other Western governments have tightened sanctions against 
Burma in support of the NLD, the military shows no sign of 
relinquishing power. But the government is still denied legit- 
imay and aid by much of the international community, and 
often finds itself an embarrassment to fellow members of 
the Association of Southeast Asian Nations (Asean). 

Writing a constitution is the beginning of a “road map” to 
democratization that military intelligence chief Gen. Khin 
Nyunt unveiled last August, soon after taking over the post of 
prime minister. Asean has backed the plan, despite its vague- 
ness and doubts expressed by the U.S. and others. The ro- 
mer ber grouping is concerned that continued political uncer- 
tain-y in Burma could cause instability, making the rest of 
Sou heast Asia less attractive to foreign investors. 

While the road map sets no target date for an elected 
government, diplomats say the SPDC accepts that it would be 
difficult for Burma to assume the rotating chairmanship of 
Aseen in two years, as scheduled, if the current military regime 
remains unchanged. The SPDC realizes it must hold a ref- 
erendum on a new constitution, or do something else “of that 
magnitude” by 2006, says one Asian diplomat. 

Paving the way for the NLD’s participation in the National 
Convention, military authorities in recent weeks have allowed 
the party to reopen its Rangoon headquarters and released cen- 
tral committee members detained after Suu Kyi's motorcade 
was attacked in northern Burma last May. Although Suu Kyi 
remains under house arrest, and the NLD has not decided if 
it wil rejoin the constitutional drafting process, the pressure 
equally is on the SPDC to free her and on Suu Kyi to return to 
the convention. “We feel that her role will be instrumental," says 
Ong Keng Yong, Asearis secretary-general. 
“So if she adopted a positive attitude and 
moved towards results rather than rheto- 
ric, there would be a good outcome.” 

United Nations special envoy Razali 
Ismail signalled Suu Kyi's likely cooper- 
ation after his latest visit to the country in 
early March. He said Suu Kyi “indicated 
her willingness to work for a harmonized 
relationship with Prime Minister Khin 
Nyunt’s government in order to move the 
process ahead.” 

But even if an inclusive National Con- 
vention begins as planned, don't expect 
the SPDC to compromise on core mili- 
tary interests. “They are looking at long- 
term disengagement,” as opposed to leav- 
ing the scene as soon as there’s a new con- 
stitution and an election, says an Asian 
diplomat. Adds the senior Burmese gov- 
ernment official, “The military will act as 
the backbone of democracy.” = 


April 28, 2004 


Whatever it takes. 
At FedEx you'll find over 138,000 people with a single purpose: delivering on time, around the world 


and against any obstacle — large or small. So when a lot depends on your package, you can depend 


on us. Contact your local FedEx office, or see www.fedex.com. Welivetodeliver. FedEx. 


Express 









By Victor D. Cha 


The writer holds the D.S. Song Chair in 
Asian Studies at Georgetown University and 
is co-author of Nuclear North Korea 


On April 15, voters in South Korea gave the government-aligned 
Uri Party a resounding victory in elections, awarding it the 
majority of seats in parliament. This political turnaround 
was nothing short of miraculous: The previously embattled 
Uri Party's presence in the 299-seat parliament ballooned from 
49 seats to 152. The Millennium Democratic Party, previously 
part of the ruling coalition that later split up to form the Uri 
. Party, and which helped lead the charge to impeach Presi- 
dent Roh Moo Hyun, suffered terribly. It won just nine seats, 
down from 61. And the conservative Grand National Party lost 
its threefold advantage over the government party, dropping 
to 121 seats from 137. 

The elections bring South Korea its first leftist-controlled 
parliament in over 40 years (the last one in 1961 turned largely 
ineffective after a military coup). The elections reinforce the 
message sent 16 months ago during presidential elections: that 
a younger demographic now holds sway in Korea, with voters 
less conservative and more reform-oriented. Moreover, the vote 
is widely seen as a popular mandate for the reinstatement of 
impeached President Roh— something the Constitutional Court 
will find difficult to ignore as it renders the final judgment on 
whether to uphold the impeachment vote. Should the court 
reinstate Roh, South Korea will for the first time be led by a lib- 
eral president in alliance with a left-wing legislature. 


| “The days of economically irrational 


eyes of the South Korean taxpayer s, 


But claims that South Korea is now governed by *reds" are 
overstated. Newspaper commentaries and media pundits express 
fear that the remainder of Roks four years in office will now wit- 
ness a dramatic shift to the political Left— implementing anti- 
American and pro-North Korean policies that are to the ideo- 
logical liking of the Uri Party's constituency. (Roh, though not 
a member, has said he would join the party.) This makes for 
flashy headlines. The reality, however, is less sensational. 

The Uri Party's bark may be worse than its bite. Although 
described as leftist and anti-American, the party's policy plat- 
form is fairly moderate. The Uri Party, for example, voted to 
. support South Korea's dispatch of 3,000 troops to help the 
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engagement with North Korea are over in the 
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_ Iraqi reconstruction effort (the third-largest mili- 


tary contingent behind those of the United States 
and Britain), The party also supports the station- 
ing of U.S. troops in Korea and preserving the U.S.- 
South Korea alliance. Neither of these positions 
differs from that of the party’s conservative oppo- 
sition counterparts. And leftist policies often mis- 
takenly attributed to the Uri Party—i.e., getting the 
U.S. military out of South Korea, being against 
troop deployment in Iraq—better describe the 
Democratic Liberal Party, which garnered a mar- 
ginal ro seats. 

Certainly, the party's official platform could be 
watered-down versions of the truth, under which 
lie deeper ideological positions. In this regard, 
there is no denying that certain individuals within 
the Uri Party hold radical views. But even if this 
were the case, the new parliament's set-up will 
make it difficult to implement any radical agenda. 
Despite the Uri Party's majority, the opposition still 
holds over 100 seats, which will foreclose any 
attempt to ram through imprudent constitutional 
amendments. (Passage of constitutional amend- 
ments requires a two-thirds majority.) 

Where the gap on policies appears widest 
between South Korea's new majority and the U.S. 
is on North Korea. But even here, the differences 
are limited. The likelihood is low that Roh and 
his Uri supporters will break ranks with South 
Korea's allies on the six-party talks, or from the goal 
of a complete, verifiable, irreversible dismantlement 
of the North's nuclear programme, or that they will 
shower Pyongyang with goodies irrespective of the 
nuclear threat. Even a policy of reconciliation that 
would extend more economic benefits to Pyong- 
yang is likely to be received with great suspicion by 
the public, given revelations about the Kim Dae 
Jung government's role in transferring $500 mil- 
lion to the North ahead of the 2000 inter-Korean 
summit. The days of economically irrational 
engagement with North Korea are over in the eyes 
of the South Korean taxpayer. 

None of this is to say that domestic policies won't 
change—especially on economics and chaebols, or 
conglomerates. But a revolution in the parliamen- 
tary balance of power wortt translate into one in for- 
eign policy toward the U.S., North Korea or Iraq; 
democracy often moderates those who govern. Roh 
and his allies now will have to represent the entire 
political spectrum—rather than the margins—to 
govern effectively in East Asia’s most vibrant, and 
admittedly rough-and-tumble, democracy. # 
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China Asks North Korea 
To Ease Stand 


Beijing urged North Korean leader Kim Jong II to 
soften his position towards the United States to break 
an impasse at six-party talks on his nuclear-weapons 
programme, South Korean media said. On his first 
visit to China since January 2001, Kim met President 
Hu Jintao, Premier Wen Jiabao and military chief 
Jiang Zemin and also discussed North Korea’s strug- 
gling economy, a South Korean newspaper said. A 
week earlier, on a trip to China, United States Vice- 
President Dick Cheney warned of a potential arms 
race in Asia if Pyongyang’s nuclear ambitions weren't 
reined in. “There are nations in the region that have 
the technical capacity to produce nuclear weapons but 
haven't done so,” Cheney said in a Shanghai speech 
broadcast on state television. “If North Korea becomes 
a nuclear power . . . then those nations may conclude 
that their only option is 
to develop their own 
capability, and then we'd 
have a nuclear-arms 
race unleashed in Asia." 
North Korea has called 
for security guarantees 
and aid in exchange for 
stopping its nuclear- 

" $ arms programme. 


A RARE SIGHT: Photographs of Kim 





HONG KONG LEADER SEEKS BEIJING'S PERMISSION 
Hong Kong Chief Executive Tung Chee-hwa asked for Beijing's authorization 
to change how his successor will be chosen in 2007, but hinted that any 
revision would fall short of the direct elections that many Hong Kong people 
want. In 2002, a Beijing-approved committee of 800 people selected Tung. 
He said he was also seeking permission to change the way the legislature 
Will be formed in 2008. Only half of its seats are filled though general 
elections. Tung's request to the chairman of the Standing Committee of the 
National People's Congress sought authorization for him to start exploring 
options for change. Pro-democracy figures and some local media reacted by 
attacking Tung as an obstacle to democracy because he said any reforms 
should meet nine conditions, one of them being that in devising proposed 
changes, Hong Kong “must pay heed to the views of the central authorities." 
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INVESTMENT 


The Washington-based 
Carlyle Group, one of the 
world’s biggest private 
equity firms, said it aims 
to invest as much as $1 
billion in China over the 
next two years. Such an 
amount would make it 
one of the largest foreign 
investors in the country. 
Most of the investments 
would be in the range of 
$20 million-30 million. 


TELECOMS 


China Mobile (Hong 
Kong) said its first- 
quarter net profit 
climbed 4.6% from a year 
earlier on strong user 
growth. Revenue for the 
listed unit of China’s 
largest mobile operator 
rose 12% as it added a 
record 8.6 million new 
subscribers in 2004, 
taking its customer base 
to some 150.3 million at 
the end of March. 


BANKING 


State-owned Agricultural 
Bank of China, widely 
seen as the weakest of 
the “big four” state 
banks, reported a 47% 
jump in first-quarter 
operating profit from a 





SOME 150,000 residents 


were evacuated from the 


southwestern city of 
Chongqing after chlorine 
gas was released at a 
chemical plant, killing at 
least nine people. A 

leaking gas container 
exploded at the Tianyuan 
Chemical Industry Plant, 
prompting authorities to 


evacuate homes within a 


3-kilometre radius. 

Soldiers blew up other 
leaking containers two 
days later, using armour- 
piercing tank shells. 


year earlier. It said a 
surge in earnings from 
intermediary services 
helped operating profit to 
hit 7.9 billion renminbi 
($954 million). But the 
official China Daily said 
the bank also had a 
nearly 20% rise in loan 
growth for the first three 
months against a year 
earlier. Meanwhile, 
Shenzhen Development 
Bank saw a 40% jump in 
first-quarter net profit. 


TIANANMEN 


Authorities ordered 
emergency security 
measures in and around 
Tiananmen Square to 
prevent protests as the 
15th anniversary of the 
crackdown on pro- 
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democracy campaigners 
nears. The new regula- 
tions said, “Any activities 
affecting social order, 
public security and the 
environment in the 
Tiananmen area will be 
banned and penalized.” 


CORRUPTION 


A fugitive banker 
accused of helping to 
embezzle $485 million 
from the Bank of China 
was returned to China by 
the United States despite 
the absence of an 
extradition treaty. Yu 
Zhendong, 41, went back 
under an agreement in 
which he pleaded guilty 
to racketeering in Las 
Vegas as long as U.S. 
authorities gained 
assurances he would not 
be sentenced to death, 
tortured or serve more 
than 12 years in prison. 


China said it would give 
free Aids tests to every- 
one who wants one and 
free treatment for 
infected people who 
can't afford it. China 
says 840,000 people are 
HIV-positive and 80,000 
have full-blown Aids. The 
United Nations Aids 
agency says the number 
of infected people could 


AIDS: A course in Beijing 
on treating the disease 





SJ9jnay 


rise to 10 million in 
China by 2020 without 
stronger prevention. 


CANADA 


Prime Minister Paul 
Martin agreed to the first 
meeting between a 
Canadian leader and the 
Dalai Lama. On a 19-day 
visit, the exiled Tibetan 
leader said he would meet 





CANADA FIRST: The Dalai 
Lama in Vancouver 


Martin in a spiritual 
context. Beijing said the 
meeting was inappropriate 
given the growing trade 
and ties between Canada 
and China. 


HUMAN RIGHTS 


A United States-backed 
attempt to censure 
Beijing before the annual 
meeting of the United 
Nations Human Rights 
Commission in Geneva 
failed when other devel- 
oping countries joined 
China in voting to block 
any discussion. It was the 
11th time that such a 
resolution was averted. 


TAIWAN 


The island’s military said 
its largest war games this 
year would simulate 
repulsing an attack in 
2006—when President 
Chen Shui-bian plans to 
hold a referendum on a 
new constitution. 
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BUSINESS DIGEST 





FIRMS RETAIN MORE FOREIGN EXCHANGE 
The State Administration of Foreign Exchange said it would increase 
the proportion of foreign-exchange revenue under the current 
account that local and foreign-invested companies can retain from 
20% to 30%-50% from May 1. The increase aims to reduce finan- 
cial costs, aid foreign-exchange business and enhance the inter- 
national competitiveness of companies, SAFE said. Companies 
whose foreign-exchange spending under the current account in 
the previous year was less than 80% of their foreign-exchange rev- 
enue may increase the proportion to 30% of the previous year’s 
foreign-exchange revenue. Companies whose foreign-exchange 
expenditure under the current account in the previous year was equal 
to 80% or more of foreign-exchange revenue will be allowed to 
raise the proportion to 50% of foreign-exchange revenue in the 
previous year. The change reflects efforts to bring China’s foreign- 
exchange regulatory standards closer to international standards. 


REGULATOR TO TIGHTEN UP ON NONBANKS 
The China Banking Regulatory Commission said it would step up 
scrutiny of nonbank financial institutions this year. The regulator will 
extend its focus to trust companies, financial-leasing companies and 
financial firms controlled by state-owned conglomerates. The CBRC 
said it would require its national branch network to help nonbank 
financial institutions improve risk controls by intensifying supervi- 
sion of senior company managers and increasing routine checks. 


KEY FINANCIAL REFORMS SET FOR 2004 

An acceleration of shareholding restructuring at state-owned enter- 
prises and more reform of state-owned commercial banks are among 
key tasks this year, state media reported. The tasks were drawn 
up by the National Development and Reform Commission. The 
official Xinhua news agency said China would step up sharehold- 
ing reform at state-owned enterprises and raise foreign and domes- 
tic private investment in their restructuring. The country would 
deepen financial restructuring, such as overhauling state-owned 
commercial banks. It would also aim to develop capital and com- 
modity markets, improve on the approval process for corporate bond 
issues and strengthen regulation of equity transfers. Xinhua said 
China would accelerate plans to change the postal and railway 
sectors and deepen reform of industries including power, telecom- 
munications and civil aviation. In the rural sector, it would improve 
the tax system, financial services and the grains distribution mech- 
anism, the report added (see related article on page 30). 


FUEL-OIL-FUTURES TRADING IS APPROVED 

The China Securities Regulatory Commission approved the resump- 
tion of fuel-oil-futures trading at Shanghai Futures Exchange “at 
an appropriate time,” the official Xinhua news agency said. China 
opened oil-futures exchanges in 1993 in Beijing and Shanghai, but 
closed them two years later in an overhaul. Fuel-oil traders have 
sought the resumption of oil-futures trading in China to hedge against 
price fluctuations in the international market. Industry officials said 
earlier in April that fuel-oil-futures trading would start in June or July. 
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China’s Other Big 
Banking Mess 


Thousands of small rural credit cooperatives are hiding a financial black hole. Fixing them is 
crucial to the livelihood of millions of rural residents. But the authorities not only have to bail out 
bad loans—they also have to decide whether free-market reforms can really help the poor 


By Ben Dolven and Anthony Kuhn/SUNLIANG VILLAGE, 
HEBEI PROVINCE AND SHANGHAI 
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ZHANG QIAOFANG says her dealings 
with the rural credit cooperative in Sun- 
liang village earned her nothing but two 
weeks locked with a dozen others in a 
garage at the local police station. Dong 
Dasheng, another village farmer, says she 
hid out in the fields for several evenings 
as police blared sirens and loudspeak- 
ers in a bid to scare farmers into paying 
what the RCC said they owed. Sun 
Wuzhuang says he holed up with rela- 
tives for 17 days to evade debt collectors, 
who surrounded his home. 

If you think the problems in China’s 
banks are bad, consider the dilemmas 
posed by RCCs, the smallest and most 
rural parts of the financial system. 
Because commercial banks abandoned 
the deepest parts of the countryside in the 
mid-1990s, RCCs are in many places the 
only legal institutions where people can 


LOAN-HUNGRY: 

A couple at 

work on a small farm 
outside Beijing 





make deposits and apply for loans. Oper- 
ating in such remote rural areas, they’re 
particularly vulnerable to interference 
from local governments and to plain bad 
management. 

Across the country, RCCs are a mess. 
The government says their average non- 
performing-loan ratio is 26%, but most 
private estimates run to 50%, and higher 
in poor parts of China. They’re also highly 
decentralized. The country’s 35,000 RCCs 
operate separately from each other, which 
means deposits taken in one township 
can't be translated into loans in another, 
no matter how great the need. All this con- 
strains their ability to extend credit to 
some of the poorest people in China, a 
serious failing at a time when its new lead- 
ers have set improving the lot of farm- 
ers as the country’s toughest task. 

It is essential for the government 
to clean up RCCs, reform their man- 
agement and unlock their deposits. 
Although credit in the countryside has 
expanded over the past two years along 
with a nationwide lending explosion, 
agriculture still receives only 5% of the 
financial system's loans, though it makes 
up 15% of GDP. So while authorities 
try to rein in the loans fuelling breakneck 
growth in wealthier areas, they are run- 
ning pilot projects aimed at getting 
RCCs to lend more—consolidating 
them, freeing interest rates and pushing 
for management changes. Unlocking 
lending to agriculture is a problem in 
much of the world, not just China, 
because farming is inherently risky, and 
in most places is growing slower than 
other industries. 

But in China this all poses perhaps the 
trickiest of development dilemmas. 
Because RCCs are the most direct way 
to funnel funds to farmers, authorities 
have to come up with ways to shake them 
up without leaving 790 million rural res- 
idents in the dust. Free the RCCs’ hands 
without the right incentives, and they 
are likely to hunt out higher-return invest- 
ments, which aren't typically found in 
poor areas. “Inherently it’s the perceived 
conflict between a commercial orientation 
and policy-related finance,” Wang Jun, a 
Beijing-based rural-development special- 
ist at the World Bank, says of the gov- 
ernment’s difficult choice. 

But do nothing, and the RCCs will 
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UNLOCKING 
RURAL CREDIT 


RCCs may be harder to 
crack than state banks: 


* The 35,000 RCCs could 


have a nonperforming- 
loan ratio of up to 50% 


e They cannot lend money 
outside their own areas 


e They are havens for bad 
management and 
interference from officials 


continue to mismanage farmers’ deposits, 
eating up the prospects for agricultural 
reform and hurting the country’s needi- 
est people. “There is no choice,” says Min 
Tang, the principal economist at the Asian 
Development Bank’s office in Beijing. “If 
you are really serious about the situation 
in agriculture and the situation of farm- 
ers, you have to address the RCC issues.” 

As an illustration of where the rot in 
the current system goes, consider what 
befell the farmers of Sunliang village, 
about a three-hour drive southeast of Bei- 
jing. Here, among springtime fields lying 
fallow because agriculture taxes make 
them unprofitable to farm, are 190 green- 
houses, a testament to what can go wrong 
when RCC-funded projects are tied up 
with the goals of local authorities. 

Numerous residents say that in 2000 
the village government held a meeting and 
told them it planned to build greenhouses 
to improve their livelihoods. Greenhouses 
are all the rage in rural China. When 
they're built well, in the right places, they 
can help farmers grow two crops a year, or 
start growing higher-priced produce. If the 
villagers wanted some, they were told, all 
they had to do was sign papers with the 
local RCC. Residents say village officials 
told them they'd never actually have to pay 
the loans back. Given the general level of 
poverty in the village, few could have. Over 
190 villagers signed the contracts, and the 
sheds were built and put under the own- 
ership of the village government. 

The greenhouses stand today as a 
white elephant that did little to >> 
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improve the lot of local residents. Even with 
fancy touches like brick huts at the green- 
houses' ends, unhappy villagers are easy to 
find. “I didn’t need such a thing to plant 
cucumbers,” says Zhang. “If I had known, 
I wouldnt have taken it." Residents say the 
sheds flood during the rainy season, which 
means that they can't manage to plant two 
crops a year. They say that even with the 
greenhouses, the costs of farming out- 
weigh the returns. "The more we plant, the 
poorer we get,” says one farmer, toiling out- 
side the enclosures. 

But the true cost came two years later. 
In 2002, several residents say, officials 
from the village government and the RCC 
started trying to collect on the loans. Few 


A LONG-NEGLECTED LINK 


meant for building the sheds, and say 
they're still worried that police will come 
knocking. The RCC itself isn’t lending 
money, and locals say that the scheme has 
cost it 20 million renminbi. Many vil- 
lagers say the village government forced 
the project on the cooperative. RCC offi- 
cials refused to comment to the REVIEW. 
But whatever the machinations, it's clear 
that getting repaid wasn't much of a pri- 
ority in the loan decisions. 

Official malfeasance on that scale is 
unusual, but RCC mismanagement is rife 
around the country. "Local managers don't 
understand how commercial banking 
operates," says Albert Park, an economist 
at the University of Michigan who has 


Outside state banks, rural credit cooperatives are one of 
the biggest pieces of China's financial system 





people had any money to make interest 
payments, but they had signed and put 
their fingerprints on loan contracts for 
20,000 renminbi ($2,415) each. Some 
managed to scrape up interest payments; 
others didn't. The RCC couldnt foreclose 
on any collateral, because there usually 
was little or none. The farmers didn't have 
title to the sheds, they couldn't legally own 
land, and many had pulled their scant sav- 
ings out of the cooperative when they 
signed the loan papers. “I was afraid it 
might be taken away," says Sun, who 
closed his RCC account just after signing 
for his greenhouse. 

Today, residents grumble that gov- 
ernment officials skimmed off money 
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Joint-stock commercial banks 
13.8% 


Rural credit cooperatives 
9.6% 


Policy banks 
7.7% 


Others 
13.9% 


Source: Chine Banking Regulatory Commission 


studied rural cooperatives in several Chi- 
nese provinces. “They come from a 
planned environment. All these things 
you talk about as part of a modern finan- 
cial system, diversifying risk portfolios 
and the like, are completely foreign.” 
And it’s not just deep in the coun- 
tryside. Although coastal RCCs, includ- 
ing numerous ones in what are now 
urban areas, probably have lower non- 
performing-loan ratios than their rural 
cousins, they may be even more poorly 
regulated than commercial banks. 
When investigators in Shanghai dug last 
year into accounts of firms controlled by 
Zhou Zhengyi, a property tycoon 
arrested in one of the city’s largest cor- 


ruption scandals, they found one had 
taken a 350 million renminbi loan from 
a Shanghai RCC union. RCC unions 
in the city are also under investigation 
for illegally entering into bond-repur- 
chase agreements. 

Don't underestimate the scale of the 
problem: Most RCCs are tiny, but there 
are 35,000 around the country, and 
together they control 2.5 trillion ren- 
minbi—around 11.5% of the financial sys- 
tents deposits—making them nearly one- 
seventh the size of the state-owned com- 
mercial banks. Given that their depositors 
are some of the country’s poorest peo- 
ple, the government has little choice but 
to guarantee their deposits if it wants to 
head off unrest. “Those balance sheets 
have to be dealt with,” Park says. “The gov- 
ernment really is in a position where it 
has to stand behind deposits. It’s not in 
a position where it can walk away.” 

The government can bear the brunt of 
a bailout—as long as RCCs don't keep pil- 
ing up bad loans. Even if half their loans 
are dead, a full bailout would amount to 
less than a third of the cost of the gov- 
ernment propping up state banks in the 
past six years. But it comes atop all the 
other hidden, off-budget government lia- 
bilities, the biggest being bankrupt pen- 
sion systems and the need to keep recap- 
italizing commercial banks. RCCs are “a 
huge financial burden,” says Fred Hu, 
Goldman Sachs’ chief China economist. 
“Still, I reckon China can somehow mobi- 
lize the resources needed to fill the hole. 
But I’m much less optimistic if China can 
transform them into viable and efficient 
institutions going forward." 

China's answer so far is a sort of slow, 
controlled commercialization. Last year, 
authorities launched pilot programmes in 
eight provinces and municipalities, seek- 
ing to consolidate RCC management at 
county levels, creating either sharehold- 
ing banks or bigger cooperative unions. 
Those projects will probably be extended 
to numerous other provinces this fall. 

Over the next three years, the goal is 
to consolidate the 35,000 RCCs into 
3,000. (This doesn't mean that the rest 
will be shut down. It means the large 
majority will be turned into branch 
offices.) The central government says that 
it will bail out half of all bad loans in 
provinces that restructure their RCCs. 


April 28, 2004 


LITTLE MONEY LEFT FOR FARMERS 
Loans to agriculture are a tiny part of China’s 
runaway total lending 


bi lending (billion renminbi) 
1 


*Rural & township loans are not available for '03 


The budget for the eight provinces with 
pilot programmes was 38 billion ren- 
minbi, and that for the entire country is 
160 billion renminbi. 

This would accomplish several goals. 
For one, it would make it easier for loan 
officers to resist local-government inter- 
ference. RCCs are now run at very local 
levels, even sometimes down to the vil- 
lage—the smallest-scale government 
unit in China. By concentrating coop- 
eratives at the county level and moving 
oversight of them to provinces, the gov- 
ernment hopes to put an enforcement 
hammer in stronger hands. The hope 
is that local governments would be less 
able to hijack lending decisions—the 
Sunliang government, for example, 
would have had to report what it was 
doing twice, to county managers and to 
provincial regulators. 

“The county-level RCC, as the main 
level of accounting, does improve the effi- 
ciency of fund allocation. That’s the plus 
side,” says Liu Minquan, an economist at 
the Hopkins-Nanjing Centre. “The minus 
side is that the really needy farmers and 
small-and-medium-sized enterprises in 
more backward areas would lose out.” 


SOME SLOW CREDIT GROWTH 

Secondly, the moves would unlock funds 
and allow them to flow towards their most 
efficient uses. One of the big problems 
with RCCs is that their decentralized 
structure means funds deposited in one 
RCC can't go anywhere else. They're 
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either lent locally, invested, or saved in the 
People’s Bank of China, the country’s cen- 
tral bank. That’s extremely inefficient: The 
ADB’s Min says that some studies show 
RCCs suck 300 billion renminbi out of 
rural economies by taking deposits and 
not re-lending them, often because they 
cant find anything to lend to. 

Linking them with other RCCs would 
allow deposits collected in one area to 
be channelled into projects in other 
places. Theoretically, that’s good. But 
authorities are going slow. The plans call 
for centralization only at county levels, 
and according to the World Bank’s Wang, 
the PBOC is discussing a plan requiring 
RCCs to keep a certain percentage of their 
deposits within their home county. “That’s 
one concern of the authorities,” Wang 
says. “The more commercial they become, 
the less likely they will be willing to lend 
to primary agriculture.” He says the expe- 
rience of other countries shows commu- 
nity-based rural financial institutions can 
benefit farmers in a commercially sus- 
tainable way. “The key,” he says, “is to 
allow proper pricing of the loans, based 
on costs and risks.” 

Reports in the state media indicate 
that lending from the consolidated RCCs 
has risen. But the going has been slow 
so far. State media reported in April that 
the eight consolidated pilot RCCs were 
extending slightly more credit. At the end 
of February, they had 3.7% more loans 
outstanding than they had a year ago, 
which means that credit growth is con- 


Cheng Weifeng/Imaginechina 





WHAT SHOULD HAPPEN MORE: A farmer pockets his loan from his RCC 


siderably slower than for the commer- 
cial banking system. 

Authorities are also experimenting 
with interest-rate liberalization that is con- 
siderably more aggressive than in banks. 
They're letting RCCs raise lending rates 
to 10.6%, twice the government’s man- 
dated lending rate of 5.31%, to encour- 
age more lending to higher-risk (that is, 
poorer) borrowers. 

And RCCs are testing lending mod- 
els that could get more capital into the 
countryside. Chinese farmers have few 
assets to offer as collateral since the vast 
majority cannot borrow against land 
holdings because of property-ownership 
laws. RCCs have tried lending models 
pioneered by Bangladesh’s Grameen 
Bank, where groups of neighbours guar- 
antee each other’s loans. In the past two 
years, other RCCs have set up guaran- 
teed credit lines for all the households in 
their areas. 

But the question remains, are RCCs 
doing their job in making funds avail- 
able in the countryside? The credit 
crunch that gripped China’s rural areas 
in the late 1990s, when many RCCs 
went bust, has eased over the past two 
years. But it remains a deep concern. 
At the micro level, numerous village sur- 
veys show farmers frequently are forced 
to borrow from family members, or go 
to illegal moneylenders who can charge 
interest of 5096 or more. & 

Helena Yu in Shanghai contributed 
to this article 
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Soft Brakes 


China’s leaders have to work harder to slow 
down the country’s booming economy 


By Tom Holland/Honc KONG 


SUDDENLY CHINA’S economic miracle looks a little less 
miraculous and a lot more like an old-fashioned investment 
bubble—the sort that precedes a bust. Despite a series of 
measures from Beijing aimed at slowing growth to a more 
sustainable pace, China’s GDP still expanded by 9.7% in 
the first quarter of the year, compared to the same period in 
2003—scarcely any different from the rates notched up in the 
third and fourth quarters of last year. 

Some economists fret that unless Beijing can apply the 
brakes successfully, surging demand will soon breed infla- 
tion. That would be a disaster for China. It would either erode 
the value of hoarded savings or force interest-rate increases, 
which would hit businesses, push up unemployment and 
threaten social unrest. 

Other analysts warn of the opposite danger: that the 
massive investment underlying high growth will build up 
unprofitable overcapacity in the economy. That will prove 
deflationary, undermining company profits, exacerbating bad 
debt and wreaking havoc on China’s fragile banking sys- 
tem. Either way, the risk is that if policymakers cannot engi- 
neer a controlled deceleration in growth, the result could be 
a dangerously destabilizing crunch. 

Beijing’s priority must be to slow down investment. 
Last year fixed-asset investment—money sunk into factories, 
property, infrastructure and the like—equalled 47% of 
China's $1.4 trillion GDP. Of that money, 70% was invested 
not by foreign companies or Chi- 
nese entrepreneurs, but by the rel- 
atively inefficient state sector. Much 
of it was lent by state banks. The 
fear now is that many of the invest- 
ments will never prove profitable, 
and that the banks will recoup lit- 
tle of their money. 

Beijing has attempted to check 
bank lending, tightening credit 
standards and restricting the cash 
available for loans, but to little effect 
so far. Although credit growth has 
moderated somewhat from last 
year's highs, fixed-asset investment 
continued apace through the first 
quarter of the year. According to 
economists at Barclays Capital, 
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China is now the most leveraged economy in Asia, apart from 
South Korea. 

That investment splurge is creating its own problems. 
As the development boom sucks in raw materials, China’s 
import growth has outstripped its exports. Although China is 
regarded throughout the world as an export powerhouse, it 
actually ran a trade deficit of $8 billion with the rest of the 
world in the first quarter. 

Some economists worry that demand will fuel inflation. 
But though China’s consumer-price index has inched higher 
recently, the increase is almost entirely restricted to food costs. 
With investment building plenty of production capacity in the 
economy, prices of key manufactured goods such as clothing, 
cars and electronic goods are actually falling. 

That’s good news for consumers, but with raw materi- 
als getting more expensive and oversupply depressing the 
price of finished goods, company profit margins will be 
eroded, making it more difficult for businesses to pay back 
the money they have borrowed. 


DANGER IN THE SECOND HALF 

The simplest way to slow investment would be to jack up inter- 
est rates, but Beijing is anxious to avoid that solution. Higher 
borrowing rates would hit depressed rural areas as well as the 
booming east-coast cities, and make it even more difficult for 
struggling state enterprises to service their debts. Higher inter- 
est rates could also attract more speculative foreign-exchange 
inflows, increasing pressure on Beijing to raise the value of 
the currency. That would hurt exports and could bring in even 
more capital as investors anticipate further revaluations. 

The best solution would seem to be the one that Bei- 
jing is adopting, albeit tentatively: tightening up banking reg- 
ulation, a little arm-twisting, and trying to mop up the excess 
cash in the system. In April, the central bank announced that 
it would increase the level of reserves commercial banks 
are required to hold, which decreases the amount of money 
they have to lend. Smaller, weaker banks will be required 
to set aside more. 

Economists expect further similar steps, and heavy moral 
suasion on bank managers to be 
more discerning in lending. The 
central bank is also likely to step up 
its borrowing from commercial 
banks to soak up more of the capi- 
tal flowing into China. 

The danger comes if these 
attempts fail to slow growth rates 
into the second half of the year. In 
that case, more drastic action will be 
required, possibly including either 
a general interest-rate increase or 
even a revaluation of the renminbi. 
Either would be perilous, risking a 
deep economic slowdown in 2005 
or 2006, but each would be hardly 
less dangerous than letting the 
economy run on unchecked. & 
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Calcutta 
Ona Roll 


Watch out, Bangalore! Investors are flocking to Calcutta— 
a city better known for urban squalor than tech savvy—as it seeks 
to become India’s surprise new hi-tech hub 


FOR YEARS, this teeming city on India’s 
eastern coast watched as other places in the 
country grabbed investment and headlines. 
With its boxy yellow taxis and crumbling 
colonial-era buildings, Calcutta seemed 
frozen in an older, slower era. 

Now, the rapid changes taking place 
here show how outsourcing is helping 
to transform unexpected corners of India. 
Long neglected by investors, Calcutta is 
attracting technology companies ranging 
from IBM to India’s Wipro thanks to its 
intellectual talent and low costs. Software 
engineers who sought opportunity far 
from their home towns are returning. 
And the communist state government has 


CITY SNAPSHOT 
Calcutta is emerging from 
decades of decline 






* Population 





13 million; 2nd largest city in India 


* Phone Connections 

1.3 million; 3 cellular-service providers 
* Major Industries 

Jute, leather, tea, chemicals 


Only Indian city with an underground 
subway; home to India’s third-largest 
stock exchange 













Sources: Government of India; Department of Information 
Technology, Government of West Bengal; Review Data 
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By Joanna Slater/CALCUTTA 


called in consultancy McKinsey & Co. to 
help lure tech firms. 

“When I left Calcutta, I was a pes- 
simist,” says Shirsendu Halder, 36, who 
spent five years in the United States with 
drug giant Aventis. “I didn’t think the sit- 
uation here would change so fast and so 
radically.” He recently returned to his home 
town to work at a software company that’s 
50% owned by United Airlines. 

Calcutta’s resurgence is part of a 
larger dynamic that’s playing out in other 
Indian cities as the flow of outsourcing- 
related investment seeps into different 
parts of the country. General Electric is 
doing call-centre work in Jaipur, the cap- 
ital of the desert state of Rajasthan. 
Infosys Technologies has set up a soft- 
ware-development centre in Trivandrum, 
a city in the southern state of Kerala. And 
tech companies of all types have flocked 
to Pune, a university town three hours’ 
drive from Mumbai. 

But the changes are especially dra- 
matic in Calcutta, until recently consid- 
ered a city in terminal decline. Once the 
capital of British India, Calcutta experi- 
enced a long and painful deterioration in 
the decades since India’s independence. 
When a communist-led government took 
power in the surrounding state of West 
Bengal in 1977 after a decade of politi- 
cal instability, businesses fled the city and 
strikes became a regular occurrence. To 
the outside world, Calcutta—now offi- 
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cially known as Kolkata—was synony- 
mous with the charity of Mother Theresa 
and the worst kind of urban squalor. 

Of course, the blight of poverty 
remains as a constant reminder of how 
far the city—and India—still have to go. 
But things are changing noticeably 
around the edges. The government is rac- 
ing to build a huge new software park to 
complement an existing one that's almost 
full. IBM plans to double its staff in the 
city to 4,000 by the end of the year, mak- 
ing Calcutta the company's second-largest 
centre in India after Bangalore. An 
unprecedented building boom is produc- 
ing large housing developments with 
names like “Silver Spring" and “South 
City." And locals are flocking to several 
brand-new malls complete with multiplex 
cinemas and cafes. 

"Calcutta has really suffered from per- 
ception," says Rahul Saraf, the developer 
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of a bustling new downtown mall with 
two more under construction. “The gen- 
eration that saw the city gradually lose 
its glory went into a shell... The next gen- 
eration wants to emulate exactly what's 
happening elsewhere in the world." 

Underpinning the progress is a sig- 
nificant change in approach by the state 
government in West Bengal: It's still com- 
munist, but no longer hostile to business 
(see interview on page 38). The pragmatism 
is born of necessity. In the most-recent 
nationwide job survey conducted in 1999 
and 2000, unemployment in West Ben- 
gal was 15%. 

To bring in new investment and jobs, 
government ministers have publicly dis- 
couraged the city’s infamous strikes and 
met with businessmen in India and 
abroad to promote the state. One of those 
politicians is Nirupam Sen, a card-car- 
rying communist activist since his stu- 
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dent days and now the state’s industry 
minister. He describes with enthusiasm 
efforts to bring in investors like Pep- 
siCo and Mitsubishi Chemicals. 

Sitting beneath a portrait of Vladimir 
Lenin in his office, Sen laughs when 
asked how the man on his wall would 
view such talk. “He said all theories come 
from ground realities, therefore first of all 
you have to be practical,” he says. “I have 
to look for private investment otherwise 
there will be no investment.” 

The way the government tackled the 
problem of how to build the city’s infor- 
mation-technology industry is a case in 
point. Not only was it getting off to a late 
start compared to elsewhere in the coun- 
try, but Calcutta also suffered from a hugely 
negative reputation, particularly with 
respect to labour, say McKinsey consultants 
who helped advise the state government. 

So it stressed the positive. Contrary to 
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BUZZING: Investment 
is bringing a new-found 
energy to Calcutta 





perception, the city’s power supply is reli- 
able, unlike in many parts of India. Costs 
are even lower than in Bangalore or Mum- 
bai. And there’s a huge supply of talent 
from nearby engineering schools, includ- 


ing the prestigious Indian Institute of 


Technology in Kharagpur. While shunned 
by business until recently, Calcutta never 
lost its reputation as a centre of learning 
and home to some of India’s most 
renowned poets and artists. 

Playing on that past, government offi- 
cials spearheaded a generous incentive 
package to lure tech companies. Then 
they went a step further. To ease appre- 
hensions about possible labour stop- 
pages, the government made software 
and back-office services legally equivalent 
to an electricity or water utility—an 
essential service that can't be disrupted 
in the event of a strike. 

Officials doggedly made the 
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rounds at tech conferences and sat outside 
software companies, waiting to make 
pitches to CEOs. With his beard and 
sweater, Manabendra Mukherjee looks 
more like a college professor than the 
state's information-technology minister. ^It 
is my duty to help my state—if selling it 
helps, then OK, I will do it,” he says. “At the 
end of the day, the bottom line is: More 
investment means more employment." 

So far, it's working. Wipro, one of 
India's largest software companies, is plan- 
ning to build a 40-acre campus outside 
Calcutta, second in size only to the firms 
headquarters in Bangalore. It recently inau- 
gurated a call centre and back-office oper- 
ation in the city that will initially employ 
over 1,000 people. "It is Kolkata which has 
the potential to become the second IT hub 
of India after Bangalore," said Azim Pre- 
mji, Wipro's chairman, in a recent meet- 
ing with state officials. 

The city has some unique strengths. 
Calcutta's long history as a centre of art 
and shipping is translating into a com- 
petitive advantage for some companies. 
Take the example of Vision Comptech: 
The Calcutta-based start-up needed 
marine engineers and naval architects— 


in addition to software experts—for a 
massive project it completed for the 
American Bureau of Shipping, based in 
Houston. The Indian firm scanned and 
indexed 6 million drawings of ships and 
then developed a way for ABS surveyors 
to access them over the Internet from any- 
where in the world. 

Some rough edges remain. During a 
recent nationwide strike in February, IT 
companies were given yellow stickers to 
place on workers' cars identifying them 
as providing an essential service, and were 
promised security. Software companies 
say the system still needs work: While 
they gave the stickers to employees, they 
also had staff come in early or shifted less- 
critical tasks to another day rather than 
risk any kind of problem. 

Still, overall, the legacy of labour 
militancy is improving. “The number of 
strikes has really gone down over the last 
two or three years," says Ajoyendra 
Mukherjee, vice-president of Tata Con- 
sultancy Services in Calcutta, whose clients 
range from an arm of Citigroup to an 
American metals giant. 

The government attitude is trickling 
down, say other tech executives. Lakshmi 





Narayanan, chief executive of Cognizant 
Technology Solutions, recalls how the 
company faced demands from drivers— 
privately employed by its staff mem- 
bers—to provide snacks and a rest area 


INTERVIEW: BUDDHADEB BHATTACHARJEE, CHIEF MINISTER, WEST BENGAL 


= Cheerleader-in-Chief 


Under him, communist Calcutta is embracing capitalism, compelling labour unions to think 
twice before calling strikes and rolling out the red carpet for tech companies 


oF SOc SURE REA A LONGTIME POLITICIAN in India's communist party, 
RUE ATEN RY eS Buddhadeb Bhattacharjee became chief minister of the state 
JU Oe of West Bengal in 2000. Since then, he's been on a mission to 
win investment and change perceptions of the state and its 
capital, Calcutta. He spoke with REVIEW correspondent Joanna 
Slater at his office in Calcutta's historic Writers Building. 





Jayanta Shaw/R 


WHEN YOU BECAME CHIEF MINISTER, YOU ADOPTED THE 
SLOGAN "DO IT NOW." WHAT DID YOU MEAN? 
It's a very competitive world. Different states are competing 
among themselves [for investment]. Therefore I have to 
perform—perform or perish. We must get rid of *red-tape-ism" 
and bureaucratic bungling. If I fail to “do it now,” then other 
states will defeat us. 

But I know that just because there's a slogan, it doesn’t mean 
that one fine morning all government employees and officers 
will change their minds. I have to hammer it, time and again. 





for them at its Calcutta facility. “Earlier 
they would have hoisted a red flag and 
brought in a union leader,” says 
Narayanan. The drivers’ demands were 
resolved amicably. 
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ON THE UP: Plush malls are springing up 
across the city 


Now the local government is expand- 
ing its efforts to lure investment to other 
industries like food-processing and steel. 
Such industries can create large num- 
bers of jobs for the state's many unem- 
ployed and also play to the region's tra- 
ditional strengths. 

One of the successes of the local com- 
munist government, for example, is an 
agricultural industry that's among the 
best in India. A robust farm sector has 
helped the state of West Bengal to con- 
sistently expand faster than India as a 
whole in recent years. 

In the year ending on March 31, 2002, 
the state's economy notched up 7.896 
growth, compared to 5.4% nationwide. 
Another plus is the fact that the commu- 
nist government still enjoys solid support 
even after more than 20 years in power, 
making West Bengal one of the most sta- 
ble states in India in political terms. Cal- 
cutta, meanwhile, acts as the commercial 
hub of India's entire northeast region, not 
just West Bengal. 

Investors are starting to pay attention. 


PepsiCo's Frito-Lay recently said it would 
set up a potato-chip plant outside Calcutta 
to take advantage of the growing local 
market and the proximity of raw mate- 
rials. The state government was "very 
helpful and cooperative," said a PepsiCo 
spokeswoman. 

Real-estate developers echo that sen- 
timent. After years of little fresh resi- 
dential or retail construction, builders 
say the government is encouraging them 
to tap the pent-up demand. They're furi- 
ously putting up new apartments and 
retail space in the city. 

At one such new development, the 
Forum Mall on Elgin Road, mothers in 
saris with daughters in blue jeans 
browse at shops offering everything 
from music to shoes to lingerie. The 
construction is emblematic of the city's 
new confidence. 

Sumit Dabriwala, a local developer, 
began his *Hiland Park" project four 
years ago; today the development's 
roughly 1,000 apartments are almost 
sold out. When he started out, "people 
essentially thought I was mad to do this 
in Calcutta,” he recalls. “I’m happy to say 
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that's no longer the case." & 


WHY DID CALCUTTA HAVE SUCH A NEGATIVE REPUTATION 
AMONG BUSINESSMEN? 

In the past, we committed certain mistakes in the trade 
unions. Sometimes their behaviour was beyond our control. 
Now we say, look, we wont allow this sort of agitation or 
intimidation. Wherever I go, either in the chambers of 
commerce or in the trade unions, I say we want harmonious 
relations between management and labour. Labour must also 
understand that competition, productivity, quality of pro- 
duction—this isn't only management's headache. Labourers 
have to share it, otherwise the industry will collapse and 
you'll lose jobs. 

Another problem we had was because some are still 
afraid of leftists. If you can do business in China, why 
not in West Bengal? We have no hidden agenda. We are 
not fools. Communists are changing the world over, and 
we are also changing. Now I think the major corporate 
houses in India understand that we are investment- 
friendly. 


ISN'T IT A CONTRADICTION FOR A MARXIST PARTY TO 
DISCOURAGE STRIKES? 

No. We want to develop West Bengal—in agriculture, in 
industry, in other areas. Therefore we want stability and 
peace. Enough is enough. We wort allow any irresponsi- 
ble behaviour or activities in the name of trade unions. But 
we don't want slave workers, either. Sometimes workers are 


being neglected or exploited, so we have to protect their 
interests also. We have to make a balance. 


TODAY CALCUTTA IS ATTRACTING INFORMATION-TECHNOLOGY 
INVESTMENT FROM COMPANIES LIKE IBM AND WIPRO. BUT AT 
ONE POINT YOUR PARTY HELPED PROTEST THE ADVENT OF 
COMPUTERS 

That was in the 1970s—that was foolish, foolish. It started 
when they were going to introduce computers in banks 
and [insurance companies]. Their employees protested 
and we supported it. But how can you stop modern tech- 
nology? Nowadays they have understood . .. We have entered 
a century where industries will be talent-based. 


DID YOU EVER THINK FIVE OR TEN YEARS AGO THAT CALCUTTA 
WOULD DEVELOP AN INFORMATION-TECHNOLOGY INDUSTRY? 


No. We are a late starter, I must admit it. But now things 
are changing. I went to Hyderabad two months back and met 
[Andhra Pradesh Chief Minister] Chandrababu Naidu. I jok- 
ingly told him, “I’m a late starter but I’m going to come defeat 
you in two or three years.” 


WHAT DID HE SAY? 
He said, “All right, let us compete.” 


WOULD YOU SAY YOU'RE WEST BENGAL’S CHIEF SALESMAN? 
[Laughs] I don't like this corporate language. 


Innovation 


ADVERTISING 


Good Idea, 
Copy It 


In China, ‘monkey see, monkey do’ seems to be 
how many advertisers get their ideas 


By Geoffrey A. Fowler/ HONG KONG 


UNILEVER CHINA LAUNCHED a television advertisement for 
its Dove shower cream last year featuring soft lighting and a sat- 
isfied consumer saying the cream made her skin smoother. 
Three months later, local competitor Jiu Xin Group launched 
a TV ad for its Man Ting soap featuring soft lighting and a 
satisfied consumer saying the soap made her skin smoother. 
Even some Unilever employees couldn't distinguish 
between the two ads, says Wayne Huang, Unilever China’s 
Shanghai-based marketing controller. “We were shocked at the 
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similarity,” Huang says, and it forced him to boost advertising 
spending for Dove in targeted urban markets to combat Man 
Ting. “If they keep spending heavily and we don't spend, they'll 
end up owning this ad format. That’s dangerous for us,” he 
says. Jiu Xin, however, denies copying the Dove ad. “We cre- 
ated our own ad according to market demand,” says a staffer 
in the ad department who declined to give her name. 

Unilever’s experience is symptomatic of a new twist to the 
lack of respect for intellectual property in China. As compe- 
tition heats up in China’s $14.5 billion advertising industry, 
which grew 30% last year, the ideas and images in adver- 
tisements and TV programmes are becoming open targets. 
Multinationals and local Chinese companies have copied 
everything from bottle designs to luxury-car slogans. 

For companies such as Procter & Gamble, which spent 
$300 million in China last year on marketing its Olay skin-care 
brand alone, copycat ads are a problem potentially more vex- 
ing than counterfeit goods. Shoppers usually know that they’re 
buying pirated DVDs and knock-off handbags in street mar- 
kets. But copycat advertisements, ad agencies say, water down 
a brand’s reputation and confuse consumers who may not 
remember who's who at the store. “In China, so many brands 
are doing so much message copying, there is little differenti- 
ation possible," says Chris Jacques, the Shanghai-based Asia- 
Pacific chief of WPP Group's Dentsu, Young & Rubicam. 

Ad agencies around the world borrow ideas to incorporate 
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into campaigns, but in China the practice has been taken to 
a new level. Copycat ads often make no attempt to look dif- 
ferent from the originals. Victims have little legal recourse, 
since copyright laws protect only names, logos, songs and writ- 
ten work. The main deterrent to the theft of ideas is peer pres- 
sure—voluntary adherence to ethical standards within the 
industry—which isnt as strong in China as in countries where 
the ad industry is more mature. 

This has forced some ad agencies to change the way they 
do business in China. Some firms have abandoned the "pitch," 
where agencies compete for new business by showing their 
best ideas to a client. Aaron Lau, the Asia chairman of Omni- 
com Group's DDB ad agency, recalls losing one pitch for a 
product's package design in Hong Kong and China, only to 
see his design on store shelves seven months later. 

To keep clients from stealing ideas and taking them to 
lower-cost marketers, agencies say they now research poten- 
tial clients' history of intellectual-property theft and ask clients 
to sign legal agreements before sharing original ideas with 
them. Lau once even trademarked the ideas for a logo design 
under DDB's name, to secure legal ownership before shar- 
ing the ideas with a client. “Chinese society has a very vague 
notion of intellectual property rights," says Lau. The only mar- 
keting advantage is how quickly you can launch your campaign, 
he says, “because your idea will be copied" anyway. 

Ad agencies also note that few of their Chinese clients rec- 
ognize copying as plagiarism. Chinese companies often prize 
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MORE REFLECTIONS: Nissan's ad for the Paladin SUV 
(above) and Volkswagen's ad for the Sharan 


speed more than creativity to generate sales. "They think 
they're smart just because they've copied a good campaign 
earlier than others," says Guan Hin, former creative direc- 
tor at Publicis Groupe's Leo Burnett. 

In this anything-goes environment, even global brands 
borrow ideas and images to an extent that they would never 
attempt in other markets. In 2002, for example, Fiat of Italy 
was positioning its Siena model as a car for both “business 
success and passionate living," says Donald Chan, the man- 
aging director of Leo Burnett Shanghai, which makes Fiat's 
ads. Leo Burnett created a print ad showing the car at an urban 
office building while its mirror-image reflected in water below 
depicted it at a mountain retreat. 

Also in 2002, Japanese car maker Nissan ran an ad 
for its Paladin sport utility vehicle. The ad, by the Shang- 
hai Dongpai agency, showed the SUV in the city, with the 
same mirror image below showing it in the mountains. 
Asked to comment on the similarity, Yu Zhiping, Shang- 
hai Dongpai's creative director, says his agency came up 
with the idea first. 

In 2003, the same theme and mirror-image showed up 
once again in an ad for Volkswagen's Sharan made by Grey 
Global Group in Beijing. The German car maker declined 
to comment, but a spokeswoman for Grey insists that the 
ad was an original. 

By then, Leo Burnett had abandoned its mirror-image ad 
for Fiat because of the similarities. In fact, Chan and others 
complain that the copying has shortened the length of time 
that an ad campaign can run. The average lifespan of a TV 
ad in China is now six months, often less—down from one 
to two years in the late 1990s, according to DDB's Lau. 

Ad agencies say the ideas in ads are often too vague, or too 
troublesome, to copyright. So they rely on peer pressure to 
stop the copycats. But peer pressure in China's advertising 
industry has yet to develop. After Unilever's ad agency, WWP 
Groups Ogilvy & Mather, saw the similarity between the Dove 
and Man Ting ads, it asked the Chinese Advertising Associ- 
ation to pressure Jiu Xin to change its ads. "But there was 
nothing we could do to stop them," Huang says. 

Some advertisers, however, say that Western companies 
intentionally identify as copycats aggressive Chinese com- 
petitors, who are adept at quickly modifying and implement- 
ing new ideas. “The concept of water-based cosmetics has been 
picked up by many local brands," says Viveca Chan, Grey's 
CEO in China. “Do we call this copycat? Or are local compa- 
nies quicker, distribute faster?" 

Copying affects TV programmes, too. In the past year, two 
hit programmes on Xing Kong Weishi, the Mandarin-lan- 
guage channel of News Corp.'s Star Group, have been copied 
by Chinese broadcasters, including the programmes' con- 
cepts, sets and theme songs. After Xing Kong complained 
to the broadcasters, the shows were taken off the air. 

Star has refused to invest in the rights to bring the hit 
quiz show Who Wants To Be a Millionaire to China because a 
Chinese version is already on air. And like advertisers, Star intro- 
duces new Chinese programmes every four to five months in 
order to stay one step ahead of the pirates. = 
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A Love Affair With Spam 


Forget about it being a nuisance. Spam could just be the deep, meaningful guide to love, 
romance and relationships we've all been waiting for 


FOR 10 YEARS NOW, our in-boxes have been bom- 
barded with spam. Sadly there’s no sign that the 
situation is improving, but perhaps we’re look- 
ing at it all wrong. After receiving some very dubi- 
ous e-mails containing links to very long and sus- 
picious-looking Web sites, I wondered whether 
there wasn't a deeper message in spam that we were 
missing. So I took a closer look at all the Web sites 
registered by one spammer, the possibly fictitious 
Carnegie Sun Ltd., allegedly registered in Barbados. 
My conclusion: If properly deciphered, the com- 
pany’s registered Web sites reveal a manual to dat- 
ing and love that is timeless in its simplicity and ele- 
gance. I reproduce it here in the hope that your love 
lives may benefit as much as mine. 

First a warning: These are all real Web sites, 
registered by one company in the past few months. 
Only a handful are active, and I wouldn't advise you 
visit any of them. Most present themselves as 
either matchmaking sites or quizzes, but the best 
you can hope for is that your e-mail address will be 
collected; at worst you'll be offered some dodgy 
medications from a Web site in China. I’ve put 
spaces between the words to save your sanity. 
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You need to start by being honest with yourself: You Need A 
Love Life.com. To be more specific: You Need A Love Life In The 
Worst Way.com. Now, unless A Friend Lined You Up.com, there's 
only one answer: You Need to Date.com. Even that may not be 
specific enough. You Need To Date A Person.com. You Need To 
Go Out.com. 

It's not just a question of having Accessible People To Date.com, 
it’s also about Being Able To Date.com, though there don't seem 
to be too many rules about that. The main one seems to be decide 
what you're hoping for at the end of all this. 

Of course, you're Hoping To Date The Perfect Person.com 
but you might have to settle for less, as it's entirely possible 
that I'll be busy that night. Right now, you need to focus on 
Finding The Right Man Or Woman.com (or equally plausibly, 
Finding The Right Woman Or Man.com.) But you might want to 
hedge your bets and start Looking For A Single Person.com. 
Not to be long-winded about it, you Want To Get Involved In 
A Love Life.com, preferably your own. 

That settled, you've got to go about Finding The Right Dating 
Service.com. There are plenty to choose from, and you may bump 
into me there, Looking To Save My Love Life.com. Of course, you 
may get lucky, visit Instant Match Dating.com or go straight to 
Instant Blind Date.com, but it's not always that easy. You may 
end up Looking For Love In Difficult Places.com, especially if you're 
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Looking For More Than A Date.com. Whoever you are, comfort 
yourself with this: Getting A Date Is The Hardest Part.com. Buoyed 
by that Confucian-style saying, you are about to Make A Date 
With Destiny.com. Good luck. 


NO LOVE LOST 

For me, the first date went OK, I guess. We went Fishing In 
Love.com, which felt a bit corny, but not as bad as the second date. 
That felt like Love Romeo and Juliet Style.com, involving too 
much Love Romance and Flowers.com. It was Love Like Back in The 
Old Days.com. She was also a bit of a Chatter Bird.com. I think I 
have a tendency to Date The Wrong One.com. 

But don't be put off. Someone To Love Is Hard To Find.com. 
I travelled far and wide. Sometimes I found myself having to 
Shop For A Date.com. Still, as I went around Dating Accessible 
People.com, the feeling grew that I could Date Around The 
World.com. Even then Staying Out Of Trouble.com wasn't easy. 
Sometimes I asked myself the age-old on-line dating question: 
To Date Or Not To Date.com? 

Of course there is such a thing as A Lot Of Dating.com, when 
you start to hit Blind Dating Reality.com. A few dates went 
seriously wrong before I visited Stupid Love Life.com and devel- 
oped some ground rules, in no particular order: Don't Date A 
Jerk.com; Don't Date Someone Dumb.com. And, if you start to 
acquire a Daunting Love Life.com, don't be afraid to Complain 
About Dating.com. 

By now, I'd Love To Be With Someone.com, or, less fussily, 
Love To Be With Anyone.com. Forget Wanting A Hot One.com, 
I'd settle for Dating A Nice Person.com. 

Just remember the mantras: Dating On-line Is Best.com, 





ON-LINE DATING GUIDE 


* Use a site that looks kind of people who use 


On-line dating doesn’t have to 


Josh Estey 


Dating On-line Is Great.com (especially when 
you're Dating On This Site.com). There are no two 
ways about it: You have to take Dating Seri- 
ously.com. You could find you Love Blind 
Dates.com and get stuck in some sort of Blind- 
Dating Limbo (sadly no Web site for that), but 
then again you might find you start to Care About 
Someone.com. Hurrah! No More Being Alone.com; 
No More Single Life.com! 

That, of course, should be the end. But dat- 
ing on-line is no guarantee against a broken 
heart. If you find you're in Love Life Trouble.com, 
or even Love Life Torn Apart.com, you may find 
yourself asking: Where Has My Love Life 
Gone.com? In which case you may want to visit 
Gone But Not Forgotten Love.com or if you're in 
real trouble, Good Tablets.com. 

Of course, all this Loving Trouble.com may be 
too much. Single At Last.com, you may say; or Sin- 
gles Are The Best.com. At this stage you have a 
choice. You could take the view that there are Lots 
Of Fish In The Sea.com, go off Again Searching For 
A Date.com or, nursing your wounds, be Look- 
ing To Stay Out Of Love Trouble.com, at least until 
the spam wars are over and People Have Stopped 
Registered Absurdly Long Web-site Names.com (OK, 
that's not real—the rest are). 

Remember: L Is For Love.com. = 

More musings at 
http://loosewireblog.com 


much about meeting new 


involve long-winded Web-site fairly reputable: If you see it. Expect a good range of friends and building your on- 

addresses and bottles of offensive ads, leave. If you're likely matches, particularly line network as it is about 

Viagra from China. not sure, check out the location. You usually only spicing up your love life. 
There are plenty of legiti- registration data for the site in need to pay when you estab- e Not enough choice? 

mate sites out there. In fact, question. You can do this by lish contact (though this Some dating and social- 

it’s big business: Aaren’s visiting www.coolwhois.com, varies from site to site); networking sites are specific 


Dating Directory 


typing the address of the site ^ there's no point in signing up to countries. According to 


(www.aarens.com), a Web site into the Lookup window, and for something if all the talent Nobuyuki Hayashi from Japan, 


dedicated to finding dating 
sites, lists 79 sites "offer- 
ing matchmaking 
advice, consultations 


seeing whether the 
resulting company 
name and contact 
~ details look legiti- 










is in another time zone. 
Lavalife (www./avalife.com), for specifically for Japanese, 
example, is a global site. 

e A lot of Websites these — trend he says goes back to 


there are several good sites 


continuing an Internet 


and introductions," ~ mate. If the company days are likely to be just as 1996. Singapore, meanwhile, 
156 sites carrying behind the Web site much about "social network- has its own "lunch dating for 
personal ads and has a fake-looking ing" as they are about busy professionals" at 

373 sites "featuring addresses, or no address romance. Work out what www.lunchactually.com 
women seeking corre- at all, give it a miss. you're looking for and try to and Singapore Cupid 
spondence with potential e Don't sign up for aim for the kind of Web site (www.singaporecupid.com) 


mates living in different 
countries." If you're serious, 
here's some tips: 






anything until you've that reflects that. For example, which organizes events 
had a good look at something like Friendster 
the site, and the (www.friendster.com) is as 


and activities for the 
island's uncoupled. 





INVESTING 


Where To Put Your Money 


Time to Get 
Defensive 


Asian markets had a phenomenal run in the second half of 
last year and rewarded investors generously. But 2004 could tell 


a very different story, especially if Asian exports fall off 


IT’S TIME FOR investors in Asia’s stock- 
markets to think about getting defensive. 
The second half of 2003 was one long 
party for the region’s markets. Investors 
brave enough to buy in as early as last 
April, in the depths of the outbreak of 
Severe Acute Respiratory Syndrome, or 
Sars, made returns they can scarcely 
have dreamt possible. 

But in recent months the rally has lost 
momentum. Last year markets rose far 
too fast and outstripped the economic 
fundamentals. Now, though the global 


THAT SINKING FEELING 
The OECD’s composite 
economic leading indicators 
are trending down 
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By Tom Holland/Honc KONG 


economic outlook remains broadly 
favourable, doubts are beginning to creep 
in. At current prices, Asian equities look 
vulnerable to rising United States inter- 
est rates or a slowdown in Chinese eco- 
nomic growth. Canny investors are qui- 
etly selling out of the turbocharged stocks 
that served them so well in 2003 and 
looking instead for companies that will 
offer some insulation should markets 
turn down again. 

At first this might seem like a strange 
time to be taking money off the table. 
“Ride your winners," goes the adage, and 
Asian equities were certainly winners 
last year. 

As fears of a Sars pandemic evapo- 
rated, money started flowing back into 
markets that were trading at bargain-base- 
ment prices. Over the following eight 
months indexes soared. Brokers talked of 
an incoming “wall of money,” as investors 
fed up with rock-bottom deposit rates bet 
on Asian economic growth and equity- 
market appreciation. 

Between April 2003 and January 
2004, for example, Hong Kong’s bench- 
mark Hang Seng Index rose by nearly 
66%, while both Bangkok and Mumbai 
more than doubled in value in local-cur- 
rency terms. For dollar-based investors the 
returns were even better. 

Since then, however, markets have 
paused or retreated. Mumbai is down 6% 
from its high of three months ago, while 








both Bangkok and Hong Kong have 
slipped by 11%. 

For some investors, this is merely a 
breather; a temporary pull-back that pres- 
ents an attractive buying opportunity 
ahead of the next upward leg. After all, the 
outlook for economic growth remains 
bright, with the World Bank predicting 
that East Asia as a whole will grow by 
6% this year. On top of that, Asian equity 
valuations, though up considerably from 
a year ago, still appear cheap relative to 
prices in the U.S. 

European institutional investors in 
particular are keen buyers of Asian stocks 
at the moment, according to brokers. 
Having missed the bus last year, they are 
taking advantage of the recent slowdown 
to leap aboard. 

But some market professionals are 
less upbeat about prospects for the rest of 
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the year, even if they are circumspect 
about saying so publicly. 

Just minutes after making a robustly 
bullish presentation to investors last 
month, one regional strategist privately 
admitted his own doubts about the out- 
look for Asian equity markets. Asked why 
he hadn't come clean, he confessed: “I 
have to be careful what I say in front of an 
audience of clients who are about to give 
us lots of money." 


RATE HIKE FEARS 

One reason for nervousness is straight- 
forward economics. The impact of the 
U.S. administrationis tax cuts will run out 
in the second half of the year, potentially 
crimping the purchasing power of U.S. 
consumers, one of the main demand 
engines for Asian companies. At the same 
time, with U.S. employment and inflation 
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both showing signs of picking up, fore- 
casters increasingly expect an interest rate 
hike from the U.S. Federal Reserve, pos- 
sibly as soon as August. Although higher 
rates reflect a healthier economy, some 
analysts believe incipient inflation may 
force a rapid monetary tightening, which 
would hurt the earnings, and the stock 
prices, of Asian exporters. Pessimists note 
that the index of composite leading indi- 
cators compiled by the Paris-based Orga- 
nization for Economic Cooperation and 
Development (OECD), a faithful predic- 
tor of business cycles, appears to have 
peaked early in 2004. 

The health of the Chinese economy 
is also troubling observers. Over the last 
12 months, China has emerged as a key 
driver of Asian economies and markets. 
A massive investment binge has pro- 
duced year-on-year economic-growth 
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IRONCLAD: Consumer-goods makers 
will easily weather a downturn 


rates approaching 10% and sucked in 
exports from around the region. Last 
year, China’s seemingly insatiable 
demand for imported materials, capital 
goods and consumer items was credited 
with powering much of the economic 
growth of its neighbours. Companies in 
Japan, Korea, Taiwan and Hong Kong 
profited especially handsomely, and mar- 
kets rose as investors pumped money 
into China plays. 

Now, however, overinvestment is in 
danger of compressing Chinese compa- 
nies’ profit margins as raw materials’ 
prices rise, but oversupply and fierce com- 
petition force down the prices of the goods 
they manufacture. “Even though the vol- 
umes are there, they have no pricing 
power,” says Ben Rudd, regional equity 
strategist at ABN Amro in Hong Kong. 

Suddenly the stocks of Chinese com- 
panies listed in Hong Kong—companies 
like computer manufacturer Legend, long 
a favourite with international investors— 
are looking a lot less attractive. Investment 
bank JPMorgan, for example, cut its rec- 
ommendation on China to “underweight” 
in early April, citing declining profit mar- 
gins as its main reason. 

Scared of a bubble, Chinese policy- 
makers are attempting to rein in invest- 
ment. But though that is promising for the 
long term, success will inevitably hurt the 
earnings of companies around the region 
that have profited from exporting to China. 
Analysts warn that earnings downgrades 
in markets like Taiwan or Korea can come 
thick and fast, hammering share prices 
in the markets. 

Alongside economics, there are also 
sound market reasons for adopting a more 
defensive stance towards Asian equities. 
Last year’s run-up in stock prices meant 
a huge reduction in cost of equity capital 
for corporations. Not surprisingly, owners 
rushed to issue shares. Last year, compa- 
nies from the Asia-Pacific (except Japan) 
region raised equity capital worth more 
than $50 billion in international markets, 
nearly a quarter of it for China. In the first 
quarter of 2004 alone they raised a further 
$24.4 billion. Now, according to Stewart 
Paterson, chief Asian strategist at Credit 
Suisse First Boston in Hong Kong, PP 
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the pipeline of equity issues planned for 
the remainder of this year is worth around 
$58 billion, and stockmarkets are destined 
for a severe bout of indigestion. 

Already, there are painful symptoms. 
In December, shares in China Life soared 
by 26% in their first day of trading in 
Hong Kong, following the company's 
mammoth $3 billion initial public offer- 
ing. Since then, however, investors' ap- 
petite for new issues, especially those 
from China, has waned. Shares in Hong 
Kong-listed Internet company Tom On- 
line for example dropped by 796 on their 
first day of trading in March. A week later 
Chinese computer-chip maker SMIC 
plunged by 996 on its debut. 

Now, the weight of planned new sup- 
ply is likely to depress markets further 
from current levels, says Paterson at 
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CSFB. “I think investors in Asia will lose 
money this year, possibly quite a lot of 
money,” he warns. 

That poses a dilemma for investors: 
Asian stocks are looking risky, but the 
region's growth prospects are better than 
Europe or the U.S. and the valuations are 
more attractive. Clearly investors should- 
nt withdraw from Asia entirely, but at the 
same time, they do need to be careful. 

Paterson likes Australian equities, 
though he advocates steering clear of the 
overblown resources sector, which has 
been pumped up on stories of Chinese 
demand. Instead he prefers Australia’s 
banks, arguing, that the conservative 
monetary policy adopted by the Reserve 
Bank of Australia—the RBA hiked its tar- 
get rate by 0.5% in the final months of 
last year—allows plenty of elbow room 
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for future cuts should the global economy 
begin to deteriorate. Sector leaders 
include Australia & New Zealand Bank- 
ing Group, Commonwealth Bank of Aus- 
tralia and Westpac Banking Corp. 

Other sectors favoured by investors 
include cash-rich telecommunications 
companies able to pay out a high yield, or 
utilities, such as Hong Kong’s China Light 
and Power, with regulated earnings rela- 
tively immune to the business cycle. 
Other Hong Kong utilities include Hong- 
kong Electric Holdings and Hong Kong 
& China Gas. The same indifference to 
global business cycles argues in favour of 
suppliers of consumer staples, the things 
ordinary people can't or won't do without, 
even in tough times. 

In country terms, investors are cool- 
ing on markets such as Korea that have 
benefited most from China’s rise and 
instead are choosing to invest further 
away. Malaysia is back once again on 
investors’ radar screens, following the 
convincing election victory of new Prime 
Minister Abdullah Badawi. 

Some investors remain bullish on 
India and Thailand, despite last year’s 
strong performances from Mumbai and 
Bangkok. In India, they see the potential 
for further deregulation following the 
current election, stronger consumer 
growth, and even asset allocation away 
from China should the economy there 
begin to slow. And though the Thai 
market has fallen over 10% from its 
peak, strong growth—expected to be 
around 8% this year—and recovering 
domestic investment should favour local 
banks, while a buoyant property mar- 
ket favours building materials and con- 
struction companies. 
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GLOWING: The Kuala Lumpur Stock Exchange is looking increasingly attractive 


MALAYSIA 


Asia’s Rising Star 
After six years of underperforming its peers, the Kuala Lumpur Stock Exchange 
is attracting investor attention thanks to an improved economy 


IN MID-APRIL, an eight-man sales team from Credit Suisse 
First Boston in Hong Kong visited Malaysia for the first 
time since the 1997 Asian financial crisis. 

They were looking for opportunities in a bourse that’s 
underperformed its Asian peers for six straight years. Not 
any more. Since January, the Kuala Lumpur Stock Exchange 
has outperformed all its regional rivals except Indonesia’s, with 
its benchmark Composite Index leaping almost 8%. “They 
might have come previously but only to take a vacation,” 
says Steve Haggar, the research head of Credit Suisse First 
Boston in Kuala Lumpur. “Things are looking up for Malaysia.” 

There still may be some bumps in the immediate future. 
Like most of its regional peers of late, the Kuala Lumpur 
bourse has been correcting sharply from its peak in late March 
with the benchmark index dropping 7% on geopolitical 
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By S. Jayasankaran/KUALA LUMPUR 


fears—the situation in Iraq and southern Thailand—and con- 
cerns that the economies of both the United States and China 
may be overheating. “Over the next four months, the market 
will correct further, even as much as 5%-10%, because of the 
perception that global growth rates have peaked,” says Tan Teng 
Boo who manages over $50 million in funds for high-net-worth 
Malaysians. But he says that after that period he is “maximum 
bullish’ on the local stock exchange. 

Indeed, a majority of analysts concur. In an April report, 
Melvin Boey of JPMorgan in Kuala Lumpur predicted that 
the composite index of the stock exchange would breach the 
1,000-point level by the end of this year. That's a potential upside 
of 16% from the index’s current level of around 862. 

One chief driver of the optimism: The Malaysian economy, 
where growth in real-GDP terms is slated to hit 6% in 2004. 
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That’s a conservative estimate, but already it ranks alongside 
India and lags only behind China and Thailand. Plus, tightened 
government spending and less borrowing are shaving the 
federal government budget deficit, which was 5.4% of GDP 
in 2003 and a primary concern of international rating agencies. 
It’s expected to drop to 3.5% of GDP by the end of 2005. And 
consumer spending is up amid global highs in commodity 
prices. Examples: Crude oil prices are set at about $37 a bar- 
rel; palm-oil prices have risen 50% in six 


months, and timber and plywood prices ace PUNCAK NIAGA HOLDING 


up 10%-25% since January. Malaysia is a Ringgit 
significant exporter of all three commodities. 3-80 

Meanwhile, foreign direct investment 
increased 35% last year to $4.1 billion, after 
contracting in 2001 and 2002. Exports are 
up and expected to grow 8% this year. Infla- 
tion is benign (1.3% this year), while unem- 
ployment is expected to hover around 3.4% 
for 2004. A continuing trade surplus since 
1998 has swollen the country’s international 
reserves, which could touch $60 billion by 
the year’s end. That’s more the double pre- 
Asian-financial-crisis levels. 3.50 

Another compelling reason for foreign 
investor interest in Malaysian equities is the 
potential undervaluation of the ringgit, 
which has been pegged at 3.80 units to the 
U.S. dollar since September 1998. But with 


3.75 


3.70 


the U.S. dollar declining for almost a year, TENAGA NASIONAL 


private economists now estimate that the — Ringgit 
ringgit is undervalued by at least 15%. No 11-20 
one says that the ringgit might be re-pegged 11.00 
any time soon but external events—like a 49 g9 
revaluation of the renminbi—could tip 10.60 
Kuala Lumpur’s hand. Indeed, the possi- i 

bility of a round of currency revaluations 10.40 
in Asia has helped fuel stock rallies in — 10.20 
both China and Hong Kong. *Ithasnthap- 10.00 
pened here yet," says CSFB's Haggar, "but — 9 go 
if momentum builds on a currency-revalu- 
ation view, Malaysian equities should be 
beneficiaries of fund flows." 9.40 

While the economic good news hasbeen — 9.20 
largely driven by external factors, Kuala 
Lumpur has also helped its own cause. 
That began on October 31 when Mahathir 
Mohamad stepped down as premier in favour 
of Abdullah Ahmad Badawi. Abdullah, 64, almost immediately 
distanced himself from his predecessor by cracking down on 
corruption, cancelling or postponing costly megaprojects and 
curtailing waste by making competitive bidding the norm in 
government-contract awards. 

A less combative foreign policy has improved relations so 
significantly with Singapore that the rich island republic has 
begun investing in Malaysian-government-linked companies. 
In early March, Singapore state agency Temasek Holdings 
bought a 596 stake in national phone utility Telekom Malaysia. 


9.60 
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Abdullah's reform agenda has also already impressed one 
global fund manager. In early February, the California Pub- 
lic Employees Retirement System, one of the largest private 
pension funds in the world, said it would resume investing 
in the Malaysian bourse. It pulled out in 2001 citing corpo- 
rate-governance concerns. 

His agenda has also made Abdullah popular. In general elec- 
tions on March 21, he led the ruling National Front coalition 
to its most emphatic victory since independ- 
ence in 1957, winning nine-tenths of 219 par- 
liamentary seats and securing a record 6496 
of the popular vote. The coalition also won 
back the oil-rich state of Terengganu from 
the opposition Islamic Party of Malaysia, or 
Pas, and came close to unseating Pas in 
northeastern Kelantan state. That can only 
help foreign-investor sentiment: Fears of a 
resurgence in narrowly theocratic Islam— 
espoused openly by Pas—had been a rea- 
son the stock exchange lagged its peers. 

Barring external shocks, the major down- 
side for Malaysian equities is valuation. The 
exchange is trading at almost 17 times 2004 
earnings, which isn't significantly cheaper 
than its Asian peers. Moreover, analysts esti- 
mate 2005 earnings growth at 11% compared 


Source: Thomson Financial Datastream tO 1396 for the rest of Asia excluding Japan. 


But given that the positives stack up, fund 
managers and analysts are betting on a global 
re-rating of Malaysian equities that will restore 
historical price/earnings ratios to pre-crisis 
levels of between 19 and 22 times. Even with- 
out that mindset change, Malaysian fund- 
manager Tan recommends stocks like Inti 
Universal Holdings, a higher-education spe- 
cialist that's attracting foreign students from 
all over Asia, and Lion Diversified Holdings, 
a conglomerate with supermarkets in China 
and steel-making and property-development 
interests in Malaysia. *Both stocks are fun- 
damentally undervalued now,” he says. 

For big-capitalization stocks, J PMorgarts 
Boey is overweight on banks like Commerce 
Asset Holdings and utilities like Tenaga 
Mar. Apr. Nasional, the country's national power pro- 
cak Niaga, a water-treatment and distribution 
company based in Selangor, Malaysia's most industrialized state. 

CSFB's Haggar's top picks are an eclectic bunch rang- 
ing from Star Publications, Malaysia's largest-selling English 
newspaper group, to the IJM Corp., one ofthe country's most 
efficient infrastructure builders. 

But even without those recommendations, Malaysian 
investors already know the market's allure. Bank-deposit rates, 
currently around 3.296, are at 15-year lows and investors are turn- 
ing to equity. Investment in unit trusts, or mutual funds, jumped 
over 20% last year to top 66 billion ringgit. = 
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Currency Calls 


Banh customers can manage their forex needs 
and enhance their yields at the same time 


By Tom Holland/HoNc KONG 


FOREIGN-EXCHANGE markets have long been the graveyard 
of private investors. Currency trading holds out the prom- 
ise of huge returns to the knowledgeable and fortunate, but 
market movements are often large and sudden and fre- 
quently swing counter to the most confident predictions 
of economists. 

Worse, private individuals who do play the currency mar- 
kets often trade on margin. In 
other words, they put up only a rel- 
atively small amount of their own 
cash, borrowing money from their 
bank or broker to cover the remain- 
der of their position. An adverse 
move can easily wipe out their ini- 
tial stake and leave them owing a 
significant chunk of extra money 
to their broker, too. 

Yet for many in Asia—not just 
the super-rich, but what bankers 
like to call the “mass-affluent,” 
those worth between $500,000 
and $1 million—dealing in cur- 
rencies is a necessity. A Singapore- 
based executive might well own 
mortgaged property in Australia. A 
Hong Kong lawyer may need to 
fund his children's education in 
Canada. Both must take positions 
in the foreign-exchange market 
whether they like it or not. 

To respond to this demand, 
banks around the region are com- 
peting to develop multi-currency 
accounts that allow clients to man- 
age their necessary foreign cur- 


rency positions and to generate an KISSING IT GOODBYE: Currency trading can be risky 


enhanced yield in doing so. With 
its new "premium deposit" account, for example, Citibank 
is offering its “Citigold” wealth-management customers the 
ability to manage their foreign-exchange exposures on-line 
using currency options. 

It works like this: A customer deposits a sum of money 
worth at least $10,000 in his premium deposit account. This 
is denominated in the customer's base currency, typically 
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the one in which the customer earns most of his or her income. 

Assume the base currency is the U.S. dollar, and that 
the customer also has a future requirement for Japanese yen. 
The customer therefore sells the bank an option to buy his 
dollars for yen. This option gives the bank the right, if it 
chooses to exercise it, to buy the dollars at an agreed time in 
the future, at an agreed exchange rate. 

In return, the customer receives a fee, called the option 
premium, which is aggregated with the interest he earns on 
his deposit to provide an enhanced yield. After the agreed time 
period, typically between one and three months, the bank 
decides if it wants to exercise the option. Whether it does or 
not will depend on which way the foreign-exchange rate has 
moved in the meantime. 

Now imagine that the customer needs yen in three 
months' time, but is uncertain which way the currency mar- 
kets are likely to move in the meantime. He could sell an 
option which gives the bank the right, if it chooses, to 
exchange his dollars for yen in three months at the cur- 
rent spot rate of Yro9. In return, he receives his premium, 
which is paid on top of the normal 
interest he would expect to earn 
on his dollar deposit. 

Here the customer has no par- 
ticular view on whether the dollar 
is likely to strengthen or weaken 
against the yen. He is rewarded 
merely for making his decision to 
purchase yen in advance and tak- 
ing the risk the dollar might rise 
against the Japanese currency in 
the meantime. 

If, however, the customer 
believes the dollar is likely to 
weaken, he could sell the bank an 
option to buy his dollars at a rate 
of, say ¥105. Because he has 
agreed to sell his dollars more 
cheaply than the current spot rate, 
he will be paid a higher premium, 
which will partially compensate 
him if, as he anticipates, the U.S. 
currency falls. 

Naturally there are risks. Large 
adverse currency moves can still 
inflict capital losses on depositors, 
but at least customers earn their 
premium income, and they can, 
if they choose, sell offsetting 
options to limit their risk. 

Premium deposits are not really suitable for customers 
who have no underlying need for foreign currencies. But 
for those that do, they could provide a helpful way to man- 
age foreign-exchange exposure, while augmenting today's low 
interest rates. And occasionally they could even, perhaps, give 
customers the satisfaction of beating the market and calling 
currency moves correctly. = 
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A thin line separates fame and recognition. 
Is called the Asia Business Leader Awards 2004. 


Vision, foresight and unwavering commitment to stay on top of the 
competition. This is the profile of a true business leader. 


And there's only one world-class event in Asia that recognises and. 
rewards these outstanding and inspiring business leaders. 


Centred on the theme “Defining Success through Leadership”, the 
Asia Business Leader Awards 2004 is a unique NE for. 
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INDONESIA 


The Perils of 


Privatization 


Efforts to privatize Hotel Indonesia, once the capital’s pride and haunt of the 
country’s elite, have run into all too familiar roadblocks: fears of lay-offs, questions 
of propriety and opposition from diehard nationalists 


By Jeremy Wagstaff/] AKARTA 
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IT WAS ONCE Southeast Asia’s tallest 
hotel and Indonesia’s finest. Now, it’s a 
shabby, unfashionable hostelry living on 
borrowed time. 

Built for the Asian Games in the early 
1960s, Hotel Indonesia was the jewel in 
then-President Sukarno’s crown. Most 
of the region’s leaders over the past 40 
years have passed through its doors. For 
many years, it was the only place to be 
seen in Jakarta, the launching pad of 
many of the country’s best-known musi- 
cians, performers and film makers. 

The Japanese contractors who helped 
to build it used it as a model for their 
own earthquake-resistant skyscrapers. 
“For us, and for them, it was something 
quite new,” recalls Suradi Wongso- 
hartono, an engineer who oversaw con- 
struction of the project. “But it worked. 
There were many earthquakes, but no 
damage, even no cracks.” 

But Hotel Indonesia now needs a seri- 
ous make-over: The sprawling structure 
has not seen a significant renovation since 
the 1970s. The top-floor nightclub, where 
Sukarno's beautiful wife Dewi danced the 
night away in the 1960s, is now occa- 
sionally used as a set for a TV show in 
return for free advertising, and as a 
makeshift prayer room for Muslim staff. 
The presidential suite has a leaky ceil- 
ing, which has turned its once plush car- 
pet into a soggy mess. 

Below stairs, it is worse: In the 
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STAR POWER: Robert Kennedy visited the hotel when it was being built 
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kitchen, days-old trays of boiled rice are 
used as doorstops; the floors are slippery 
with grime, and the walls are pasted with 
classified job ads from local newspapers, 
suitable positions highlighted in green. 
In the early 1970s, the hotel could afford 
to hire a European chef; now it can't even 
afford a local one. 

“It’s like the Titanic,” says Kastorius 
Sinaga, a sociologist who was put on the 
board of commissioners of the hotel’s 
holding company to try to save it. 

The fate of Hotel Indonesia is a reflec- 
tion of a broader problem the Indone- 
sian government faces: How to get rid of 
hundreds of moribund state-owned enter- 
prises without attracting public criticism 
that the government is selling off treas- 
ured national assets on the cheap. In many 
cases, the government, wary of political 
criticism in an election year, has equivo- 
cated, leaving dozens of companies, from 
obscure pharmaceutical manufacturers to 
the national airline Garuda, unsold. “The 
government is holding on to things it 
shouldn't hold on to, just because they 
have some symbolic attachment,” says one 
foreign investment adviser. 

The issue stirs nationalist sentiments 
among many, nonetheless. “This is a very 
historic hotel. It’s like a symbol of Indone- 
sia,” says Sinaga. “So there is a psycho- 
logical effect with the public that every- 
thing in this country is for sale.” 

The dilemma is forcing the govern- 





ment into some innovative solutions. 


After considering privatization, taking on 
strategic partners or just knocking the 
hotel down, Jakarta believes it has found 
the perfect formula for Hotel Indonesia. 
The plan calls for a private company to 
renovate the hotel, build a shopping mall 
on the site of what is now a small gov- 
ernment-owned hotel nearby, run the two 
businesses and then hand it all back to the 
state after 30 years. 

Run properly, the hotel should be a 
gold mine, according to people brought 
in to oversee the change in manage- 
ment. Sited on prime real estate on the 
city centre’s busiest roundabout, Hotel 
Indonesia should be earning up to $150 
a square metre per month like its neigh- 
bours, the Mandarin Hotel and the 
Grand Hyatt. Instead it’s pulling in less 
than $25, says Sinaga. 

That’s because occupancy is about 
20%, so low that managers allow many 
guests to stay free in the hope that they 
might spend in hotel shops or restaurants. 
That may not be much of a promotion 
incentive: Most of the guests are politicians 
who dont pay their bills anyway. 

The hotel is so overstaffed with poorly 
trained workers that it’s not uncommon 
to see five or six porters trailing along 
behind a single guest. It hasn't made a 
profit since 1996: Last year it lost 3 billion 
rupiah ($350,000). 

The latest plan to salvage the >» 
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EMPTY SHELVES: Storeroom manager Jumianto takes stock 
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hotel is close to completion, but it's been 
a tortuous process. In 2001, the company 
that manages the country's 16 state-run 
hotels, PT Hotel Indonesia Natour, invited 
tenders for renovating the hotels. The 
response was not overwhelming: Only 
eight local companies submitted offers. 
After unsuitable bidders were filtered out, 
only two remained, says A.M. Suseto, 
Hotel Indonesia Natour's president. 

Just one was interested in Hotel 
Indonesia itself: A privately held clove- 
cigarette company, PT Djarum, which 
offered to invest 1.3 trillion rupiah over 
the 30-year period. A unit of Djarum, PT 
Cipta Karya Bumi Indah, would man- 
age the hotel and pay the government 
4996 of the profits. 

Now, it's a race against time to nail 
down the deal. More than 40% of the 
hotel's 1,300 staff will reach retirement 
age in the next two years. The hotel says 
it does not have the money to pay their 
pensions and is effectively bankrupt. With 
a presidential election scheduled in July, 
a new government and parliament could 
put any unfinished deal on hold, leaving 
the hotel in limbo again. If no deal is 
reached, says Suseto, "I can imagine hav- 
ing to close the hotel and next year the 
frontage will just be dark." 

After months of delay, the government 
gave its approval to the Djarum deal on 
March 12. The hotel is due to be closed by 
the end of April and transferred to new 
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Djarum-installed management by early 
May. That leaves the thorny problem of 
what to do with the several hundred 
employees that Djarum wants to lay off, 
few of whom can expect to be rehired. 
Grudgingly, Sinaga says, Djarum agreed 
to give priority to rehiring those qualified 
to work in the mall or hotel, but they must 
first pass the same test outside applicants 
take. That, most agree, leaves the workers 
little chance of re-employment. 

That's why the hotel's head of human 
resources, Arief Budiman Pohan, is 
sweating through a meeting with officials 
of at least four unions representing work- 
ers in the hotel. Pohan was sent in by 


soon. With only a few days to go until 
the hotel is closed, no agreement has been 
reached, leaving the workers in limbo. 

"Hotel Indonesia is a historic site for 
Indonesians,” says Syahrul Sidiq, a union 
leader and a worker in the hotel’s food- 
and-beverage section. “It was built not 
with money but the with sacrifice of the 
Indonesian soul." 

The labour issue threatens to bring the 
whole deal out into the open: If the work- 
ers carry out their threat to demonstrate, 
the quiet arrangement the government 
reached with Djarum could dissolve in the 
glare of public opinion. Rumours that the 
government is selling the hotel are already 
beginning to worry the hotel company's 
commissioners. "The public misunder- 
stands that we are selling the hotel," says 
Sinaga. "We're not.” 

For now, the unions have postponed 
any head-on confrontation. Pohan, the 
Hotel Indonesia group human-resources 
head, remains upbeat. Djarum has 
offered a severance package that would 
amount to about five times the workers’ 
existing salaries, more generous than gov- 
ernment regulations require. Pohan plans 
to throw in an extra sweetener: Auction 
everything inside the hotel, from televi- 
sions to toilet-roll holders and give the 
proceeds to the workers. 

Meanwhile, back at the hotel, the 
staff are putting a brave face on their 
uncertain future. In the basement, the 
55-year old storeroom manager, Jumi- 
anto, shows guests around the hotel’s 
cavernous wine cellar. Diagonal shelves 


IF THE WORKERS DEMONSTRATE, THE GOVERNMENT'S 
QUIET ARRANGEMENT WITH DJARUM COULD 
DISSOLVE IN THE GLARE OF PUBLIC OPINION 


the Ministry of State-Owned Enterprises 
to persuade the workers not to resist the 
lay-offs. So far, both sides appear concil- 
iatory: The unions have not followed 
through on threats to hire a local militia 
group, the Laskar Merah Putih, to demon- 
strate outside the hotel and will not push 
their demands for a meeting with the 
hotels new investor. 

But the sticking point remains: What 
will happen to the workers? Neither side 
can agree to more than to meet again 


line the chilled room. Like the liquor 
store next door, and the cold room for 
meat and perishable food upstairs, the 
shelves are almost empty. 

Jumianto holds up the three remain- 
ing bottles of wine. “About 25 years ago, 
this would have been full,” he says. As he 
locks the door behind him, a colleague 
sidles up to him. “Can I have some of 
the shelves when the hotel closes? They 
would look good in my house.” 

"Sure, why not?” says Jumianto. & 
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HUTCHISON WHAMPOA 


The Dinosaur 


Asset-shuffling at Hutchison Whampoa highlights the 
need for change at Hong Kong’s biggest conglomerate 


By Dan Fineman 

Hutchison Whampoa founder Li Ka-shing’s recent asset shuf- 
fles resemble less the triumph of a financial genius than acts 
of desperation. Hong Kong-headquartered Hutch is strug- 
gling and Lis creaky leadership is adding to its woes. Hutch's 
outdated business strategy marks it as a corporate dinosaur. 

Li seems to misunderstand the concept of corporate adap- 
tation. To stay on the cutting edge, a company does not require 
oversized investments in the latest gee-whiz cellphone tech- 
nology. It needs an efficient corporate structure, professional 
management and a clearly defined business model. 

Hutch's agglomeration of unrelated businesses—encom- 
passing telecoms, ports, property, retail and energy—hampers 
operations. Li and his lieutenants cannot possibly develop the 
expertise in individual industries that managers at firms 
with focused business lines maintain. Conglomerates in the 
United States spun off noncore activities in the 1980s for 
this very reason. 

Unless the third-generation, or 3G, cellphone venture turns 
around fast, Hutch's growth prospects look unexceptional. The 
ports and retail businesses remain healthy, but the telecoms 
industry is maturing and Hong Kong property likely offers only 
short-term upside. China holds limited promise for Hutch. Li 
boasts ample connections on the mainland, but these days 
China rewards businesses offering needed goods and serv- 
ices more than outsiders who sell themselves as insiders. Hutch 
has to learn manufacturing to get rich in China, not make 
friends in the People's Liberation Army. 

Li has deployed a plethora of accounting methods to mask 
Hutch's shocking fall in core profitability stemming from mas- 
sive 3G-cellphone losses. His sale of Hutch's Hong Kong fixed- 
line business to Vanda and placement of Vanda shares earlier 
this year will add an estimated HK$5 billion ($641 million) in 


LAGGARD 
Hutchison has underperformed the Hang Seng Index 
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gains to the income statement. The planned spin- 
off of non-Hong Kong cellular assets could gener- 
ate a further HK$5 billion. A backloaded depreci- 
ation policy is shunting the biggest 3G expenses 
into the distant future. Excluding flattering excep- 
tional items like Vanda, Hutch's profit before tax fell 
9096 last year and will likely remain far below 2002 
levels this year and next. 

Li's trading instincts no longer help Hutch. In 
the go-go 1990s, investors cheered Li's gift for buy- 
ing cheap and selling dear, but today’s tougher mar- 
kets provide fewer trading opportunities. Hutch now 
has to settle for smaller gains on asset sales, or exploit 
retail-investor naivete, as with the Vanda deals. 

Hutch's confused business model creates 
more problems now than in the boom years. Li 
trades aggressively, but he also builds businesses. 
Hutch is constructing its global 3G business from 
scratch. In the 1990s, rising markets and boom- 
ing growth obscured the inherent conflict between 
Li's opportunistic trading and patient enterprise- 
building, but today's competitive environment 
demands greater focus. To make his 3G venture 
work, Li needs to structure his cellphone empire 
according to operational demands, not short-term 
trading considerations. 


IDEA FACTORY SHUT 
Hutch shares have fallen over 6096 and underper- 
formed the Hang Seng Index by 31 percentage points 
since their March 2000 peak, but the stock still 
appears overvalued. While most conglomerates sell 
at large discounts to net asset value, or NAV, Hutch 
trades near NAV, according to a JPMorgan report. 
In the 1990s, investors justified Hutch's premium 
on the expectation that Li's fertile imagination would 
produce an endless line of exciting new businesses, 
but Hutch’s idea factory seems to have closed. 
Hutch’s premium leaves the stock vulnerable. 

Hutch's corporate structure poses additional 
risks for investors. Li controls Hutch indirectly 
through the 49.996 stake held by his corporate flag- 
ship, Cheung Kong. His personal interests lie with 
the parent, not Hutch. Until now, Li has treated 
Hutch and Cheung Kong shareholders equally, 
but he could favour the parent, were the needs of the 
two ever to conflict. If the group finds it harder to 
generate growth, the temptation to shift attractive 
assets to Cheung Kong could increase. 

Hutch requires thoroughgoing restructuring. 
It needs to define its business model as trading 
or enterprise-building, spin off its various business 
lines into financially and managerially separate 
companies and abandon the obsession with cos- 
metic profits. Ironically, change may come only 
with what Hutch fans fear most—Li's departure 
from the scene. = 
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VIETNAM 


Not by the Book 


Vietnam would rather shun money from the IMF than 
show its books, but investors don’t seem put off 
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By Margot Cohen 

Not many countries can shrug off the demands 
of the International Monetary Fund and emerge 
with barely a scratch. Vietnam did just that on 
April 12, when it opted to stop borrowing from 
the IMF rather than cede to independent audit- 
ing of its central bank’s books, including its for- 
eign-exchange reserves. Analysts remain unfazed, 
expressing confidence in Vietnams macroeco- 
nomic fundamentals. 

Is such trust warranted? Some indicators are 
holding steady. The country posted 7% GDP 
growth in the first quarter of 2004, slightly higher 
than the 6.8% growth in the same period last year. 


COMFORTABLE CUSHION 
Vietnam’s foreign-exchange reserves 
are on the rise 
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The Asian Development Bank continues to predict 
at least 7.1% GDP growth for the rest of the year. 
Rising oil prices are boosting Vietnam's revenues, 
while industrial output is mounting. 

Yet the mood is not quite so buoyant in Ho Chi 
Minh City, which historically accounts for 30% 
of Vietnam's GDP, thus driving the nation’s econ- 
omy. City leaders missed their 12% growth target 
for the first quarter, recording only 8.5% growth, 
a percentage point down from the same period last 
year. The shortfall was partly attributed to diffi- 
culties in attracting foreign investment. 

Indeed, the overall foreign-investment climate 
is tepid. Announced tax hikes on foreign com- 
panies have spurred complaints from existing 
investors. Widespread uncertainty over whether 
Vietnam will meet its goal of joining the World 
Trade Organization by 2005 is also fuelling hes- 
itation on the part of new investors. Those mis- 
givings would have seemed justified when on 
April 8 local newspapers quoted Ngo Quang Xuan, 
Vietnam's ambassador to international organi- 
zations in Geneva, as saying, “It is not a failure 
if the country cannot become a member of the 
organization as planned.” 

Meanwhile, the domestic construction indus- 
try is facing a slowdown, largely due to the 30% 
spike in steel prices since late last year. (Neigh- 
bouring China’s huge appetite for steel may be one 
inflationary factor.) Officials at the Ministry of Plan- 
ning and Investment say that up to 70% of con- 
struction projects have been delayed for several 
months or halted outright. 

Public and private investment accounts for 35% 
of Vietnam’s GDP. Given major delays in con- 
struction, “surely there would be impact on GDP 
growth and the government targets wouldn't be 
met," says Ramesh Adhikari, principal governance 
specialist at the ADB in Hanoi. But if steel prices 
stabilize by June, as some predict, Vietnam could 
still make up for lost time. 

As for the funds forgone from the IMF, no one 
is particularly worried. Since 2001 Vietnam has 
drawn down $157.5 million from a $368 million loan 
package. With more than $2 billion in annual devel- 
opment funds, the country can't spend its aid fast 
enough. And more funds washed ashore last year 
when the central bank ordered state banks to shift 
some of their overseas deposits back home. 

"Vietnam is unlikely to be facing any financing 
stress," says Ping Chew at Standard & Poor's in 
Singapore. Analysts are also reassured that the IMF 
resident mission will continue to offer policy guid- 
ance. The compromise saved face all around. But 
it also proves how little leverage rests in the hands 
of the foreign community when it comes to pro- 
moting transparency in Hanoi. & 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Index rye p 9) % chg YTD (Apr. 19) Mkt Unit Latest %chg YTD 

(Apr. 19) %chg YTD Australia 3,439.70 +4.04 Aluminium Ldn $/tn 1,824.00 413.72 

Australia 22641 *3.81 Bangkok 704.65 -8.74 Cocoa NY $/tn 1,379.00 -8.98 
China 88 142.37 +4.89 Bombay 5,800.54 -0.66 Coffee NY c/Ib 72.40 +11.47 
Hong Kong | 225.19 8.87 Colombo 1208.86 +13.82 Copper NY c/Ib 135.90 «29.99 
Indonesia 61.65 — *12.09 Hong Kong 12,464.40 -0.89 Cotton NY c/ Ib 62.71 -16.46 
Japan E E e . *12.40 Jakarta 784.84 +13.43 Gold Ldn $/oz 403.10 -3.39 
Malaysia 118.76 +9.34 Karachi . 5,620.66  +25.70 Oil: Brent Ldn $/barrel 33.46 +10.90 
New Zealand — 186.10 +2.94 Kuala Lumpur 855.76 +7.79 Palm Oil KL Ringgit/tn 1,875.00 +5.69 
Philippines 68.03 +5.13 Manila | 149748. *3.82 Pulp FOEX  $/tn 632.55 413.06 
Singapore — 140.19 *5.25 Seoul 902.40  +11.27 Rice Bnk $/tn 243.00 +20.30 
South Korea 126.58 * 18.52 Singapore — 1844.71 *4.54 Rubber KL Mc/kg 503.50 +6.56 
Taiwan . 133.90 *18.17 Taipei 6,779.18 * 15.08 Soyabeans Chg c/bushel 965.50 +21.60 
Thailand 74.37 -7.00 Tokyo 11,764.21 * 10.19 Sugar NY c/'Ib 6.84  *20.63 
U.S. Total Market — 268.49. +2.21 Wellington 2,321.63 +1.90 Tin KL $/tn 8,990.00  +36.01 
Euro Stoxx 50* 2,859.24 +3.57 DJIA . 10,437.85 -0.15 Wheat Chg c/ bushel 402.25 *6.70 
FTSE 4,546.20 *1.55 AIG - Dow Jones Commodity Index 148.47 *9.76 


Dow Jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx *V 


ECONOMIC DATA IN THE SPOTLIGHT 


Jakarta (4.23% on week) 


Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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(Apr. 19) GDP | CPI Current acct | Trade balance _1-mth interbank | Prime rate Composite index 

Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.79 (Feb) 5.44 9.50 Aa aarre DAAA [XT 
China 9.7 (01 '04) +3.0 (Mar) +35.42 (2002)  -18.02 (Mar) 2.72 n.a. | | | | | 
EU 0.9 (Q4 '03) +1.5 (Feb) +43.68(Q4'03) -15.45 (Jan) 2.08 n.a. SIO Sa OLOR ol 1 
Hong Kong 5.0 (Q4 '03) -2.0 (Feb) * 17.38 (Dec) -9.80 (Feb) 0.07 5.00 l | 

India 10.4 (03 '03/'04) *4.1 (Feb) +2.15 (Dec) -15.52 (Mar) 6.00 10.63 800 ——— Ru 
Indonesia 4.1 (2003) +5.11 (Mar) +4.70 (2003)  +27.80 (Feb) 7.45 7.42 | | | 

Japan 3.4 (Q4 '03) -0.1 (Mar) — «150.66 (Feb) «98.82 (Feb) 0.06 1.38 790 ——————— 

Malaysia 6.4 (Q4 '03) * 1.0 (Mar) * 12.56 (Dec) * 17.74 (Feb) 3.00 6.00 | | 

New Zealand 3.5 (Dec'03) -1.5 (Mar Qtr) -8.57 (Dec) -2.67 (Feb) 5.52 5.57 

Philippines 4.5 (O4 '03) +3.8 (Mar) +3.35 (2003) -1.84 (Feb) 7.62 10.62 

Singapore 7.3 (Q1 '04) * 1.5 (Feb) +27.41 (Dec)  *24.89 (Mar) 0.56 5.50 

South Korea 3.9 (Q4 '03) *3.1 (Mar) *19.98 (Feb) — *22.47 (Mar) 3.76 3.91 

Taiwan 5.2 (Q4 '03) *0.9 (Mar) +28.71 (Dec) 15.37 (Mar) 0.92 0.75 

Thailand 7.8 (Q4 '03) *2.2 (Feb) +7.93 (Feb) | +10.00 (Feb) 1.27 5.75 

U.S. 4.1 (O4 '03) +1.7 (Mar) -541.80 (Dec) -496.86 (Feb) 1.10 4.00 





Source: Government Statistics 


Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(Apr. 19) $1 worth Spot rate % chg YTD (Apr. 19) $1 worth Spot rate % chg YTD 
Australia dollar 1.339 -0.87 Mongolia* tugrik 1,172.00 -3.92 
Bangladesh taka 58.925 -0.72 Nepal rupee 73.00 0.00 
Brunei dollar 1.6807 +1.46 New Zealand dollar 1.5548 -1.81 
Burma** kyat 815.00 +9.20 Pakistan rupee 57.17 -0.02 
Cambodia* * riel 4,130.00 -6.71 Papua New G. kina 3.1751 *3.97 
China renminbi 8.2768 0.00 Philippines peso 55.62 -0.19 
European Union euro 0.8314 -4.55 Russia* * rouble 28.719 * 1.81 
Hong Kong dollar 7.7985 -0.45 Singapore dollar 1.6798 * 1.06 
India rupee 43.89 *3.88 South Korea won 1,155.00 *3.20 
Indonesia rupiah 8,587.00 -2.11 Sri Lanka rupee 97.92 -1.04 
Japan yen 108.42 -1.12 Taiwan NT dollar 32.918 *3.19 
Laos** kip 10,405.00 *0.29 Thailand baht 39.325 *0.62 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,722.00 -0.41 
Malaysia ringgit 3.80 0.00 


Other rates: HK$ = renminbi 1.061 S$ = ringgit 2.261 SDR = $1.4633 *Official rate  **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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MOovIEs 


Private Screening 


Vietnam has ended its state monopoly on film-making and a new breed of directors are 
relishing their freedom. But will this herald an era of crass commercialism at the cinema? 


By Margot Cohen/Ho CHI MINH CITY AND HANOI 


A SPIRIT OF AMIABLE bedlam pervades the set of Long-Legged 
Girls, a movie about fashion models that’s slated for release in 
July. Vamping, giggling and collapsing in heaps, director Vo Ngoc 
Dang’s bony band of young actresses seems an unlikely vanguard 
of a new era in Vietnamese cinema. 

This tale of a country girl who makes it big on the catwalks 
of Ho Chi Minh City will be the first privately funded feature film 
released in Vietnam since the government decided to end the state 
monopoly on movie-making in 2002. 

For 30-year-old Dang as well as more seasoned movie mak- 
ers, that decision offers an escape from the state-run studios, 
whose propaganda-laden scripts and plodding seniority system 
have long stifled creativity. “If the government didn't open the 
door, people like me would have to wait until we’re 50 years 
old. And 50 is too late,” says Dang, exulting in his chance to write 
and direct his first big-screen film after a brief sojourn 
in state-run television. SCREEN APPEAL: 

But the door hasn't exactly been flung wide open. rd e 
Echoing their continued control over the rest of the first privately 
arts and media, Communist Party censors willstill rule funded feature 
on the final cut of any movie to be shown in local 
cinemas. Although the law does not require private Vietnamese 
producers to submit their scripts in advance, some are doing so 
anyway to avoid costly retooling later on. 

Even more telling is the mixed response across Vietnam's 
movie industry. At film schools and studio lots, there's eager- 
ness for new opportunities, including more collaboration with 
overseas film companies and the chance to upgrade the coun- 
try's badly outdated film skills. But that's tempered by fears that 
private producers will churn out crass “commercial” films with 
little artistic merit. 

That helps explain why some directors aren't ready to abandon 
state studios yet. While they've undoubtedly produced more 
than their fair share of boring wartime sagas and moralistic 
tales of family sacrifice, state studios have also yielded a smatter- 
ing of talented directors such as Dang Nhat Minh, whose politi- 
cally sensitive Season of Guava (2000) won international praise. 

"Private studios will work more on the star system, rather than 
considering the quality of the actors and actresses," predicts 
49-year-old director Phi Tien Son, whose last film blasted cor- 
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BAR NONE: The 
success of the 
state-funded Bar Girls 
(far left) spurred 
interest among private 
investors, helping to 
pave the way for 
movies like Long- 
Legged Girls (left) 
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ruption in the legal system. “They will only choose topics that 
urban people are interested in, because they will focus on the 
audience that can afford to go to the cinema. Films about a teacher 
in a mountainous area, the life of a soldier or a farmer—such top- 
ics will still need funding from the state." 

Not everyone agrees: "Those ideas are idiotic," scoffs Dang, 

the director of Long-Legged Girls, who rejects such rigid 
dichotomies between urban/rural themes and artistic/ 
commercial films. He says he wants to steer away from 
the stodgy pace of state-produced films and produce some- 
thing more engaging with characters that audiences can 
empathize with. "The goals of the characters are very clear- 
cut and dramatic," he says. 

Such views are echoed by Ha Son, another veteran of 
Vietnam's state-studio system who has set up his own film- 
production company in Hanoi. “I just want to express 
my own opinion," says the 53-year-old director. "I want 
to make films that are more natural. What is important is 
the human story." He bristles at his experiences in the 
state-run studios. *I don't want to make any more films 

that use only 3096 of my capacity. Even if I devoted more 
than that, it means nothing. When we finish it, it's put 
on the shelf. Nobody wants to see it." 
Still, concern over the involvement of private film 
entrepreneurs is not entirely unfounded. In the late 
1980s and early 1990s, when the government slashed 
funding for movie-making, private groups were 
given an entrée. Operating under the names of state 
studios, such entrepreneurs funded B-movies, 
modelled on films from Hong Kong, Taiwan and 
the United States, that featured “all the usual 
car chases, kung-fu fighting and forbidden love 
set against the background of spectacular afflu- 
ence," writes film scholar Ngo Phuong Lam. After 
an initial spate of popularity, such movies with- 
ered away as audiences tired of seeing the same 
old faces in the same old plots. 
Some of those entrepreneurs are now try- 
ing to make a comeback. Ho Chi Minh City 
boxer-turned-actor Ly Huynh set up a new 
film company last June, eager to see his 
sons and daughters take part in a 
new series of action movies. >> 
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While he has yet to shoot his promised flick Supervoman Body- 
guard, he's optimistic about the future. 

"I want to promote the careers of my children and at the same 
time, I want to make money. It's very natural," says the gregari- 
ous 62-year-old. 

It remains unclear exactly why Hanoi chose to alter the laws 
in 2002. Culture Ministry officials cast this as part of Vietnam's 
drive to give more space to private enterprise, and in particular, 
to spur more movie production in Vietnam. The state can only 
spare 16.5 billion dong ($1.05 million) to make ro films a year. *In 
order to meet the demand from 80 million people, we have to 
diversify the kinds of studios in Vietnam," says Nguyen Thi Hong 
Ngat, deputy director of the Vietnam Cinema Department. 

Other analysts point to more pragmatic motives. After pro- 
ducing a string of epics that sank at the box office, the government 
is now focusing on television as its prime propaganda tool. That 
doesn't mean it will completely desert the big screen—witness the 
13 billion dong pouring into yet another movie about the famous 
Vietnamese victory at Dien Bien Phu, marking the battle's soth 


SILENCE AND STRENGTH 


Get ready for Vietnam’s first feminist film. Written by first-time movie direc- 
tor Doan Minh Phuong, 7he Silence of the Bride is set 200 years ago, but this 


stylized fable speaks to contemporary themes of female resistance and © 


desire. The film is about Ly An, a spirited young woman who gets pregnant 
out of wedlock. After refusing to reveal the father's identity, she is locked up 
by irate villagers. Not even the threat of a trial wrests the secret from her. 

"You must be determined to protect your 
privacy," explains 47-year-old Phuong, who 
spent nearly two decades in Germany before 
returning to her native Ho Chi Minh City in 
1996. "If not, you have nothing left." 

The plot takes a more radical twist after Ly 
An is rescued by three roving carpenters. The 
foursome—plus baby-settle into an idyllic 
mountain retreat. Having escaped the con- 
ventional mores of the village, Ly An happily 
shares her bed with each man in turn. But ulti- 
mately she must contend with the corrosive 
force of male jealousy. 

Ly An is far removed from Vietnam's tra- 


J 


ditional celluloid pantheon of virtuous, self- HUSH: The Silence of the Bride 


sacrificing heroines. And The Silence of the 

Bride, which is being made by Phuong’s Germany-based company in coop- 
eration with a state-owned studio in Hanoi, is equally unconventional. Look- 
ing for new faces, Phuong tapped an offbeat group of artists and musi- 
cians to portray some roles. Hanoi painter Nguyen Minh Thanh designed the 
production, adding surreal touches that alternate between poetic and self- 
consciously arty. Some viewers may find the film too slow-paced and stiff 
when it’s released in local cinemas in August. But the traditional score is 
stunning, the dialogue is spare and the ideas are worth discussing over a 
cup of thick Vietnamese coffee. Margot Cohen 
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anniversary next month. But by giving private com- 
panies an opening, the government hopes to pro- 
vide a lifeline for cash-strapped state studios, too. 
Survival means cooperation: Private firms are 
expected to rely on state studios to rent equip- 
ment and “borrow” personnel. 


PURSUING BAR GIRLS 

There's no boom yet. Most private companies are 
still struggling to muster sufficient funds, good 
scripts and decent casts. At least eight new firms 
have stepped up for film licences, though hundreds 
more have added film production and importing 
as categories on their existing business licences. 
They include Galaxy Inc., a public-relations firm 
that is backing Long-Legged Girls. 

Ironically, one of the chief inspirations for 
Galaxy and some of the other wannabe producers 
was the 2003 box-office success of state-funded 
Bar Girls (Gai Nhay). The movie preached against 
Aids while titillating audiences with scenes drawn 
from Ho Chi Minh City's seamy nightlife. It 
attracted 600,000 movie-goers and made 3 bil- 
lion dong in profits, a rare coup. (A quickie sequel 
also did well.) Bar Girls showed the government 
and the producers that there is money to be made 
in the cinema. 

The trouble is that Vietnam has precious few 
cinemas (just 40) that might yield any profits— 
even if people could be coaxed away from watch- 
ing DVDs and tapes in their living 
rooms. Many industry players say 
Vietnam must relax its distribution 
system and encourage more privately 
owned cinemas if it wants nonstate 
films to thrive. 

For now, though, at least some 
people are enjoying the fresh air. Vet- 
eran sound technician Le Quang 
Dao almost left the movie industry 
four years ago, discouraged by the 
monotony. What pushed him over 
the edge was toiling for three years 
on the war epic Hanoi: 12 Days and 
Nights. Since no one's salary was 
jeopardized by production overruns, 
the project meandered on. 

"In a government film, whether it's three 
months, or three years, it doesn't matter," says 
the 46-year-old Dao, who has trained overseas. 

But when tapped to work on Long-Legged Girls, 
Dao says he savoured the disciplined schedule 
mandated by the $200,000 budget, and the chance 
to watch director Dang express "the fire in his 
heart." What's in it for the soundman? *It's very 
simple," he replies. *I do what I want, and I do 
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what I was trained to do." = 
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taff bustle about in an empty hotel in Bali 


Blaming Ourselves 


As Bali waits for tourists to return, there’s time to brood on 
what some say was the island’s own role in the Kuta blasts 


April 29. 2004 


IT’S PAST SEVEN on a balmy evening, and the 
tourist shops along Monkey Forest Road are 
already shut. The street is dark and quiet. Only a 
few restaurants stay open, their waiters lounging 
idly by bars and tables. 

Just over 18 months since the bombing that 
killed more than 200 people, many of them Aus- 
tralian holidaymakers, few tourists have returned to 
Bali. The little town of Ubud, once a meditative 
haven for the smart set in search of art and spiritual 
wellness, has returned to its bucolic roots. 

As darkness falls, young girls sit on their 
porches eyeing up the giggling boys lurking in 
the shadows. The bistros that once served up pizza 
and pasta to tourists are closed or empty, and the 
aroma of basil and olive oil has given way to the 
more familiar local scents of pepper and coriander. 
There’s so little traffic that a pair of youths play bad- 
minton in the middle of the road. A little further 
along, no one stops to watch a gamelan orchestra 
tinkling and crashing through its repertoire. 

It could be a scene from Bali decades ago, long 
before the big jets started flying in from Australia, 
Europe and Japan. Once-busy local drivers now 
park their dented mini-vans on the side of the road, 
chanting their familiar two-syllable refrain of 
“transport” with a jiggle of hands on an imaginary 
steering wheel. The vans’ shadows offer a little 
shade for the army of poor mothers from the coun- 
tryside who come with their babies to beg. 

While the world waits for Indonesia to track 


Postcard 


down the last of the Islamic militants who set off 
massive bombs outside the packed Sari Club and 
inside Padis Bar in Kuta, many Balinese are still 
reflecting on what might have caused the blast. The 
fault, some say, was their own. 

“Down in Kuta things had gone too far,” sniffs 
Wayan, who runs a guesthouse above the town 
of Ubud in Panestanan. “There were people who 
simply wore nothing and did what they liked on 
the beach. We did nothing and this made God 
angry.” Wayan, an albino, stares out through blond 
eyelashes at a string of tall-necked ducks quack- 
ing their way across a flooded rice field. “So per- 
haps it was retribution. I don't know, but that's 
what the seers say.” 

Blaming themselves for what happened is one 
side of the complex aftermath of the bombing 
for the mainly Hindu Balinese. Looking for an 
upside is another. “It’s a chance to recharge the cul- 
tural batteries,” says Koman Neka, a local hotel 
owner from a prominent Ubud family. Like other 
Balinese, Koman sees the attack through a purely 
local lens. There’s no doubt that the mad chase for 
the tourist dollar was eroding the Balinese culture, 
he says. “Something had to give.” 

Over a meal of barbecued pork in the fash- 
ionable Ary's Warung along Ubud's main drag, 
owner Odeck points to all the new building that's 
going on. "People are still opening new hotels and 
bars, they haven't stopped building or investing. 
Why? Because they need to keep their spirits up. 
They have to keep going, even if it means selling a 
room or a steak for less than $5." 

But the cost of keeping the spirit of enterprise 
alive is rising each month that the tourists stay 
away—last year's outbreak of Severe Acute Res- 
piratory Syndrome scared people off; this year 
it was bird flu. And hanging over it all is the 
fear of another attack. Yet hotels are staffed and 
restaurants are stocked—waiting for the tourists 
to return. At the Waka Hotel in Panestanan, the 
staff have the air-conditioners running in empty 
rooms to keep them from turning damp and 
musty. Towels lie neatly folded and unused 
around the frangipani-ringed pool. 

When will things get better? The people of 
Ubud may soon find out: According to long-time 
American resident and Balinese cultural expert 
Rucina Ballinger, there's a magic tree in an Ubud 
temple that measures the towr's well-being. The 
tiny tree with six branches lives inside a box within 
the Pura Batukaran temple. Locals believe the tree 
sprouts old Chinese coins in a reflection of the eco- 
nomic tenor of the times, she writes in a recent 
book on Ubud published by the Purnati Founda- 
tion. The box, checked every 14 months, is due to 
be opened again soon. MICHAEL VATIKIOTIS 
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Books: SOUTHEAST ASIA 


Terror-Struck 






A readable book on terrorism in Southeast Asia is marred by hype 
and a failure to answer relevant questions, writes Phil Rees 


AT FIRST GLANCE, Seeds of Terror, the recent book by 
Maria Ressa, CNN’s Jakarta bureau chief, is frightening 
enough to make many in the region stay indoors for fear 
of bumping into an Al Qaeda operative. The notes describe 
the Indonesian cleric Abu Bakar Bashir as “one of the most 
dangerous men alive” and warns that we should expect to 
hear more about “nuclear facilities, cyanide and urban 
strikes” in the near future. 

But in many ways, the packaging hype is a disservice to 
a book that provides a comprehensive and readable account 
of the growth and structure of militant Islam in Southeast 
Asia. It is as if the book has been massaged for a particular 
American audience; a publisher's attempt to appeal to the kind 
of readers who have stocked food in their basement and chem- 
ical-warfare protection suits in their wardrobe. 

Seeds of Terror starts off as a full-blooded hunt for 
"terrorists," with the author leading the way. The investi- 
gation begins in Java, with an interview with Bashir, before 
moving to Malaysia, where the cleric taught many of those 
involved in Jemaah Islamiah, the loosely structured organ- 
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isation that includes fighters from the wars in Afghanistan. 

Ressa chronicles the Christian-Muslim clashes in the 
Maluku islands and the partnership between crime and mil- 
itant Islam in the southern Philippines. Both chapters are tes- 
timony to her extensive travels and formidable contacts in the 
region. She thoroughly documents Al Qaeda’s failed attempt 
to attack United States targets in Singapore, and the slaugh- 
ter that struck Bali on October 12, 2002. 

After the September 11, 2001, attacks in the U.S., many 
journalists, especially in America, agreed with former New 
York Mayor Rudolph Giuliani when he declared: “Those who 
practise terrorism lose any right to have their cause under- 
stood. We're right, they're wrong. It's as simple as that." 

Seeds of Terror seems unsure whether to subscribe to the 
Giuliani world-view. While Ressa's interview with Bashir was 
faithfully recorded, she afterwards dismisses him as an out- 
right liar. Why could she not elicit honest answers? What then 
makes him tick? I wanted to understand more about this man. 
Some may feel that Ressa's main objectives were to double- 
guess government intelligence agencies by gathering leaked 
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documents and meeting spooks at clandestine rendezvous, 
rather than exploring the origins of Al Qaeda’s murderous 
ambitions. In the wake of so much writing on terrorism since 
September r1, scepticism about information supplied by gov- 
ernments in Washington and London seems at its lowest point 
since World War II. 

Ressa accepts that a military or intelligence solution will 
not, by itself, defeat the challenge posed by militant Islam. 
Her finger points at failures of U.S. foreign policy in South- 
east Asia. In the chapter "American Missteps," she describes 
the U.S. as a "bull in a china shop, unwittingly causing 
destruction despite its best intentions." But she believes 
that "the United States can rise above self-interest and act 
according to its lofty ideals." Not everyone may be so convinced 
about the intentions of the Bush administration. 

The author makes an amusing if bizarre comparison: 
Muslims join Al Qaeda, she writes, for the same reason that 
Ressa abided by Princeton University's honour code—a dec- 
laration promising not to cheat at examinations. It gave 
Ressa a feeling of “exclusivity . . . of being part of an elite 
who see a vision for a better world." The honour code, she 
writes, is like the bayat, the oath of loyalty demanded by 
Al Qaeda. Others might argue that U.S. moral elitism has 
forged, in many Americans, an unswerving belief in their 
nation's political values. This has, in turn, produced a pros- 
elytizing creed in Washington that maintains the right to 
export America's version of democracy and freedom, over- 
riding the cultures and traditions of 
other nations and faiths. 

Former Malaysian Prime Minister 
Mahathir Mohamad suggests people 
join “to defend Muslims, to stop the 
oppression of Muslims, the massacre 
of Muslims, the attack against so many 
Muslim countries." Mahathir says peo- 
ple don't become "terrorists" and blow 
ARIA esse ORL themselves to bits upon a whim. “It 
mtm ^». must be some very, very strong thing 
[ Seeds of Terror : moving you to do that kind of thing. 
An Eyewitness We have to know why. Why do they 
cosi eter become so angry? Is it because they 

eda's Newest ; 
Center of Opera- hate Americans? If they hate Ameri- 
tions in Southeast cans, why do they hate Americans? We 
Asia] by Maria Ressa. have to find out." But Ressa's main 
Free Press. $26 objective is not to answer Mahathir's 
pertinent questions. 

Seeds of Terror is a compact assemblage of information 
that is surprisingly easy to read, a compliment to Ressa's 
lean, often compelling writing style. Still, it remains diffi- 
cult for most non-Muslims to understand why opinion polls 
last year in a moderate Islamic nation such as Indonesia 
revealed that Osama bin Laden is considered more trust- 
worthy and less of a threat to world peace than George W. 
Bush. It is in the answer to that question that the seeds of 
"terror" may truly lie. = 





Phil Rees is a writer based in London. His book Dining with 
Terrorists will be published by Macmillan next year 
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INSIDE INFORMATION 


The reality that “everybody spies” is aptly illustrated 
in Ken Conboy's new book, /ntel: Inside Indonesia's 
Intelligence Service. Conboy, country manager for 
security firm Risk Management Advisory and author 
of Kopassus, an account of Indonesia’s special forces, 
claims a high level of access to Badan Intelijen 
Negara (BIN) archives and officials for this account of 
Indonesia’s intelligence establishment. His well- 
written history sorts out the sometimes confusing 
origins and evolution of the Indonesian service. 
Conboy enriches his work with surprisingly frank 
descriptions of espionage tradecraft, even including 
details like names of case subjects. These, and the 
detailed footnotes, suggest that his claim of extensive 
access to BIN files is justified. There are photos of 
protagonists and antagonists, 
passport copies, surveillance [ Intel: Inside 
pictures and other interesting Indonesia’s 
titbits, well matched to the text. — Intelligence Service ] 
One operation against Por- viles ue 
Equinox Publishing. 
tuguese army Maj. Antonio Joao — $24.99 
Soares just before the invasion 
of Timor in 1974 reveals tenac- 
ity, enthusiasm and even a bit 
of silliness. Accurately guessing 
that Soares was carrying 
classified documents related to 
Timor, his Indonesian hosts 
tried to separate him from his 
baggage, first by spiking his 
drinking water to prompt him to 
seek medical attention for 
stomach cramps. Instead he 
kept himself locked in his hotel room. Later, they 
created an immigration problem that prevented him 
from boarding his connecting flight to Dili. The 
documents in fact revealed Portugal's intention to 
"cut and run" from Timor, and speeded Jakarta's 
planned intervention. Indonesian operations against 
the substantial Cold War Russian presence in Jakarta 
are also chronicled in detail, as are Indonesia's recent 
joint operations with the United States against 
Jemaah Islamiah et a/ in the wake of the September 
11, 2001, attacks in the U.S. Reading this book makes 
one wonder whether the U.S. Central Intelligence 
Agency will be pleased or appalled at the apparently 
high level of disclosure by the Indonesians. 

The author presents the picture of a service that 
actively evolved into a competent ally of the West 
after the fall of Sukarno in 1965. This is where one 
wonders how tall the tales are, or at least how much 
the story has been spun to play well in the U.S. There 
are also apparent omissions in the midst of all the 
revelations: China, shown in one long footnote to be a 
major concern of the Indonesian intelligence service, 
is only briefly discussed and not even referenced in 
the index, suggesting that Indonesia's large northern 
neighbour is one subject about which the author's 
inside sources remain reticent. 

Still, Conboy's work is a good look at an under- 
examined area of modern history, and worth reading. 


Matt Brazil 
Matt Brazil is a doctoral student at the University of Sydney 











Getting There Is Half the Fun 


For people on the move in Asia, the journeys are often much more 


memorable than the destinations 


EVERY NOW AND THEN, there is a travel 
industry breakthrough so significant that jour- 
nalists have a moral duty to set aside all that 
is important to us, such as the lunches we 
might be drinking, to make sure the world is 
immediately informed. 

The discovery is this: Pilots Should Be Sure 
To Identify Which Button They’re Pressing On 
Their Flight Decks. 

This important addition to the lore of “best 
practice” procedures for pilots comes to us 
courtesy of the pilot of a flight from Manila the 
other day. The aircraft took off early on Sunday, 
April 11. About 10 minutes into the flight, the 
captain pressed an unlabelled button on the 
flight deck of the jet. 

Nothing happened. At least, not within the 
aircraft. But the pushing of the button caused 
the sending of an electronic signal saying that 
the flight had hijackers on board and that help 
was urgently needed. 

Red alert! Control-tower staff at Ninoy 
Aquino International Airport snapped into 
action, dropping their breakfasts, ordering the 
aircraft to turn around, dump its fuel into the 
sea and land. Security forces led by Gen. Angel 
Atutubo (only in the Philippines can tough 
guys bristling with guns have names like 
"Angel" and "Adorable") leapt onto the aircraft, 
weapons at the ready. At which point the pilot 
explained that there were no hijackers. He had 
merely pressed an innocent-looking button. 
Everyone was very relieved, the Philippine Star 
reported. No doubt they laughed, patted each 
other on the back and went back to work, 
cheered by the interlude. Pilots, why not press 
lots of different buttons at random, and we'll all 
have even more fun? 

Anyway, while frequent travellers are con- 
templating this, I must report on another recent 
story about an interrupted journey. 

A group of schoolchildren in Malaysia set 
off on a weekend coach trip to the Cameron 
Highlands on April 9. The journey had been 
preceded by the usual stuff: Parents had 
received a letter from the school, they'd given 
the kids fees to pay for the trip, a chartered bus 
was organized and a bungalow-hotel booked. 
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OPEN-MINDED: 
staff at China 
Airlines of Taiwan 
have felt the need 
to add large, 
prominent stickers 
to the doors of their 
aircraft, | hear from 
reader Aymeric 
Fraise. The signs 
say: “Do not open 
door during flight.” 


On the evening of the school trip, a barber named C. Munian delivered 
his daughter to the bus, became suspicious of the fact that no teachers or 
adults of any kind were in evidence, and followed it. He eventually stopped 
the bus and asked where the staff were. 

Ooh. Ah. The teachers were in a car which had, er, stopped for fuel, he 
was told. Mr. Munian went to the fuel station and found no teachers, The 
Star reported. He raced back to the bus and ordered his teenage daughter to 
disembark, noting that her boyfriend was among those on board the vehi- 
cle. The game was up. 

The story emerged that the entire school trip was fake: Teenage boys and 
girls organized it themselves in a bid to further their education about activi- 
ties not prominent on the curriculum of conservative Malaysian schools. 

To me, this shows commendable intelligence, initiative and organiza- 
tional skills, and augurs well for the country’s future. However, knowing 
Malaysian parents, the kids will probably be given what Mel Gibson would 
call an excessive scourging, and then be 
grounded for two to three decades. And those 
will be the lucky ones. 

Interrupted journeys are always memorable. 
I once travelled in a rickety aircraft across 
Indochina to a terrifyingly bumpy landing in 
Laos. I staggered off the aircraft and swore I 
would never fly with that airline again. That was 
when a staff member, kicking chickens off the 
runway, explained that we had not arrived, but 
had made an unscheduled stop and I had to re- 
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board in 20 minutes. 

I don't know how I managed to get back on 
board that nightmare flight, though it may have 
something to do with the way my companions car- 
ried me up the stairs trussed up like one of the 
chickens infesting the airstrip. Still, I survived. 
One can only be thankful for small mercies. The 


aircraft had no mystery buttons to press. = 
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CEO CALL 








MEG WHITMAN, eBay 


An On-Line Cash Machine 


eBay is phenomenal by any measure. With rocketing sales and revenues, the on-line 
auction house has built a multibillion-dollar business in less than a decade 


SHE SPEAKS IN soundbites peppered with sta- 
tistics. In the space of half an hour, Meg Whitman 
prefaces her remarks four times with the words, 
“with its 94 million registered users worldwide, 
eBay...” Not very subtle, but with eBay there's 
plenty to crow about. 

Profitable since its launch in 1995, the on-line 
auction house earned $2.17 billion on sales of $24 
billion in 2003. Growing at 35%-40% a year, the 
company expects earnings to hit $3 billion this 
year, a full year earlier than anticipated, Whitman 
recently told analysts. “I think we are just at the 
beginning,” she says, adding that she loves her 
job. Wouldn't you love your job with just half of 
those earnings figures? 

Whitman's at the top of her game: Fortune 
ranked her the second most powerful woman 
in business in 2003; Worth magazine ranked her 
No. 1 on its list of best CEOs; and Business Week 
has named her among the 25 most powerful busi- 
ness managers annually since 2000. 

While eBay isn't her invention, she’s clearly 
fascinated with the concept—and loves promoting 
it. “It was an entirely new concept in 1995,” says 
Whitman who joined as president and CEO in 
March 1998. In fact, she explains, the very notion 
must at first have seemed impossible: “The idea that 
people will send money to someone they don't know 
and hope they will get the product" in exchange. 

But eBay is a buyer's and a seller's paradise. 
The vast variety of similar products on a single site 
makes for easy comparison and operates as an 
instant price-equalizer. For the seller, its saves on 
marketing and provides instant access to an elec- 
tronic-payment system that would normally be 
unavailable to small businessmen. The heart that 
pumps life into the business model, though, is the 
community self-monitoring. Before making a pur- 
chase, buyers can check out the seller's reputation 
from his previous customers and assure them- 
selves of his bona fides. 

In Asia, the company has majority investments 
in Web sites in South Korea, Taiwan, China, Hong 
Kong, Singapore, Australia and New Zealand. 
Through them, a television set is sold every 15 min- 
utes in Korea, a T-shirt every ro seconds in China 
and a watch every five minutes in Hong Kong. 
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Still, in many parts of Asia on-line payment 
is a novelty, delivery systems are sometimes 
flawed and identity theft is a serious problem. 
But Whitman counters that “the community 
of users is incredibly entrepreneurial. They fig- 

ure out how to get around difficulties." In Beijing, 

for example, early on-line shoppers would meet 

on-line to negotiate deals, “but then meet in Star- 

bucks to exchange goods," laughs Whitman. 
Last June, eBay spent $180 million on China's 

EachNet, which it renamed eBay EachNet last week. 
But despite its 4.3 million registered users, the busi- 

ness has yet to turn a profit. Whitman says she 

learned a lesson from eBay's experience in Japan. 
~~ In February 2002 she pulled out of Japan because, 





to Yahoo!, which had launched its Japanese operations five months 
before eBay entered the market in September 1999. So she decided 
to invest early in China to get ahead of the competition. 

Interestingly in China, eBay isn't just a Shanghai and Beijing 
phenomenon: 52% of its users live in western China. But then, 
western China is precisely the type of market where eBay would 
excel: Where shops are scarce, eBay offers, as Whitman puts it “a 
geographic reach that extends infinitely." 

The biggest surprise isn't who uses eBay but what people buy 
through the site. Whitman says she could never have expected 
customers to buy used cars on-line. But in the fourth quarter 
of 2003, eBay Motors registered worldwide sales of $7.5 million. 
When Whitman took over, the hottest selling item on eBay 
was the stuffed toy "Beanie Babies." With a self-satisfied smile, 
she says, “I don't think I would ever have predicted we'd go from 
Beanies to Beamers." LARA WOZNIAK 
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as Whitman puts it, eBay was “a distant second” ~ 
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Letters 


_ PRESERVING TRADITIONS 

Your article, Dying Gasp of an An- 
- cient Tale [Mar. 18], on I La Galigo, 
an adaptation by American theatre 
director Robert Wilson of an epic cre- 
ation myth, provides important in- 
sights into the dying heritage of the 
Bugis people. 

Sulawesi, from where the Bugis 
originally sprang, is an island that was 
of strategic importance during the hey- 
day of the spice trade. Your article high- 
lights the need to preserve precious tra- 
ditions that are about to be lost in a 
fast-changing Indonesia. 

RENEE CHEW 
Singapore 


Way GM Is iN INDIA 

In Offshoring: Don't Fight It [The 5th 
Column, Mar. 18], Nayan Chanda men- 
tions that General Motors shed one- 
third of its engineers and designers 
to move to a research laboratory in 
India. This is inaccurate. 

General Motors has been reduc- 
ing its engineering staff in the United 
States for over a decade. This is the 
result of a number of consolidations 
in the engineering organization that 
has not only streamlined this busi- 
ness but improved productivity. The 
consolidation is not related in any way 
to the opening of a small engineering 
centre and research lab in India, 
which was established to support the 
growth potential we see in the Asia- 
Pacific region. 

TOM WILKINSON 
Director 
Corporate Technology Communications 


General Motors 
Warren, Michigan 


WiTH CANDOUR 

Your article, The Guardian Angel 
Finally Had Enough [Apr. 22], con- 
cerning my departure from the Amer- 
ican Institute in Taiwan, or AIT, 
requires clarification. 

First, I gave no “dangerously mis- 
leading signals" about referendums in 
Taiwan. In recent testimony before the 
United States-China Economic and 
Security Review Commission, U.S. 
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State Department official Randy 
Schriver said: “We support referenda 
in principle . . . [T]his is a normal tool 
for democracies. It should be a tool 
available to Taiwan." During my tenure 
at AIT, I never deviated from this pol- 
icy in my rare public or private com- 
ments on the subject. 

Secondly, your article stated that I 
insisted, "incorrectly," that the Bush 
administration never opposed Taiwan's 
independence. This propagates an 
inaccuracy that bears explaining. After 
an October 2003 meeting, reports cir- 
culated that U.S. President George 
W. Bush had told President Hu Jintao 
of China that he “opposed” Taiwan 
independence. 

A White House press release after 
that meeting noted that Bush had reit- 
erated the long-standing policy that 
the U.S. "does not support" Taiwan 
independence. I was briefed by a sen- 
ior State Department official that the 
White House statement was accurate. 
I was well aware of the nuance. The 
one time I recall discussing the mat- 
ter in public, during a radio interview, 
I referred to definitive public com- 
ments from August 2002 by U.S. 
Deputy Secretary of State Richard 
Armitage, in which he restated that 
“do not support" was the policy and 
explained the distinction between that 
formulation and “oppose.” 

Finally, your article asserts that I 
signalled unconditional American 
support for Taiwan President Chen 
Shui-bian during his October 2003 
transit through the United States. You 
would find no comments by me that 
bolstered this assertion. 

Taiwan is a friend of the United 
States, and one should speak clearly 
with friends. You described my tenure 
as one marked by “gaffes,” recalling 
the old joke in Washington that a 
“gaffe” is when someone accidentally 
tells the truth or speaks with candour. 
Guilty as charged. 


THERESE SHAHEEN 
Washington 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong: By fax: (852) 2503 1536: 
By e-mail: letters@feer.com 
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12 NEW TERRORIST ALLIES 
Philippine authorities now acknowledge that a 
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Editorials 


Has the Experiment Failed? 


China's communists renege on their promise to Hong Kong of ‘a high degree of autonomy’ 


"THE HOPE has long been that China's experiment with eco- 
nomic liberalization would result in authorities eventually accept- 
" ing that it's in China's best interest that political freedoms also 
- should rise. Fat chance. When the National People's Congress 
` Standing Committee ruled out Hong Kong's hope for an expan- 
- sion of rights, it made clear that democracy would come only over 
- its dead body. (See related article on page 11.) 
The NPC Standing Committee said there'd be no direct elec- 
. tion for the territory's chief executive in 2007 or for all legisla- 
-tive assembly seats in 2008, dates when Hong Kong residents 
_ had reasonably hoped to be entrusted with full rights to choose 
_ their leaders. And if at some point the number of directly elected 
seats in the legislature were expanded, this will be accompanied 
_ by a proportional rise in seats for "functional constituencies — 
which represent professional groups with few eligible voters. 
The ruling is an insult to Hong Kong, whose people will be 
-the ones most directly hurt. But it says as much about Beijing's 
plans for the rest of the country. Nothing made this clearer 
than Vice-President Zeng Qinghong's veiled advice: "For Hong 
Kong and Macau, the eternal theme is developing the econ- 
omy and improving people's livelihood." Make money, forget pol- 
itics: A stark reminder that business interests, as China under- 
stands them, don't always equate with liberal capitalism. 


It's clear Beijing intends to do everything it can to keep 
economic openness and political rights in strictly separate 
spheres. No doubt, many parts of the mainland will one day be 
almost as wealthy as Hong Kong, and may even have the accou- 
trements of a modern business culture—for example, there 
are attempts to better regulate companies and markets. But while 
it’s possible to contemplate the rule of law dictating business 
practices, there is little doubt that the rule of dictators will con- 
tinue to govern the Chinese people as long as the Communist 
Party rules. If Hong Kong can have its democratic aspirations 
deep-frozen, a Shanghai or a Guangzhou isnt likely to be allowed 
to extend more political rights to its residents. 

Heaping on the insults, the NPC Standing Committee's deputy 
secretary-general, Qiao Xiaoyang, told Hong Kong residents 
that they did not understand “one country, two systems.” The fact 
is, they understand it too well, and now see it is a lie. Today, the 
development of the system Hong Kong started out with as a 
Chinese city in 1997 has been arrested and is being winnowed 
down to put the ruling elite’s interests before that of citizens. Why? 
Because that’s the only way communists understand constitu- 
tions: They are instruments of state to protect the party. 

China’s experiment with Hong Kong and “one country, two ei 
tems" has failed. China has shown it cant tolerate liberalism. © 





Some Choice Not much to vote on in the Philippines’ presidential elections 


NEXT UP, the Philippines. On May to, 
 thecountry will join the half-dozen Asian 
. nations that have held elections this year. 
Certainly, the Philippines could do with a 
competition of ideas over national pol- 
icy that normally comes with polls. But 
maybe we missed something, because 
between incumbent Gloria Macapagal- 
Arroyo and Fernando Poe, Jr., the two 
leading presidential candidates, there's 
been little substantive debate. 

Tellingly, in a country where the best 
way to reach voters is through television, 
there will be no televised debate this year 
between presidential candidates. Mr. Poe, 
the former film star popularly known 
either as FP] or “Da King,” refuses to take 
part. And if Da King won't deign to debate, 
neither will Mrs. Arroyo. To be sure, there 
may be little to argue over. Although they 
couldn't come from more different back- 
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grounds, the patrician Mrs. Arroyo and 
the pop-culture idol Mr. Poe in fact are 
much of a muchness. 

Mr. Poe says he wants to end the 
endemic corruption that saps the energy 
of the country. He wants to strengthen 
democracy in the Philippines and increase 
transparency in government. His cam- 
paign catchphrase is "Breakfast, lunch and 
dinner’—or how to ensure the poor dort 
go without. But it's unclear how he plans 
to do any of this. For her part, Mrs. Arroyo 
also wants to end corruption and improve 
government efficiency. But she has accom- 
plished little as president and shows few 
signs of bettering her record. 

Mrs. Arroyo recently said: "I inher- 
ited a huge, huge unemployment pop- 
ulation... I thought that was my pri- 
ority, to create jobs." After three years, 
the jobless rate has hardly budged. 


Instead of addressing inadequacies in 
the economy that put off investors, 
Manila has been hoping to export its 
unemployment problem. Already, about 
996 of Filipinos work overseas, and last 
year they sent home an estimated $7.6 
billion, an amount equivalent to 10% of 
GDP. Today, more are being encouraged 


-to pack their bags; it almost seems that 
~ the most active part of Philippine foreign 


policy is negotiating employment pacts 
with other countries. (One was completed 
with South Korea last week.) 

Are we being too hard on Mrs. 
Arroyo? We're only judging her by her 
record. But we're hardly giving Mr. Poe 
a pass—he has no record to judge, and we 
still cant figure out what he plans to do. 
Sadly, 18 years after People Power, the 
Philippines is still struggling to develop a 
credible political class. = 
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Bush Faces Taiwan 
Inauguration Poser 


United States officials are mulling who should lead Wash- 
ington’s delegation to the May 20 inauguration of Taiwan's 
President Chen Shui-bian. The issue is delicate because the 
U.S. does not have diplomatic relations with Taiwan, and 
because China, which considers Taiwan part of its territory, 
objects to the U.S. sending a delegation to the inauguration 
at all. Although supporters of Taiwan in Washington are push- 
ing for the U.S. to send a senior administration member, a 
U.S. official with knowledge of the issue says that is not under 
consideration. One option that is under discussion is to 
send a prominent friend of the U.S. president, as the Clinton 
administration did in 1996, when it sent lawyer Vernon Jor- 
dan to the inauguration of President Lee Teng-hui. Top can- 
didates this time are former director of the Federal Emergency 
Management Agency Joe M. Allbaugh, who served as George 
W. Bush's chief of staff when the president was governor of 
Texas, and former White House counsellor Karen Hughes. 
Another option, the official says, is to send a former senior 
official, as the Clinton administration did in 2000, when it 
sent Laura D'Andrea Tyson, a former national economic 
adviser. The third option being weighed is to ask a member 
of Congress to represent the president. 


BANGLADESH BUCKLES UNDER PRESSURE 
Bangladesh appears to have buckled under Chinese pressure 
and cancelled the formal opening of a Taiwanese trade office 
in Dhaka. The office has been operating since March r, but 
a grand formal opening was planned on April 26 to coin- 
cide with a visit by a large delegation from the Taiwan Exter- 
nal Trade Development Council. “There will be no such for- 
mal opening," said the head of the Bangladesh Board of 
Investment, who had originally authorized the opening ofthe 
trade bureau. Bangladesh also cancelled plans to sign a trade- 
and-investment agreement during the visit of the Taiwanese 
trade delegation, which arrived in Dhaka on April 26. Ana- 
lysts noted that Bangladesh's change of heart followed meet- 
ings last month between Chinese Ambassador Chai Xi and 
Prime Minister Khaleda Zia and Foreign Minister Morshed 
Khan, when the envoy complained about the planned open- 
ing of the office during a visit by a quasi-government Tai- 
wanese body. Bangladesh, which follows a one-China pol- 
icy, had insisted that the office was intended to further facil- 
itate trade with Taiwan and had no political role. Bangladesh 
and China have traditionally warm ties, with Beijing an impor- 
tant donor and supplier of military equipment. 


U.S. AND NORTH KonEA TALK AID 

Despite the stand-off between the United States and North 
Korea over Pyongyang's nuclear-weapons programme, the 
two sides have continued discussions on the monitoring of 
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humanitarian aid delivered to the isolated communist state. 
Two representatives of the U.S. Agency for International 
Development met in Seattle with four representatives of North 
Korea's Flood Damage Rehabilitation Committee on March 
31 and April 1, according to a U.S. official. “We talked about 
humanitarian-aid monitoring and access in North Korea," the 
official says about the meetings, which were organized by 
Mercy Corp, a private American aid organization that has 
assistance programmes in North Korea. "Nothing was specif- 
ically resolved, but the meeting was very informative for both 
sides," says the official, adding, "They shared their perspec- 
tives on monitoring and access and [their desire] for greater 
amounts of assistance, and we conveyed that the validity of 
any humanitarian programme is determined through the abil- 
ity of a humanitarian organization to access the needy." Wash- 
ington announced in December that it was sending 60,000 
tonnes of food to North Korea through the United Nations' 
World Food Programme for fiscal year 2003, but the U.S. has 
not made any new aid commitments for 2004. The U.S. 
has, however, said it is willing to send more aid to North Korea 
following a railway blast that killed scores of people in the 
northern town of Ryongchon on April 22. 


Poppy PLAN Hurts ETHNIC MINORITIES 

Laos’ goal of eradicating poppy cultivation by the year 2005 has 
had grave social consequences. Vientiane announced its inten- 
tion last year and has since stepped up the relocation of tens 
of thousands of people from ethnic-minority hill tribes such 
as the Hmong and Akha, who grow the plant from which 
opium is extracted. International non-governmental organi- 
zations working in northern provinces claim that the relocated 
tribespeople have been left with few alternative crops to grow 
and little government support in their new lowland homes. 
“There is mounting evidence . . . large numbers of hill tribes- 
people have died as a result of being moved down to the val- 
leys. There has been a lack of preparation,” says a Western 
diplomat. Another senior envoy in Vientiane says that if the 
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PROBLEMATIC PLAN: A Hmong woman in a north Laos poppy field 
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government insists on total opium elimination by 2005, “such 
a deadline can only be met by more and more draconian meas- 
ures,” which could trigger a humanitarian catastrophe. But 
Parisak Pravongviengkham, an official at the Lao Ministry of 
Agriculture, insists “ we don't displace people, we develop 
opportunities and it is up to the people to choose.” The Lao 
government has long been urged by Western nations and inter- 
national agencies to crack down on poppy cultivation, but some 
of them are now quietly urging the government to slow down 
until basic sanitation and health services are in place. 


BURMA ACCUSED OF RAPE POLICY 

Two members of the United States Congress have alleged that 
the Burmese military government uses rape as a weapon of 
war. Citing a new report by a Thailand-based Burmese eth- 
nic-minority group, the Karen Women’s Organization, Kansas 
Republican Sen. Sam Brownback said in an April 27 statement 
that “this horrifying evidence . . . suggests that Burma's regime 
is deliberately using rape as a weapon to terrorize and subju- 
gate the Burmese people.” The report documented more than 
100 recent rapes by the regime’s soldiers. California Repub- 
lican Elton Gallegly, who chairs a House of Representatives 
subcommittee on terrorism, nonproliferation and human 
rights, said in a statement published in the Congressional Record 
on April 20 that he was “especially horrified with evidence that 
over half of the rapes were committed by military officers, and 
40% were gang rapes.” Gallegly noted that the report found 
that in 28% of the cases “the women were brutally killed and 
often mutilated after being raped by officers.” The study 
adds additional evidence to that already presented in previ- 
ous reports by the U.S. State Department and two private 
groups—the Shan Women’s Action Network of Burma and 
U.S. advocacy group Refugees International. 


ASEAN COOL ON SECURITY CONCEPT 
Indonesia is trying to organize a special Asean foreign min- 
isters’ meeting to flesh out the regional group’s concept of 
a security community that was adopted last October at a sum- 
mit in Bali. But the cool response from some of the nine other 
members of the Association of Southeast Asian Nations sug- 
gests a reluctance to venture down the path of cooperative 
security. The Indonesian Foreign Ministry wants the meet- 
ing to take place on May 28-29 in Bali, though only Burma 
initially indicated it would attend. Most of the other Asean 
members cited scheduling difficulties, though some just said 
it wasn't convenient, according to a Southeast Asian offi- 
cial. Indonesian Foreign Minister Hassan Wirayuda proposed 
a ministerial meeting after Asean senior officials made little 
headway on the subject at a Jakarta gathering in February. 
The officials were due to meet again in Jakarta on May 3-5. 
Depending on their progress, the Indonesians might have to 
reschedule the ministerial meeting or abandon it, the offi- 
cial says. Indonesia’s aim is to have an action plan ready 
for Asean leaders to approve at their summit in Laos later 
this year. (See article on page 19.) — 
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A CRITIC IN THE 
SENATE: Sen. Sam 
Brownback accuses 
the Burmese mili- 


tary of using rape as 
a weapon of war 
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Fee staff are used to beating the 
odds to make the delivery, whatever 
the situation - it's what makes FedEx the 
world's most reliable air express compa- 
ny. Even so, when bad weather forced the 
closure of Beijing's main airport, they 
really had to call on all their ingenuity 
and teamwork to get through. 


Caught up in the middle of the air traffic 
chaos was a special package containing 
vital medicine for a blind woman in Dalian. 
If she didn't have it by the following day 
her life would have been in real danger. 


Fortunately for her, the FedEx team were 
quickly on the case. Faced with a huge 
backlog of flights and no guaranteed 
take-off times, the Beijing operations 
team and the station 
staff in the port city of 
Dalian got to work. 








Beijing Customs 
Clearance Agent 





A 


Dalian Ground Operations Team 


"Our early flight was cancelled and we 
didn't know when the weather would 
turn," recalls FedEx Beijing station man- 
ager, who was coordinating the opera- 
tion. Having secured priority customs 
clearance, he decided the medicine 
would have to be hand-carried on the first 
available commercial flight out. "We 
knew it was urgent and that the con- 
signee needed it badly." 


Intensive negotiations with the airlines 
secured a much-in-demand seat for the 
all-important medicine. 


By 9 o'clock the next morning, thanks to 
the determination and professionalism of 
the FedEx team, the medicine was safely 
in the hands of an extremely grateful 
customer, who personally phoned FedEx 
Dalian station manager to thank him. 


Regional Briefing 





THIS WEEK 


Setbacks Loom for India’s Ruling Coalition 


Exit polls from the third stage of India’s five- 
phase general election suggest that the ruling 
coalition led by Prime Minister Atal Behari Vaj- 
payee’s Bharatiya Janata Party (BJP) may lose 
strength when all the votes are tallied on May 13. 
The previous government was made up of more 
than a dozen parties, and before the election 
Vajpayee had expressed hope that the next coali- 





VOTE: A failure for the BJP? 





DaimlerChrysler decided not to 
put any more money into ailing 
Japanese car maker Mitsubishi 
Motors, leaving the company 
scrambling to fill its need for 
¥700 billion ($6.3 billion) in new 
funds. The Mitsubishi group of 
companies, which together is the 
company’s second-largest share- 
holder behind DaimlerChrysler, is 
seen as the most likely saviour. 
The Mitsubishi group said after 
DaimlerChrysler declined to 
contribute ¥250 billion that it 
would invite a range of Japanese 
companies to support a bailout of 
Mitsubishi Motors. Meanwhile, 
another Japanese car maker that 
was in trouble just a few years 
ago has reported a record net 
profit of $4.5 billion for the 
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tion would be smaller 
and stronger. However, 
exit polls showed that 
the coalition may fall 
short of the 272 seats it 
needs to form a gov- 
ernment. Investors 
responded to the possi- 
bility of a hung parlia- 
ment with a sharp sell- 


off on the Bombay Stock 


Exchange, fuelling the 


biggest loss in two years. 


JAPAN 


financial year to March 31. The 
result confirmed Nissan’s status 


as the world’s most profitable car 


manufacturer. Nissan was said to 


be near bankruptcy in 1999 when 


its largest shareholder, Renault, 


installed Carlos Ghosn to turn the 


company around. 





JAPAN 


Sony reported a loss for 
its fourth quarter ended 
on March 31 and said full- 
year net income fell 23% 
to ¥88.5 billion ($814.1 
million) from a year ago. 
Analysts blamed the 
company’s continuing 
restructuring programme 
for the result. The loss in 
the fourth quarter was 
less than that in the same 
period a year ago. That 
earlier loss, along with a 
subdued three-year 
outlook, had caused the 
company to embark on a 
significant cost-cutting 
plan in the past year, 
which included early 
retirement for 3,600 
Japanese workers in the 
fourth quarter. 


The party of Prime 
Minister Junichiro Koizumi 
won all three seats in a 
by-election on April 25, a 
victory that was seen as a 
boost to his Liberal 
Democratic Party's hopes 
of good results in July's 
upper-house elections. 
The victory came as 
Koizumi moved into his 
fourth year as the 
nation's prime minister. It 
was considered a positive 
judgment on his handling 
of a hostage crisis in early 
April that saw three 





CLASHES BETWEEN 
government security 
forces and suspected 
Muslim rebels in Thai- 
land's south left at least 
95 people dead on April 
28 in what was the 
bloodiest day so far in 
the troubled history of 
the region, according to 
government officials. 
Armed groups launched 
dawn attacks at 10 
locations in the area. An 
army spokesman said 
that 93 attackers were 
killed. Prime Minister 
Thaksin Shinawatra said 
two security personnel 
were killed. He said the 
police and military 
forces had been pre- 
pared and that many 
attackers were armed 
only with machetes. 


Japanese hostages 
returned unharmed by 
Iraqi abductors. 


Honda Motor blamed 
rising costs in North 
America combined with 
the impact of a stronger 
yen against the U.S. 
dollar for a 37% drop in 
net profit for the quarter 
ended on March 31, to 
Y74.1 billion ($686.1 
million) versus Y 116.7 
billion a year ago. Sales in 
the quarter rose slightly 
to Y2.14 trillion. Honda 
was unseated by rival 
Nissan Motor as Japan's 
second-biggest car maker 
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in terms of sales. Toyota 
is in first place. 


SOUTH KOREA 


Deutsche Bank said it 
purchased an 8.3% stake 
in KorAm Bank, which is 
controlled by Citigroup. In 
February, Citigroup 
agreed to buy a 36.6% 
stake in KorAm from a 
group led by an American 
private investment 
company, Carlyle Group. 
Standard Chartered has 
said it will sell its nearly 
10% stake in the bank to 
Citigroup. Citigroup has 
also offered to buy shares 
from the market until 
April 30 in an attempt to 
wholly own the South 
Korean lender. 


NORTH KOREA 


Pyongyang said that 
damage caused by a train 
explosion on April 22 in 
which at least 161 people 
died and 1,300 were 
injured would total an 
estimated $350 million. 
North Korean officials 
said the explosion 
occurred when overhead 
electric cables ignited 
explosive chemicals and 
oil that were being 
transported by rail. The 
state news agency said 
that more than 30 public 
buildings and homes for 
8,000 families were 
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KOREA BLAST: Power cables caused it 


destroyed. Aid agencies 
and governments from 
around the world immedi- 
ately offered help. 


AUSTRALIA 


Prime Minister John 
Howard rejected allega- 
tions by a senior military 
officer that his govern- 
ment had tried to cover 
up a critical report on the 
nation’s defence intelli- 
gence. The controversy 
over Australia’s intelli- 





CRITICIZED: John Howard 


gence failures in East 
Timor and Iraq has 
swirled around Howard 
since the American-based 
Rand Corp. alleged that 
there were glaring ineffi- 
ciencies in Australia's spy 
network caused by 
"jurisdictional jealousy." 


In a case that reminded 
many foreign investors of 
Manulife's problems two 
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years ago, a Jakarta court 
declared bankrupt the 
Indonesian unit of the 
second-argest British 
insurer, Prudential. The 
court ruled the company 
insolvent for failing to pay 
bonuses and travel 
allowances claimed by a 
former agent, Malaysian 
Lee boon Siong. The 
Indonesian operations of 
Canadian insurer Manulife 
were declared bankrupt in 
2002 after a dispute with 
a former shareholder. The 
Supreme Court later 
overturned that ruling. 


Street fighting between 
Christian and Muslim 
factions rocked the 
provincial capital of 
Ambon in the Maluku 
islands. Authorities 
reported that the death 
toll from April 25 to the 
time the Review went to 
press on April 28 was 36. 
A total of 159 people 
were injured in that 
period. The 2 million 
people who live in the 
Malukus are evenly 
divided between Muslims 
and Christians. 


BANGLADESH 


Two small but extremely 
deadly outbreaks of a 
rare virus have hit 
Bangladesh, according to 
the World Health Organi- 
zation. In its Weekly 
Epidemiological Report 
published on April 23, 
the WHO said it had 
discovered two out- 
breaks of the Nipah virus, 
which had killed 35 out 
of 53 people identified as 
having contracted the 
disease. The virus first 
appeared in 1998 in 


: -$ Malaysia, when it had a 


devastating impact on 
the nation's pig farms. 


FRUSTRATED: 


Democrats 


protest at 
Hong Kong’s 
central 
government 
offices 





NO TO DEMOCRACY 


The decision was hardly unexpected but it could 
not have been more emphatic. On April 26, Bei- 
jing ruled that Hong Kong was not ready for 
full democracy. 

The ruling came from the standing commit- 
tee of China’s rubber-stamp parliament, the 
National People’s Congress, which rejected any — 


significant democratic reform in Hong Kong until — 


at least 2012. | 

|n the aftermath of an anti-government - 
protest by 500,000 people on July 1 last year, fol- 
lowed by a series of other demonstrations, Hong 
Kong democrats had put the central government 
on notice that they wanted the right to choose all 
their leaders in open and free elections from 
2007. Hong Kong's mini-constitution, the Basic 
Law, allows for this. But in recent months the sig- 
nals have been coming loud and clear from top 
officials in Beijing that the central government is 
strongly opposed to wider democracy in China's 
most prosperous city. 

In its ruling, the standing committee said that 
it was too early to change Hong Kong's voting 
methods while there was disagreement in the 
community about the type of electoral system 
needed. But there was no indication of when the 
time would be right for change. *Nobody could 
predict when Hong Kong would possess the con- 
ditions for universal suffrage," Hong Kong Chief 
Executive Tung Chee-hwa said. This puts the 
ruling Communist Party on a collision course with 
Hong Kong's frustrated pro-democracy camp, 
and the battle is certain to resume on the streets 
in the months ahead. David Lague 
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_A Dangerous 
New Alliance 


Officials now say the sinking of Superferry 14 was a terrorist attack. That makes it the 
deadliest in Asia since Bali—and provides evidence that two Al Qaeda experiments 
initiated more than a decade ago have teamed up to create a lethal new alliance 


WHEN THE BRAND NEW Superferry 14 
set sail from Manila on February 26, there 
were 900 passengers on board. Many of 
the travellers that evening were returning 
home ahead of the Easter holidays with 
bundles of clothes, toys and new rice 
cookers and stereos wrapped up in card- 
board and blue plastic string. 

About an hour after Superferry 14 left 
port an explosion and fire threw the ship 
into darkness and panic. Some passengers 
who weren't trapped by the spreading fire 
escaped by lifeboat; others leapt overboard. 
In the end, 116 people either died in the 
fire or drowned, or are still missing. 

It has taken nearly two months to 
determine the cause. Now, after a series 
of arrests and continuing forensic inves- 
tigations, security officials have con- 
cluded that what destroyed Superferry 14 
was a terrorist attack—the worst in Asia 
since the 2002 bombings in Bali which 
left 202 people dead, and the deadliest 
anywhere since a coordinated series of 
explosions ripped through several com- 
muter trains in Madrid. 

After interrogating a terrorist cell cap- 
tured in March in Manila, officials tell the 
REVIEW that they have determined the 
attack was the work of the Abu Sayyaf 
group, from the country’s southern jun- 
gles, together with the Rajah Solaiman 
Movement, a group of idealistic Filipino 
Muslim converts from the Manila area. 
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“I believe it was a bomb," Norberto 
Gonzales, President Gloria Macapagal- 
Arroyos National Security Adviser, told 
the Review. "The details in the confes- 
sions and the physical evidence both point 
to a bomb." 

The confessions also revealed a plan, 
interrupted by the arrest, to attack a pop- 
ular Manila shopping mall. Working 
together, the Abu Sayyaf and the Rajah 
Solaiman Movement have created a 
lethal new terrorist alliance that inves- 
tigators fear could execute future attacks 
in the capital. 

The Abu Sayyaf was developed by 


CONCLUSIONS 
FROM A TRAGEDY 


e Officials say a bomb 
caused the February 
Superferry 14 disaster 


e Abu Sayyaf has been 
implicated by evidence 
and confession 


* A local Muslim group 
assisted Abu Sayyaf 


e The threat of future 
attacks remains 





By James Hookway/MANILA 


Osama bin Laden's Al Qaeda terrorist net- 
work in the late 1980s and is on the 
United States’ list of terrorist organiza- 
tions. But despite the groups origins, its 
international connections and the stated 
Islamic separatist aspirations of some 
its core members, the Abu Sayyaf has per- 
formed mostly as a fractious, undisci- 
plined band of criminals seeking finan- 
cial gain. 

The Abu Sayyaf in fact claimed re- 
sponsibility immediately after the Super- 
ferry fire, saying that one of their agents 
had planted a bomb on the ferry. Police 
initially dismissed the claim as an idle 
boast. Arroyo issued a statement at the 
time saying there was no evidence that ter- 
rorists were involved. 

Now the evidence is convincing, sug- 
gesting the Abu Sayyaf could be evolving 
into the terrorist group its founders had 
hoped it would be. Philippine security offi- 
cials say that the sinking of Superferry 
14 was caused by an Abu Sayyaf member 
they call Passenger 51, after the berth the 
passenger was assigned. Passenger 51 did- 
n't sail on the ferry: Investigators say he 
slipped ashore just before it cast off. An 
hour or so later, an explosion from his 
berth caused the fire, investigators say. 

The sinking of Superferry 14, which 
now lies half-submerged in the shallows 
of Manila Bay, is evidence that mem- 
bers of the Rajah Solaiman Movement 
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ABU SAYYAF'S DOING: The wreck of Superferry 14 


can help the Abu Sayyaf reach a range 
of new targets. 

“Foreign terrorists find it difficult to 
enter the Philippines now, and the Abu 
Sayyaf finds it difficult to operate in 
Manila,” says an intelligence official. “So 
the Muslim converts have been activated.” 
Other Rajah Solaiman members previ- 
ously captured said they trained with the 
Philippines’ other prominent rebel sep- 
aratist organization, the Moro Islamic 
Liberation Front. 

The Philippines has long exerted a 
powerful pull over Islamist militants. Bin 
Laden’s early mentor, the Palestinian 
cleric Abdullah Azzam, frequently high- 
lighted the predominantly Christian Phil- 
ippines as a country that should be re- 
turned to the foreign religion which 
reached the islands first: Islam. 

Manila was also home from 1994 to 
early 1995 to Khalid Sheikh Mohammed, 
an architect of the September 11, 2001, 
terrorist attacks on New York and Wash- 
ington and alleged murderer of Wall Street 
Journal reporter Daniel Pearl. With his 
nephew, Ramzi Yousef, Mohammed plot- 
ted to kill Pope John Paul II in Manila and 
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bomb 11 U.S. airliners over the Pacific 
Ocean. The Philippines, too, was the pri- 
mary base of bin Laden's brother-in-law, 
Mohammed Jamal Khalifa, who first laid 
the seeds for the Abu Sayyaf in 1989 by 
recruiting budding terrorists from exist- 
ing Muslim guerrilla movements in the 
Philippines and sending them for train- 
ing in Afghanistan. 

Less well known was Khalifa’s longer- 
term plan to establish a network of 
Islamic missionary groups in the Philip- 
pines. These missionaries, intelligence 
officials say, sought out disaffected Chris- 
tians to convert them to the militants’ 
interpretation of Islam. 


URBAN TERRORISTS 

Of course, not all Muslim converts become 
terrorists. But those who are attracted 
to militant Islam make ideal terrorist 
agents, says Gonzales, the national secu- 
rity adviser. Unlike the Abu Sayyaf, who 
mostly come from the jungles of the south, 
the Philippines’ Muslim converts are often 
from the Manila area and familiar with 
how one the world’s most populous cities 
works. They speak the local dialect, and 


raise little if any suspicion. “They just 
blend in,” Gonzales says. 

Elsewhere in the world, Al Qaeda has 
tried to use converts to evade racial and 
religious profiling at airports and borders. 
Richard Reid, the shoe-bomber, was a 
British Muslim convert. Another convert, 
Jose Padilla, a gang member from Chi- 
cago, would later find notoriety when he 
allegedly tried to acquire radiological 
material for a terrorist bomb. 

But while Reid and Padilla were cap- 
tured before they could do any harm, Pas- 
senger 51 slipped through the net. 

Philippine authorities were under- 
standably reluctant to immediately treat 
the sinking of the Superferry 14 as a ter- 
rorist attack. Philippine ferries have an 
appalling safety record. In 1987, more than 
4,000 people died when a passenger ferry 
collided with an oil tanker near Mindoro 
Island in the world’s worst peacetime 
shipping disaster. The Superferry fire, it 
seemed, was little different. 

Investigators in the field thought 
otherwise. One key fact corroborated the 
Abu Sayyaf’s claim: In a telephone con- 
versation with a local reporter the day >> 
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following the fire, the group's leader, 
Khadaffy Janjalani, correctly identified the 
pseudonym that Passenger 51 used to 
book his passage on the ferry—it was 
the name of a Muslim convert killed by 
police two years earlier. Intelligence offi- 
cials say Janjalani could not have known 
the name unless his organization had 
some hand in causing the fire. 

Convincing evidence was a found a 
month later. On March 30, police caught 
a group of six Abu Sayyaf agents who 
were allegedly preparing to blow up the 
Glorietta shopping mall in Manila. One 
of the agents, a Muslim convert named 
Redendo Cain Dellosa, told his inter- 
rogators that he was Passenger 51. Police 
say he described in detail how he smug- 
gled a television set packed with explo- 
sives onto the ferry and quietly slipped 
away before it set sail. Two other captives 
confirmed his account. Police also say 
Dellosa told his interrogators he booked 
passage on the ferry with the same pseu- 
donym which Janjalani had earlier iden- 
tified: Arnulfo Alvarado. 

A few weeks later, investigators tipped 
the balance further towards a terrorist 
attack when they reported to intelligence 
officials that the twisted metal inside the 
listing hulk of Superferry 14 was consis- 
tent with damage caused by a bomb. 
Investigators are now carrying out a time- 
consuming search for traces of explo- 
sive residue in the half-submerged wreck. 


PHILIPPINES 





NEW THREAT: Abu Sayyaf leader Janjalani 


Police have concluded that Dellosa's 
account of the ferry attack was accurate. 
Dellosa was the ideal terrorist recruit. 
According to officials involved in the 
investigation, he converted to Islam in 
Manila in 2001 and joined the Rajah 
Solaiman Movement, named after an 
ancient Muslim sultan from the Manila 
area. He was sent to the southern island 
of Jolo, where the Abu Sayyaf were hold- 
ing various captives hostage. Dellosa's job 


The Deciding Vote 


A duel between the country's biggest movie star and its most popular newscaster is tipping 
the balance in the forthcoming presidential elections 


SINGERS, COMEDIANS AND actors are seldom far from 
politics in the Philippines. They have been a common sight 
on the campaign trail for a decade now, luring audiences into 
dusty town plazas and persuading some of the country's 
crustier politicians to perform as well in the hope of get- 


ting elected. 
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was to guard a group of Jehovah's Wit- 
nesses who had been abducted while sell- 
ing Avon cosmetics door-to-door. 

During this time, Dellosa told inter- 
rogators, he was trained in explosives by 
an Indonesian from the Jemaah Islamiah 
group, which has been blamed for the Bali 
bombings and has given support to Abu 
Sayyaf in the past. 

In 2002, Dellosa was arrested in Pan- 
gasinan province, north of Manila, where 
he and other Muslim converts were build- 
ing their own training camp, complete 
with foxholes, a firing range and an obsta- 
cle course. One of his colleagues, Marvin 
Geonzon, was later accused of planting a 
bomb at a restaurant in the predominantly 
Christian city of Zamboanga in the south- 
ern Philippines. Six people died. 

Dellosa, meantime, managed to post 
bail and vanished again to the southern 
Philippines. By the time he reappeared in 
Manila earlier this year, he was with a 
team of Abu Sayyaf bombers armed with 
a list of high-profile targets. He man- 
aged to strike only once before his arrest: 
Superferry 14. 

Intelligence officers see the arrest of 
Dellosa and the five other agents as a 
significant blow to the Abu Sayyaf's ambi- 
tions in Manila. But they say there are 
worried there are other converts waiting 
to link up with Abu Sayyaf bombers; two 
of the five other cell members were, like 
Dellosa, converts to Islam. & 


By James Hookway/MANILA 


Thus it seemed that Edgardo Angara, a senator and sea- 
soned back-room operator, had pulled off a master stroke when 
he recruited the Philippines’ biggest movie star, Fernando Poe 
Jr., to run as the opposition’s choice for president in May 10’s 
national elections. 


What Angara may not have anticipated was the selec- >> 
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tion of a television news anchor with the 
voice of an opera singer as incumbent 
President Gloria Macapagal-Arroyos run- 
ning mate. If anything, Noli De Castro— 
whose main prime-time innovation was 
to broadcast in Filipino, rather than Eng- 
lish, the language most used by the coun- 
try's elite—is more popular than Poe. 

Poe, 64, well-liked and generally 
thought of as incorruptible, provided 
Angara a direct connection to many ordi- 
nary Filipinos disillusioned with the back- 
room power-broking among the country's 
wealthy elite that usually determines who 
the country’s leaders will be. “The man is 
trustworthy—that comes across in the 
many roles he has portrayed in the 
movies," Angara tells the REVIEW. 

Poe's brooding silences and tough-guy 
persona also underscore the distance 
between the actor and the people who 
usually run the Philippines. Not long after 
Poe announced that he would run, many 
politicians threw their weight behind the 
actor, hoping to hitch a ride to power. In 
some instances, they abandoned prior 
alliances to join him. 

Then came De Castro. Before joining 
Arroyos ticket as vice-presidential candi- 
date in December, the chubby, casually 
dressed 54-year-old topped local opinion 
polls as a potential president and vice-pres- 
ident. In 2001, he used his 17-year career 
as one of the Philippines' most recogniz- 
able television figures to win a seat in the 
Senate, polling nearly as many votes as all 
the other candidates combined. 
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DREAM TEAM: President Arroyo with running mate De Castro (right) 


the Philippines can grow out of its obses- 
sion with celebrity politics: If De Cas- 
tro propels Arroyo back to the presiden- 
tial palace despite Poe's challenge, the 
Philippines ambitious actors and 
singers may think twice before running 
for office in future. 

The Philippine election revolves 
around the campaign teams' communi- 
cation skills, rather than the substance of 


THE CONTEST BETWEEN DE CASTRO'S PLAIN 
SPEAKING AND POE'S ACTION-STAR ALLURE WILL 
DEFINE THE OUTCOME OF THE ELECTION 


His job now: to transform Arroyos dry 
policy speeches into a political pitch that 
Poe's supporters can understand. So far, 
the pairing appears to be working: In April, 
Arroyo overtook Poe in the opinion polls. 
The Social Weather Stations polling com- 
pany reported that between April ro and 
17, 3596 of respondents said they would 
vote for Arroyo and 3196 for Poe. 

The contest between De Castro's 
plain speaking and Poe's action-star 
allure will define the outcome of the May 
10 election. It may also indicate whether 
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what they are trying to say. There are few 
ideological choices to make, no big deci- 
sions between Left and Right. Poe’s han- 
dlers say voters shouldn't waste time ana- 
lyzing the actor’s policy agenda; Poe’s pop- 
ular image as a taciturn man of integrity 
and action is, itself, the message. 

It is a message that is carefully crafted 
and delivered in television advertisements 
as slick as those broadcast in the United 
States, the Philippines’ former colonial 
mentor. At provincial campaign rallies, 
Filipinos have surpassed Americans at 


their own game. Go-go dancers and rock 
bands are the main attractions; speeches 
at Poe rallies are strictly limited to a max- 
imum of three minutes, with the actor 
getting a little longer to voice platitudes 
about teamwork and uniting to build a 
stronger Philippines. 

Elections here weren't always like this. 
Nationally elected posts such as president, 
vice-president and senator were once 
decided by how many local power-brokers 
each party could recruit to deliver votes. 

That still happens, to some extent. 
But over the past decade, the Philippines’ 
large overseas workforce has sent 
enough money back to the islands that 
televisions can be found in the most 
remote corners of the archipelago. “The 
spread of television has changed the 
landscape fundamentally in that it allows 
people to see the candidates and make 
their own decisions, at least at the 
national level,” says Eugenio Lopez III, 
chairman of ABS-CBN Broadcasting 
Corp., De Castro’s network. 

Still, translating Arroyo-speak into 
terms ordinary Filipinos can understand 
is sometimes tricky, even for De Castro. 
On a recent Arroyo campaign stop, for 
example, De Castro was left scratching his 
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head when the president described some- 
thing she called the “balding sea.” 

De Castro quickly decided she was 
talking about the depletion of fish stocks 
in Philippine waters, and swiftly elabo- 
rated on the theme before fielding more 
questions from the crowd. De Castro was 
then in his element; once the assortment 
of performers had finished their work, the 
rally resembled his television talk show, 
on a grand scale. 

Other celebrities from ABS-CBN have 
also joined Arroyo on stage, prompting 
accusations that the Lopez family that 
controls the broadcaster is lobbying for 
administration candidates in return for 
a helping hand in some of the family’s 
other businesses. The Lopez family denies 
supporting one candidate over another, 
pointing out that some ABS-CBN staff 
campaign for Poe, not Arroyo. Nor, says 
Lopez, the station’s boss, does ABS-CBN 
encourage its talent to run for office. 

“We'd like to keep them on. In the 
U.S., people like Dan Rather and Walter 


Cronkite work for years and years,” he 
says. But in the Philippines, he adds, 
newscasters like De Castro “reach a point 
where they feel the only way they can grow 
is to move on to other fields.” 


A FAMILIAR FACE 

De Castro’s biggest advantage is simply 
that Filipinos everywhere know who he is. 
People who have worked with him con- 
sistently point out his ubiquity. As host of 
the prime-time news bulletin on ABS- 
CBN, De Castro did more than anybody 
to make the Philippines’ native languages 
acceptable for political discussion, and he 
delivered the news in such a booming 
voice that he has been favourably com- 
pared with Italian opera singers. 

De Castro also went out into the barrios 
to report on themes the country’s poor 
could understand: poverty, injustice and 
crime. De Castro didn’t respond to requests 
to be interviewed for this article. 

His appeal cuts across generations. 
Onel de Guzman, the teenage author of the 








Love Bug computer virus, wrote a paean to 
De Castro into the text of his code before 
spreading it through the Internet. 

Out on the campaign trail, De Castro 
smoothes away Arroyo's sharp edges, act- 
ing as moderator in big, open-air talk 
shows, cheering her on as she lists her 
achievements since taking over from dis- 
graced former President Joseph Estrada. 

Still, De Castro's presence at Arroyo's 
side might not be enough to secure her 
the presidency, or dissuade other actors 
from seeking office in the future. In a 
country where per-capita income has, 
for the first time, been overtaken by 
China’s and voter apathy toward tradi- 
tional politicians is widespread, would-be 
presidents need an edge. 

A glance through the hopefuls for the 
12 senatorial seats also up for the taking 
on May 1o shows that Arroyo knows that, 
too. While Poe has only one celebrity on 
his ticket—Estrada's son, Jinggoy— 
Arroyo has four: De Castro, two action- 
film stars and a basketball player. & 
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SARS 


Lab Bungle 


China’s medical experts have let Sars loose. Doctors 


say it’s time to improve disease control 


By David Murphy/ BEIJING 


IT WAS A COLOSSAL MISTAKE. The stars of China’s medical 
establishment let Sars back on the streets. The latest outbreak 
of Severe Acute Respiratory Syndrome is the most serious 
since its rapid spread diminished in the first half of last 
year, and reveals a series of failures in the very place where 
precautions should have been tightest: at the country’s Cen- 
tre for Disease Control. 

For now, most Chinese and foreign medical experts believe 
that the outbreak can be contained, though they warn that 
more cases are possible among contacts of the two confirmed 
and six suspected cases acknowledged by the Ministry of 
Health as the REviEW went to press. Several hundred people 
were being held in isolation, part of a response that health 
experts say has allayed concerns of a major outbreak. “The 
World Health Organization still does not see a significant 
threat to public health from Sars in China,” the WHO said 
in a statement on April 27. 

How did the outbreak happen? The answer is not yet 
clear, but the working assumption of WHO investigators in 
China is that the first patient, a 26-year-old medical student, 
became infected while working on Sars tests inside con- 
trolled laboratories. 

The progress of the infections appears to reveal careless- 





NEW FEARS: Travellers at a Beijing railway station 
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ness inside the laboratories and no effective monitoring of 
staff health outside. 

The second confirmed victim is a 20-year-old nurse who 
treated the medical student. The student’s mother died, appar- 
ently of Sars, on April 19. The remaining suspected cases 
are family and colleagues of these people. 

During last year’s outbreak, the lack of funding in Chinese 
hospitals was seen to contribute to the inadequate handling 
of Sars. But one Chinese doctor familiar with the situation 
says resources are not the problem. He blames the culture 
in the CDC, a state-run research facility. “This is not a money 
issue,” he says. “The building itself and the people who 
work there belong to an old-style mentality. This is an anti- 
quated public-health system trying to deal with newly emerg- 
ing diseases.” 

This outbreak is considered more serious than those 
that occurred in Singapore, Taiwan and Guangdong last 
year and early this year, because this time it has spread from 
person to person. It has also appeared in two separate geo- 
graphical locations, Beijing and Anhui province, where the 
medical student travelled after contracting the disease. That 
expands the risk of a dual outbreak and raises the possibil- 
ity of infection along the 1,100-kilometre train route travelled 
by two Sars patients, one of whom has since died. 


PRESSURE TO IMPROVE LAB SAFETY 

At the country’s leading infectious-diseases laboratory, 
biosafety rules were apparently not being enforced. “This is 
not supposed to happen,” says Bob Dietz, spokesman for 
the WHO in Beijing, which is sending four teams of inves- 
tigators to examine different aspects of the outbreak, includ- 
ing lab safety. 

In addition to the medical student, a 31-year-old CDC 
researcher who became ill separately three weeks later is con- 
sidered a suspected case. If that is confirmed, it suggests that 
controls were lax over a period of time and raises the possi- 
bility that further cases may emerge in the coming days. 

Like the cases in Singapore and Taiwan last year, Beijing’s 
latest seems to have emerged from a laboratory where tests 
were being carried out on the virus. If that’s correct, it will 
mean that three out of the four incidents of Sars since last 
summer can be traced directly to laboratories. The Guang- 
dong outbreak in January this year was presumed to have been 
related to the city’s wild-animal markets, which were subse- 
quently forced to close. 

The current outbreak highlights the dangers of having 
too many labs handling the Sars virus, says Meirion Evans, 
a Wales-based epidemiologist who helped investigate China’s 
Sars epidemic with the WHO last year. “It calls for restrict- 
ing the numbers of laboratories and ensuring lab stan- 
dards are high enough. That might involve licensing or 
registration,” Evans says. 

The WHO has not called for lab closures, says Peter 
Cordingley, the organization's Manila-based spokesman. He 
adds that WHO officials do not even know how many lab- 
oratories in China hold the Sars virus. China's medical 
authorities have not told them. & 
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REGIONAL SECURITY 


Asean Apathy 


Indonesia proposes a regional peacekeeping force, 
but neighbours show little interest 


By Barry Wain/SINGAPORE 


WHILE EAST TIMOR burned in 1998, the Association of 
Southeast Asian Nations fiddled. It irritated Asean that the 
international force dispatched to quell the violence was largely 
composed of Australian troops supported by British units. 
Still, members of the regional grouping recognized that it was 
their own failure to respond to the crisis that invited outside 
intervention. Now Indonesia, as the current chairman of 
Asean, has proposed what it hopes would prevent such indig- 
nities in the future: an Asean peacekeeping force. 

Indonesia circulated a document to its nine fellow Asean 
members in February suggesting that existing and future 
peacekeeping centres in Asean states be linked into a network 
for joint planning and training, with a view to establishing an 
Asean Peacekeeping Centre by 2010. An actual peacekeeping 
force—what Jakarta calls a “standby arrangement" with a 
"deployment mechanism’—would be in place by 2012. It 
would work closely with the United Nations and would be 
available to answer emergencies both in Asean, with the 
approval of host governments, and internationally. 

But while the UN has endorsed Jakarta's proposal, it has 
received a cool reception in other Asean capitals. None of 
Asean’s other members has openly supported the idea. “It’s 
unlikely to get off the ground," says Mohamed Jawhar Has- 
san, director-general of the Institute of Strategic and Inter- 
national Studies in Malaysia. “I feel there is not enough polit- 
ical will among some Asean countries." 

Indonesia is pushing a peacekeeping force as part of a plan 
to give substance to a declaration by Southeast Asian lead- 
ers in Bali last October to establish an Asean Community, with 
security, economic and socio-cultural components. But by 
appearing to stress one pillar—a security community—Jakarta 
has surprised and, in some cases, annoyed its neighbours. 
Indonesia hasnt tried to exert its customary leadership role 
in Asean since Asia's economic crisis struck in 1997 and Pres- 
ident Suharto was toppled the following year. 


ARRAY OF SECURITY CHALLENGES 

Indonesian Foreign Minister Hassan Wirayuda has recently 
insisted that there is a "crying need" for Asean to strengthen 
its conflict-resolution mechanisms, given the array of security 
challenges facing member countries. *Most conflicts in the 
world today are not between states but within states, and inter- 
nal strife has a way of spilling over from the embattled coun- 
try to the rest of the region," he says. He wants Asean to 
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start developing regional peacekeeping arrangements and 
explore the creation of supporting institutions. 

Publicly, reaction within Asean has been restrained, with 
governments reluctant to give offence to Jakarta by being too 
critical. But Singapore has said Asean is the wrong forum for 
peacekeeping, because it isn't a defence or security organi- 
zation, while Vietnam has contended that it is “too early” 
to think of having regional peacekeepers. Comment from 
outside Asean tends to be more favourable, with UN Assis- 
tant Secretary General Danilo Tuerk officially welcoming 
Jakarta’s move in February. Paul Evans, an Asia security spe- 
cialist at the University of British Columbia, calls the peace- 
keeping initiative “an important aspiration” for Asean, albeit 
“perplexing operationally.” 

Indeed, critics have focused on the practical problems, 
pointing out that each Asean country has a different mili- 
tary doctrine and a different level of military capability. Par- 
ticipating forces would also have to standardize their weaponry 
and equipment so that they could function as a unit. 
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PEACEKEEPER: A Thai soldier with the United Nations in East Timor 





Beyond that, some analysts say Southeast Asia simply does 
not possess enough transport aircraft needed to deploy peace- 
keeping troops, “and if you have non-Asean elements it is 
no longer an Asean force,” says Malaysia’s Jawhar. “And 
who pays?” asks one senior Southeast Asian official. “The 
biggest obstacle for such a standby force would be the mag- 
nitude of the financing involved.” 

Politically, an Asean peacekeeping force would also 
encounter difficulties, not least because some governments 
are reluctant to allow their neighbours to intrude into their 
domestic affairs. For example, separatist conflicts in Indone- 
sia’s Aceh province, the Philippines’ Mindanao island and 
Thailand’s predominately Muslim southern border region 
pose sensitive domestic security questions that have regional 
implications. “But the track record shows that the three gov- 
ernments tend to guard jealously their rights to settle the 
issues against outside involvement,” Singapore's Straits Times 
commented in an editorial that called a regional peacekeep- 


ing force “an idea that is ahead of its time.” = 
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DRESS SENSE: A 
uniformed 
Musharraf greets 
visiting U.S. 


dignitary Colin 
Powell recently 


PAKISTAN 








Military Tightens Its Grip 


The go-ahead for a military-led National Security Council, President Musharraf’s ambiguity over 
his future and the jailing of an opposition leader heighten fears that democracy is in reverse 


IN RECENT WEEKS, Pakistan’s President Pervez Musharraf 
has made it a point to meet all visitors in his military uniform, 
sparking concern that he will renege on a pledge last Decem- 
ber to step down as army chief of staff by the end of this 
year. Musharraf gave added weight to these fears on April 13 
when he told the British Broadcasting Corp. that he was 
still undecided about whether to relinquish control over the 
armed forces. “This is a very contentious issue. We have to 
see. We have to wait and see,” he said. 

The government quickly insisted that the president 
would keep his word, but many local and foreign critics and 
analysts see Musharraf’s dress sense as yet 
another sign that the military is working to 
strengthen its control over a fledgling democ- 
racy and sapping the power of parliament and 
the elected civilian government of Prime Min- 
ister Zafarullah Khan Jamali. 

They note that a district court in Islam- 
abad on April 12 jailed leading opposition politi- 
cian Javed Hashmi to a total of 23 years for 
allegedly trying to incite the army to mutiny last 
year. The unprecedented punishment was read 
as a strong signal that the army will not toler- 
ate criticism from any quarter. It has been 
widely criticized, including by a key Musharraf 


ally, the United States, which has called for JAILED: Politician Javed Hashmi 
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By Ahmed Rashid/IstAMABAD 


Hashmi's appeal process to be more open than his closed trial. 
Further evidence of a shift away from democracy came 
two days later, when amid an opposition boycott a bill was 
rammed through parliament to set up a 13-man National Secu- 
rity Council (NSC). The new body, to be chaired by the presi- 
dent and gathering leaders of the armed forces, will give the 
military control of all strategic policymaking in Pakistan. The 
ruling Pakistan Muslim League (PML) and an alliance of Islamic 
parties had agreed in December—in exchange for Musharraf's 
pledge to put away his uniform—to back a constitutional 
amendment allowing for the creation of the NSC, enhancing 
the president's powers and validating the 1999 
coup that brought Musharraf to power. Mean- 
while, Musharraf has been sitting in on some cab- 
inet meetings alongside Jamali and chairing other 
5 ministerial meetings, all of which are normally 
the prerogative of the prime minister. 
"Members of parliament have never felt 
more powerless, useless and sidelined,” says a 
PML member of the Punjab provincial assem- 
bly. Members of the bureaucracy, who hoped 
to be reinstated into the power structure after 
the general election in 2002, are equally frus- 
trated, as some 600 retired and serving military 
officers still occupy top slots in ministries, state- 
run corporations and even universities. 
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But Musharraf’s tactics are alienating many. His revela- 
tion that he had not decided whether or not to step down from 
the military divided the cabinet and stunned many parlia- 
mentarians in the PML, while the opposition erupted in 
uproar. Even the Islamic fundamentalists, erstwhile allies of 
the military, were appalled at Musharraf’s apparent back- 
tracking. “If he manipulates the constitution to extend his 
unjustified rule, he will be subverting the constitution and his 
oath of military service,” Qazi Hussain Ahmad told a meet- 
ing of his Jamaat-e-Islami party in Lahore on April 20. 


LOSING SUPPORT 

Meanwhile, several senior retired generals told the REVIEW 
they feared that the overwhelming influence of the military 
and its refusal to make room for the elected government were 
eroding public support for both Musharraf and the armed 
forces as an institution. Others spoke of uncertainty and falling 
morale within the ranks. 

Senior presidential aides insist there is no power grab and 
say Musharraf is just frustrated at what he sees as the failings 
of the government and parliament. Ironically, analysts note, 
Musharraf and the military are in a secure position. The major 
opposition parties inside and outside parliament are weak and 
divided, while Islamic parties that control two provincial gov- 
ernments on the border with Afghanistan are torn between 
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their alliance with the military and opposition to Musharraf's 
war on terrorism. 

Moreover, the president is credited with brokering a thaw 
in relations with India and overseeing economic growth. 
Finance Minister Shaukat Aziz—a Musharraf nominee—says 
Pakistan will register 5.8 ?6 GDP growth this year, or about 
double the rate when the army took over in 1999. And on April 
22, the European Parliament ratified an important trade 
and cooperation agreement with Pakistan, which will dra- 
matically increase textile exports to Europe. Musharraf's firm 
support for the U.S.-led war on terrorism has also won the 
country huge amounts of aid and debt relief. 

Some analysts believe Musharraf's present strategy is as 
much motivated by mistrust of civilian leaders as by a desire 
to retain the support of both the U.S. and his major con- 
stituency—the Pakistan army. He cannot afford to be seen as 
a lame-duck army chief nine months before he is due to take 
off his uniform. But some critics and analysts believe Mushar- 
raf and the military are playing a risky game. "The military's 
central role in politics in Pakistan is at the heart of the country's 
troubled prospects," writes former U.S. diplomat Teresita Schaf- 
fer, in a report released in April by the Washington-based 
Centre for Strategic and International Studies. The report 
predicts that “the army is likely to retain its dominant role in 
politics for at least another 5-10 years and possibly longer." 
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Don’t Help Burma’s Generals 


By Zaw Oo 


The writer is a director of the Burma Fund, 
a Washington-based think-tank 


As I write this, the Burmese military junta called the State Peace 
and Development Council, or SPDC, is expected to soon free 
pro-democracy leaders Aung San Suu Kyi and Tin Oo. But it will 
do this solely for ulterior reasons. The SPDC is seeking some 
measure of international credibility. Releasing Suu Kyi will get 
Asean off its back. Next, by also pretending to seek a road map 
towards some form of “disciplined” democracy, the SPDC gives 
Asean the cover to accept Rangoon's chairmanship of the group 
in 2006. But in a vicious circle, the SPDC is strong-arming 
the democratic opposition by using any legitimacy it gains abroad 
to force the opposition into accepting its road map—which 
will only strengthen its position as a regime. The generals 
don't plan to retire from politics any time soon. 

The SPDC is rushing to implement its seven-point road 
map towards “democracy” by reconvening on May 17 a 
national convention to prepare a new constitution. The orig- 
inal convention was aborted in 1996 after the SPDC expelled 
the National League for Democracy for complaining that 
the convention was being manipulated. The new conven- 
tion will just as likely be manipulated. First, holding the meet- 
ing in a remote town called Mhawbi is meant to isolate and 
intimidate opposition delegates. Moreover, the convention 
commission will be made up only of SPDC officials, who will 
completely control the agenda and procedures. The junta 
could also use its notorious military rule, "Order 5/96," to 
suppress those who oppose its wishes. Certainly, that was what 
it did the last time around. 


The gross neglect of Burma’s social capital and a 
likely failure to stem the lucrative drug trade will 


export instability to Burma’s neighbours sy 


The junta’s hand-picked delegates are expected to ram 
through 104 constitutional principles laid down in 1996 before 
the last convention was scrapped. Those principles include set- 
ting aside 25% of parliamentary seats for the military, indirect 
election of the president through an electoral college, the 
requirement that presidential candidates have military expe- 
rience, and total autonomy for the military. They are a com- 
prehensive list of military prerogatives that make a mockery 
of any modern notion of constitutionality. Thus, through a 
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“guided” convention, the SPDC’s road map will 
lead to a “disciplined” political form: a constitu- 
tional military autocracy. 

Clearly, the SPDC’s version of “reform” will 
continue to be a disaster for Burmese. Its vision 
of democracy with dual power centres in the form 
of a military commander-in-chief and the presi- 
dent could easily become unstable because of 
the intermittent power struggles that emerge 
within the military. Its economic model won't bol- 
ster investors’ faith. (Even the Chinese have 
become frustrated with Burma’s appalling eco- 
nomic policies.) Dreams of Thai industrialists 
relocating manufacturing plants to Burma will 
remain just that: fantasies. And the continuing 
sross neglect of Burma’s social capital and a likely 
failure to stem the lucrative drug trade will export 
instability from Burma to its neighbours. 

A year ago, at a gathering in Bangkok of like- 
minded individuals from ro countries, there was 
the promise of a start to building an effective 
regional strategy towards Burma. The gathering, 
called the Bangkok Process, could have sent a 
clear signal to the SPDC that its intentions were 
unacceptable. Sadly, the meeting chose to build 
on the earlier constructive-engagement policy. 
Still, the damage could have been minimized if 
the process had crafted a larger international 
strategy by inviting the participation of the United 
States, and provided the United Nations a 
stronger mandate to mediate and enforce a dem- 
ocratic settlement in Burma. 

Today, only a democratic breakthrough can 
stop the looming confrontations in Burma. Suu 
Kyi has been consistent in offering a reasonable 
role for military leaders in jointly transforming 
Burma into a democratic country. In 1990, the 
Burmese military organized an election and 
supervised it; the NLD won but the military 
refused to honour the results. Now is the time 
finally to resolve this impasse. The key is to assist 
negotiations in Burma for implementing this as- 
yet-unrealized national mandate in a way that pro- 
vides shared responsibility between the NLD, the 
military and ethnic leaders. Compromise is 
needed to allow for a sharing of power and 
responsibility in managing a democratic transi- 
tion. All this is clear. But what would not be help- 
ful is for Burma's neighbours to help efforts 
by the SPDC to strengthen and prolong its rule. 
This would not be in the interest of anyone in 
Asia, let alone Burma. = 
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May Day Holiday Begins 
Amid Sars Fears 


The tourist industry in and around China braced for 
a crush of tourists taking advantage of the long May 
Day holiday from April 28 to May 7 as fears loomed 
over the potential impact of a new outbreak of Severe 
Acute Respiratory Syndrome. The Ministry of Rail- 
ways said it expected travellers to make 36.8 million 
journeys by train during the holiday, which is almost 
24 million trips more than last year, when the coun- 
try was gripped by fears of spreading Sars. The virus 
has recently been diagnosed again after a laboratory 
slip-up, and Beijing quarantined 700 people in an 
effort to keep it from spreading further. (See article on 
page 18.) Officials are keen to promote the impres- 
sion that they have responded quickly and transpar- 
ently to the outbreak this year and to assure people 
that it is safe to travel. The official Xinhua news 
agency urged Beijing residents to “trust the govern- 
ment” to control Sars. 
One Beijing health offi- 
cial said that “all the 
official departments in 
Beijing .. . have made 
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YOUTH unemployment in 
China’s urban areas is a 
growing and alarming 
problem, especially given 
that about 1 million new 
young people enter the 
workforce each year, 
according to a recently 
released government 
report. The report said 
that about 70% of China’s 
urban unemployed are 
under 35 years old. China 
says that its total unem- 
ployment rate is 4.7%, 
though many analysts 
believe the true number is 
at least twice as high. 


RENMINBI 


Beijing sought to douse 
speculation that the 
government might move 
to revalue the renminbi 
when it warned cur- 
rency speculators that 
betting on such a move 
would fail. In a report 
from the official Xinhua 
news agency, an 
unnamed government 
spokesman said that 
higher consumer prices 
and the trade deficit had 
helped to ease pressure 
on the currency. 


SARS FEARS: Masks return 


between the United 
States and China over 


MALUM Beijing's semiconductor 





full preparations for 
Sars prevention and 


control to guarantee our 
citizens a safe holiday.” 


MANUFACTURER LANDS ALCATEL DEAL 


China’s consumer-electronics maker TCL Corp. has announced its second 
major deal with a European manufacturer in the last six months. The latest 
deal significantly broadens TCL’s market reach in mobile phones. TCL will 
contribute $65.4 million for 55% of the joint venture; giant French telecom- 
munications company Alcatel will take the rest. Almost six months ago, 
another major French company, Thomson, joined with TCL in a joint 
venture that created the world’s largest maker of television sets with 
revenue of almost $3.8 billion expected. For Alcatel, the deal with TCL is 
probably the first step towards getting out of the business of making 
mobile phones altogether. Analysts see the move as a further sign that the 
future of the industry—as with many consumer-electronics-manufacturing 
sectors—lies in low-wage China. 
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Shanghai has introduced 
a range of measures to 
cool speculation in the 
city’s property market 
this year, but analysts 
say the measures seem 
to be having little 
impact so far. Property 
prices were up 28.3% 
year on year in Shang- 
hai, according to the 
national government, 
compared with less 
than 8% as a national 
urban average. 


TAX TALKS 


China has accepted 
Japan’s request to 
participate as an 
observer in negotiations 


taxes, according to the 
Chinese government. 

At issue is a 17% value- 
added tax that China 
applies to semiconduc- 
tors, over which the U.S. 
is protesting. 


MILITARY BUILD-UP 


A congressional hearing 
in Washington has 
focused on what United 
States legislators fear is a 
rapid growth of China’s 
military prowess in Fujian 
province opposite Taiwan 
with the aim of intimidat- 
ing the U.S. Two key 
members of the U.S.- 
China Economic and 
Security Review Commis- 
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sion, an American con- 
gressional committee, 
said they believe that a 
key component of China’s 
current strategy is 
developing enough 
military capability to 
deter U.S. military 
involvement in any flare- 
up over Taiwan. 


RADIOACTIVE THEFTS 


Beijing said that it will 
launch a registry of 
radioactive materials and 
work harder to ensure 
that the materials are 
disposed of safely. 
According to the official 
Xinhua news agency, 
China has more than 
63,700 sources of 
radioactive materials, of 
which some 30% are 
unregistered. The gov- 
ernment says 20% of 
radioactive-waste dis- 
posal is not done safely. 
Xinhua reported that 
there have been eight 
thefts of radio-active 
materials this year. 


FAKE MILK POWDER 


Police have detained 
five wholesalers in 
southern Anhui province 
for allegedly selling fake 
infant formula blamed 

in the malnutrition 
deaths of at least 13 
infants. The news 
prompted the govern- 
ment to announce 

that it would step up its 
crackdown on counterfeit 
food products. 


DISSIDENTS 


United States lawmak- 
ers warned China's 
President Hu Jintao that 
bilateral ties could suffer 
unless China releases a 
dissident detained two 
years ago for using a 
friend's passport to 
travel to China. Yang 
Jianli, who lives in the 
U.S., was reportedly 
arrested as he 
attempted to observe 
labour unrest. 


YANG JIANLI: The U.S. protests 


CLOSER G-7 TIES 


Following a meeting of 
the world's most devel- 
oped economies that 
ended on April 25 in 
Washington, the United 
States called for the 
Group of Seven to 
embrace closer ties with 
China. One senior U.S. 
official said that "China is 
critically important in the 
global economy and... 
at some point in the 
future will clearly have a 
useful role." 





UNSAFE: Fake baby formula leads to 13 deaths 
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CAP REMOVED ON BANK LENDING RATES 
Beijing plans to remove the upward limit on the interest rates that 
banks can charge borrowers, according to the state-owned China 
Securities Journal. Already this year, banks have been allowed to 
increase rates slightly, charging between 0.9 and 1.7 times the base 
one-year lending rate, currently 5.31%. That translates to a range 
of about 4.8%-9%. Analysts said that the impact of removing any 
upward limit is likely to be mild monetary tightening. Yi Gang, 
director of monetary policy at the People’s Bank of China, said the 
goal is to achieve “moderate tightening” of the economy in the near 
term. Yi gave no timetable for the move. He said the move will apply 
to corporate lending but not to consumer loans. 


MACAU LANDS LOW-COST AIR CARRIER 
Malaysia-based AirAsia, the first of a growing number of no-frills air- 
lines in Asia, said that it will establish a new hub in Macau, the for- 
mer Portuguese enclave about 60 kilometres west of Hong Kong. 
The move is seen as a small but significant step outside the carrier’s 
Southeast Asian roots and into the rapidly growing market for out- 
bound travel by mainland Chinese. Macau is home to one of several 
relatively new airports in the southern China region that includes 
Hong Kong and Guangzhou. Meanwhile, Macau’s flag carrier, Air 
Macau, looks set to lose much of its key market as a conduit between 
mainland China and Taiwan when long-touted direct air links begin. 
When such direct flights might be started is uncertain. 


CHINA YIELDS ON SOME TRADE ISSUES 

China Vice-Premier Wu Yi made three significant concessions on 
trade issues during talks in Washington that may help to soften 
Beijing’s image within the World Trade Organization. Wu promised 
that China would crack down on rampant piracy of American intel- 
lectual property such as films, computer software and music. She 
also pledged to delay implementing a new standard for wireless 
telephones that would have locked out foreign competitors and 
cost them market share by forcing all imported cellphones to 
use a Chinese-designed encryption standard. In addition, the Chi- 
nese agreed to speed up legislation that would allow foreign com- 
panies to import goods into China without needing costly Chinese 
middlemen. The concessions come as United States President 
George W. Bush, facing an election in November, has begun talk- 
ing tough with regard to China trade. 


MINSHENG BANK POSTS PROFIT 

China’s only nominally private commercial bank reported a 62% 
increase in profits in the first quarter versus a year earlier as spec- 
ulation swirled over when the bank might list on the Hong Kong Stock 
Exchange. Last year, the chairman of China Minsheng, Dong Wen- 
biao, said the bank planned a listing in Hong Kong or the United 
States in the first half of 2004. More recently, Hong Kong bankers 
had expected the IPO in Hong Kong in April. But since the bank admit- 
ted in February that it had faked minutes of a shareholders’ meet- 
ing prior to listing in Shanghai in 2000, the planned new listing 
has reportedly been delayed indefinitely. 


Elsewhere in the Review: 


Editorial: How Many Systems in Hong Kong? (page 6) 
Sars Returns: Bungling at Key Lab (page 18) 
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LAW ENFORCEMENT 


An Honest Cop 
Pays the Price 


Zhang Yaochun tried to live up to her ideals as a police officer. She exposed corruption in the 
ranks. Now she fears for her life. Her experience highlights the abuses that are rampant among 


the Chinese police, despite efforts to make it a more professional force 


By Anthony Kuhn/Hepu County, GUANGXI PROVINCE 
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(OU SEE ME walking down the street as 
£1 haventt a a care. But each night I don't 
tell anyone where I'm going. I keep mov- 
ing. I think to myself, ‘I’m alive today. Will 
I still be alive tomorrow?'." 

Former police officer Zhang Yaochun 
has been on the run from her ex-col- 
leagues since 2000. But she carries her- 
self with confidence as she talks to the 
REVIEW in a location she doesn't want dis- 
closed. Speaking in Mandarin with a 
sharp southern twang, the 39-year-old 
explains how she came to be a fugitive 
from injustice. 

Zhang reminisces about a night in 
March 1996 in her native Guangxi 
province. She and fellow officers had just 
finished escorting peasants who had vio- 
lated China's birth-control policy to a clinic 
for forced sterilization. Security guards 
who were supposed to back them up on 
the mission had not shown up. At around 
3 a.m. the officers stopped for bowls of hot 
rice porridge in an eatery by Highway 325 
outside the coastal city of Beihai. 

Suddenly, she recalls, a man dressed 
only in underwear confronted the officers. 
He said he'd just been robbed by camou- 
flage-clad men carrying sub-machine 
guns. He remembered the robbers' 
licence-plate number, and police traced the 
car. Hours later, Zhang and her colleagues 
caught the robbers divvying up the night's 
haul of cash, watches and cellphones. The 
robbers were the missing security guards. 
And Zhang realized where their sub- 
machine guns came from—her police sta- 
tion in Hepu county. 

It was the latest in a string of robberies 
and murders committed with Hepu 
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county police guns. The problem of illegal 
firearms eventually triggered a nationwide 
investigation by the Communist Party in 
1999. Zhang willingly cooperated with 
investigators, writing a memo detailing 
illegal gun sales by police and other 
abuses. For her trouble, her superiors 
lumped her in with the bad cops, she says, 
and kicked her off the force. 

“We should have conscientiously 
investigated what she reported, but 
instead she has met with hardships. This 
is not right,” says a former Beihai Com- 
munist Party official who read Zhang’s 
memo and took part in the investigation. 
“She’s been made a criminal, and the 
impact has been serious,” he adds. “Based 
on her experience, many people no longer 
dare to report such problems.” 

Faced with rising public anger at 


GOOD COP, 
BAD COPS 


Abuses exposed by police 
officer Zhang Yaochun: 


e Police sold, lent or gave 
firearms to local bosses 
to curry favour 


e Many police bought their 
jobs or got them through 
personal connections 


e Police routinely used 
torture on detainees 





» P 


SCOPE FOR ABUSE: Police inspect a nightclub (/eft); a drug-trafficking suspect at a police station 


corruption in China’s law-enforcement 
agencies, the government has made high- 
profile efforts to weed out crooked and 
incompetent officers (see article on 
page 29). A report last July from China’s 
police minister on problems in the force 
“aroused great alarm" among top leaders 
including President Hu Jintao, according 
to reports in state media. In response, the 
government launched a four-month cam- 
paign ending in November in which 
almost 45,000 corrupt or unqualified 
officers were fired. But as Zhang's case 
shows, citizens or police blow the whis- 
tle at their peril. 

Since her initial dismissal Zhang has 
been reinstated, fired again, detained 
twice, and for most of the past four years 
has been dodging police who she believes 
could seize her at any moment. Yet her 
experiences have not dulled her sense of 
duty, her lively wit or her faith in author- 
ity. “I’ve always believed in the Commu- 
nist Party," she says. 

After working as a middle-school 
teacher, Zhang passed a series of tests 
to join the police in 1995 in Hepu county, 
a suburb of Beihai, a free-wheeling port 
city on China's southern coast. “When I 
was growing up, I saw that police have 
so much power—power that could really 
be used to help people,” she recalls. “I saw 
that police did entirely as they pleased, but 
I knew that I would not be that kind of 
cop. I wanted to serve the masses." 

Initially Zhang served in a unit that 
assigned firearms to police-managed 
security-guard units at banks and state- 
owned enterprises. Soon, she says, she 
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police armoury to make money and curry 
favour—they sold, lent or gave police 
firearms to local notables, such as a con- 
struction contractor and his wife, and a 
firecracker-factory boss and his son. She 
began keeping records of the weapons 
and their recipients. 

With so much firepower on the loose, 
“how were we police supposed to protect 
ourselves, much less the citizenry?" asks 
Zhang. The illegal guns left a trail of may- 
hem: A Hepu bank employee killed a man 
in a restaurant brawl, and a local mafioso 
shot a man in a drinking dispute, local 
media reported. 

The problem came to a head in 
December 1998. In a fit of road rage, 
Zhang Baoan, a local Communist Party 
official in charge of law enforcement, shot 
a police officer with an illegally issued 
police pistol, state media reported. At 
the time, the tacit practice was for officials 
to carry guns. “If we were wrong, then 
all of Guangxi was wrong," says the for- 
mer Beihai party official, who at that time 
packed an army-issue Model 64 pistol. 
(The rules have since been tightened: Offi- 


TRAINING 
NEEDED: 

A trainee 
police- 
woman 
practises 
martial arts 


cials and police with desk jobs are not 
issued firearms.) 

Zhang Baoan was sentenced to life 
in jail, while the Communist Party's cen- 
tral political and law commission 
launched a national campaign to clean up 
law-enforcement abuses. Teams from the 
central government travelled to Guangxi, 
which was a major focus of the campaign. 
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Zhang Yaochun ignored warnings 
from her superiors not to cooperate with 
the investigators, instead delivering to 
them a memo on police corruption in 
Hepu county. Only four investigators read 
it, and they guaranteed Zhang anonymity 
for her cooperation. But within two days, 
she says, the contents of her memo had 
been leaked. Zhang says her husband, 
who sided with the police, told her that a 
bounty had been put on her head, and that 
one of the policemen implicated in her 
report had threatened to arrange a “traf- 
fic accident" for her. Zhang later divorced 
her husband, who gained custody of their 
daughter. Formerly helpful colleagues 
gave her the cold shoulder, she says. 

In the summer of 1999, Zhang was 
among 21 police officers dismissed by the 
county. Her superiors said her “work atti- 
tude was not conscientious” and her atten- 
dance not punctual, according to a police 
document drafted in response to her 
complaints about her treatment. A sub- 
sequent investigation by the county gov- 
ernment found the criticisms to be 
groundless, and Zhang was reinstated. 
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In 2000, Beihai dismissed another 27 
police for more serious offences including 
smuggling, state media said. Zhang was 
once again fired. Her superiors alleged 
that she had been found incompetent in 
three annual evaluations, but no one ever 
informed her of such evaluations, as 
required by regulations, Zhang says. 

“In Hepu residents’ eyes, the basic 
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reason for Zhang's troubles was that she 
offended the police by exposing their 
abuses," says friend and Hepu county 
lawyer Yang Zaixin. "She refused to join 
them in their corruption. She refused 
to give them face." 

However, Chen Shaoguo, director of 
the administrative office of the Hepu 
county supervision bureau, rejects Zhang's 
allegations of police gun-peddling. “I can 
say that, basically, her report is unreliable," 
he says. He also denies that it was her whis- 
tle-blowing that prompted her dismissals. 
"It's just an excuse . . . She made it all up, 
and we have proved this through repeated 
investigations," Chen says. 

After she was fired again, Zhang kept 
up her protests. When local authorities 
rebuffed her appeals against unfair dis- 
missal, she travelled to Beijing in 2002 to 
petition the central government, but she 
was ignored, she says. She evaded more 
than a dozen colleagues sent to Beijing to 
bring her home. On one occasion, she 
says, they tried to detain her at the Bei- 
hai government representative office in 
Beijing. Zhang feigned compliance, then 
slipped out, fought off another police- 
woman and escaped in a public bus. 

Chen says authorities tried to placate 
her by offering her jobs in the county 
government, but Zhang refused. She 
was detained twice, for 15 days each time, 
because her visits to government offices 
"disturbed government office order," 
according to police documents. Zhang 
called on Yang to witness her detention. 
Yang later spent 21 months in a labour 
camp on what he says was a trumped-up 
charge of soliciting prostitutes. 

To be sure, it would have been diffi- 
cult for Zhang to fit into the county police 
station's culture. The 16 men in her 
section, she recalls, spent much of their 
time cursing, smoking, drinking and 
gambling. When she spurned their sex- 
ual advances, she claims, they bad- 
mouthed her before other colleagues. She 
says she was also repulsed by the routine 
use of torture—from beatings to elec- 
tric shocks—on detained suspects, but 
did not report it as it occurred outside her 
department. (China’s government rou- 
tinely denies allegations of torture by 
police, though such cases often appear in 
the state-controlled media.) 

Many of Zhang’s colleagues had no 
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CHINA’S POLICE: TOO FEW, TOO POOR, TOO CORRUPT 


China has fewer police per capita than most of the world, including 
populous countries such as India, Pakistan and Indonesia. The state 
relies heavily on activist groups—neighbourhood committees, for 
example—to help with law enforcement. But the 1.7 million police 
that China does have make up a quarter of the country’s civil ser- 
vants and are among its most visible symbols of state authority. 

Too often, they’re a symbol of corruption. In August, accord- 
ing to China’s state-controlled media, police around the country 
faced a huge backlog of public complaints about their performance, 
concentrated on police torture and beatings, unlawful detention, 
unlawful confiscation of property, randomly assessed fines and par- 
tiality in case investigations. 
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SYMBOL OF AUTHORITY: Reforming, but slowly 





A national "five taboos" campaign launched last year and still 
continuing highlights other police failings. It targets police who drink 
and drive, gamble, accept bribes, leak confidential case informa- 
tion or act as brokers between lawyers and suspects. Nearly 1,000 
police officers were publicly found to have violated the "five taboos" 
in 2003, of whom 387 lost their jobs. 

A proliferating array of internal and external oversight organi- 
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zations is meant to keep police abuses in check, observes Murray 
Scot Tanner, a researcher at the Virginia-based Rand Corporation, 
who has written extensively on Chinese law enforcement. But they 
are often ineffective, he says, because "they all report back to the 
same people, either within the police department or the local 
party committee." A police officer who reports a crime committed 
by fellow officers is "not really reporting it to a secure, independ- 
ent auditor," says Tanner. 

Chronic underfunding of the police provides an incentive for 
abuses. Local governments are meant to provide police budgets, but 
often skimp. So police departments routinely support themselves 
with revenue from fines, particularly those levied on traffic offend- 
ers and prostitutes. Other sources of supplementary funding include 
illegal case-handling fees and outright bribes. Some police depart- 
ments illegally sell or rent guns (see main article). Most Chinese 
police do not routinely carry firearms, which are kept locked up at 
the police station. That may help officers rationalize that the guns 
they sell won't be missed. 

China's leaders have been working hard to professionalize the 
police force for two decades, and most observers give them credit 
for progress. One such observer is Richard Ward, a former New York 
City detective who is now dean of the College of Criminal Justice 
at Sam Houston State University in Huntsville, Texas. He says he has 
made nearly 60 trips to China since 1984 as a consultant to the Chi- 
nese police on such subjects as police administration, criminal inves- 
tigation and, most recently, counter-terrorism. 

The Chinese police, he says, have "become much more sophis- 
ticated in the way they do things." Forensics labs in big cities 
increasingly boast modern equipment and crime-scene searches 
are more skilled. Still, he notes, “generally speaking, their approach 
to a criminal investigation rests very largely with psychological pres- 
sure." Ward witnessed the interrogation of a drug suspect and 
relates admiringly how Chinese police interviewers "broke him 
down" until he revealed the identities of his contacts. "It was all 
psychological, there was no force," Ward says. 

But torture and use of excessive force remain common. China's 
police force today is “an only moderately professional outfit,” 
says Tanner. Ward rates China's police as “comparable to or bet- 
ter than a lot of the Eastern European forces,” but says "there's still 
a great need for technological improvement." Susan V. Lawrence 


training as police or civil servants. Some 
found their way on to the force through per- 
sonal connections; others simply bought 
their jobs with cash. According to an inter- 
nal police report seen by the REviEW, about 
200 of Hepu county's 600 police are irreg- 
ulars. "They include local fireworks-factory 
workers, nannies, plumbers and all sorts 
of riff-raff,” comments a local journalist. 
Despite having no official police rank, some 
have been promoted to department or sta- 
tion chief, he adds. 

Of Goo cadets in the Guangxi police 
academy's 1999 graduating class, 23 were 
from Hepu. In a letter that year to People's 
Police Magazine, the 23 complained that 
none of them could get a job on the 
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county police force because it was over- 
staffed with irregulars. 

In the six years since her whistle-blow- 
ing, many of the problems Zhang reported 
have come home to roost. One policeman 
implicated in her report was sentenced 
to 12 years in jail after he hired gangsters 
to kidnap his mistress's husband (the sen- 
tence was later reduced to three years), 
state media said. Several police have been 
shot in the line of duty, and robberies on 
Highway 325 remain rampant. 

On April 9 this year, Hepu police 
launched a three-month drive to stop gun- 
related crimes. The county government, 
reported the Beihai Daily, has set the tar- 
gets in advance: to reduce gun crimes 


by 2096 from last year and to solve 8096 
of gun crimes over the three months. That 
will take some doing: According to one 
Beihai internal-affairs police officer, only 
2096 of all crimes were solved in the first 
quarter of this year. 

Zhang, meanwhile, plans to continue 
her protests until her name is cleared. 
"When I was in Beijing, officials told me 
that Hu Jintao was a good leader, and | 
am hopeful that the government's poli- 
cies will change," she says. “I have 
always believed that things would get 
better and this hope has sustained me 
through my hardships." & 

David Lague in Hong Kong 
contributed to this article. 
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EUROPEAN UNION 


Best Friends 


The expanded EU becomes China’s biggest trading 


partner and a counterweight to the U.S. 


By David Murphy/BEIJING AND BRUSSELS 


IT'S NO COINCIDENCE THAT Chinese 
Premier Wen Jiabao will be the first major 
world leader to visit the European Union 
after its May 1 enlargement. The addition 
of 10 new member countries to the EU's 
current 15 increases its economic and 
political significance to China. From 
being China's third-largest trading part- 
ner, behind Japan and the United States, 
the expanded European bloc is nudging 
ahead of its trading rivals to top spot. 
"Taken together, the 25 countries 
were China's biggest bilateral trading 
partner in the first two months of this 
year," notes Franz Jessen, deputy head at 
the EU Commission in Beijing, citing 
Chinese trade figures (see chart). 
Driven by surging trade ties, China 
and the EU are busy mapping out a long- 
term relationship with programmes that 
envisage cooperation over several 
decades. These include Chinese invest- 
ment in the EU-led Galileo satellite 
navigation system, space research and 
the international thermonuclear experi- 
mental reactor (ITER), an expensive 
fusion-research project that also involves 
the U.S. China is supporting the EU in 
its effort to have ITER located in France. 


Trade ($ billion) 
25 


Union 


NO THREAT 

Underlining these long-term projects is 
Brussels’ essentially optimistic view of 
China’s emergence as a world power. In 
contrast to some in Washington, officials 


in Brussels say they do not view China BIG WHALES: Prodi visits Wen in Beijing 


as a major threat to EU interests. China’s 

growing weight in the world will lead it to act with maturity, says 
EU Commission President Romano Prodi. “You can have 
disequilibrium when you are a small fish. When you are a big 
whale you must have equilibrium and the Chinese know that,” 
he told the Review on a recent visit to Beijing. Indeed, China 
and the EU share concerns about American unilateralism. “We 
are building new relationships and it’s clear it’s a commit- 
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EUROPE NUDGES AHEAD 
The enlarged EU will become 
China’s biggest trading partner 





European Japan 





ment for us and for China,” says Prodi. “Both of us want a mul- 
tipolar world in which we have many active protagonists. This 
is a Chinese priority and it is a European interest." 

Wen will visit Germany, Belgium, Britain, Italy and Ireland 
between May 2 and May 12 and the EU headquarters in Brus- 
sels on May 6. He will be accompanied by a business delega- 
tion and will sign several trade-related agreements, such as a 
tourism agreement in Ireland, according to Chinese Deputy 
Foreign Minister Zhang Yesui in a briefing to journalists in 
Beijing. In June, President Hu Jintao is expected to visit new 
EU members Hungary and Poland, as well as Romania, one 
of several countries due to join the EU by 2007. 

Average tariff barriers in the ro 
countries acceding on May r will be 
reduced to EU levels. The adoption of 
common tariff and quota levels will 
make things easier for Chinese ex- 
porters, who are aggressively seeking 
markets in Europe. In the past year, 
| 9 scores of Chinese companies have been 





= Reports o combing eastern Europe for investment 
5 Opportunities; the ro countries’ EU 
i sms PA o membership may help convince some 

S of these companies to invest. 
' Allfigures € On the economic front, the EU has 
are for — $ many ofthe same problems with China 
ny = as the U.S. does. Prodi outlines a raft of 
February > difficulties between Brussels and Bei- 
2004 2. jing—all of them likely to be aired during 
d o Wers visit. They include China's restric- 
s tions on the export of coking coal, which 


is hurting EU steel makers, restrictions 
on the operations of European construc- 
tion companies in China, and infringe- 
ments of intellectual-property rights. 

Other thorny problems are Beijing's 
human-rights record, the repatriation of 
illegal migrants from Europe to China, 
and pressure from China—and EU coun- 
tries such as France—to scrap the EU's 
arms embargo on Beijing. EU officials in 
Brussels say that even if the embargo, 
imposed after the 1989 Tiananmen Mas- 
sacre, is lifted, European arms are not 
likely to be sold to China because of sep- 
arate restrictions under an EU *code of 
conduct". It's clear, though, that Beijing 
is keen to buy. "If they want to sell then 
we will buy," says Zhang. 

Despite these problems, the sort of 
mutual suspicion that often characterizes relations between 
Beijing and Washington seems largely absent between Brus- 
sels and Beijing. At a diplomatic level China can hope that 
strong pro-American sentiment in some of the new EU mem- 
ber states—still recovering from decades of Soviet domina- 
tion—will be diluted when they join the EU, where scepticism 
toward the Bush administration is high. = 
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SPACE EXPLORATION 


Mission Impossible 


For Japan 


China has put a man into orbit, the U.S. has zapped back images of Mars. Japan, 
meanwhile, has the technology to match its galaxy-sized ambitions, but after a string of 
setbacks, its space programme hardly inspires national pride. What’s gone wrong? 


THE VACANT LAUNCHING pads and 
empty mission-control centre on the 
quiet island of Tanegashima 1,000 kilo- 
metres southwest of Tokyo are testimony 
to setbacks that have grounded what was 
once one of the world’s most ambitious 


space programmes. 

Dreams of becoming a space-faring 
power literally blew up in Japan's face in 
November 2003, when the pride of its 
programme, an advanced H-IIA rocket, 
had to be destroyed in mid-flight follow- 
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Japan has one of the smallest 
space-agency budgets 
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By Martin Fackler/TANEGASHIMA SPACE CENTRE, JAPAN 


ing a malfunction. A month later, Japan- 
ese scientists declared as lost a Y19.3 bil- 
lion ($180 million) probe to Mars, a bid to 
become only the third nation in history to 
remotely explore another planet. 

These and other mishaps have forced 
Japan's recently reorganized space agency, 
the Japan Aerospace Exploration Agency, 
or JAXA, to suspend all new launches dur- 
ing an internal investigation. Meanwhile, 
America's twin Martian rovers have suc- 
cessfully beamed back stunning images 


and Ichiko Fuyuno/Toxyo 


from the Red Planet. More alarming for 
Japan, neighbouring China put a man into 
orbit in October—leapfrogging Tokyo's 
stalled manned-flight efforts. 

The result has been much hand-wring- 
ing in Japan about what's wrong with its 
push into space. The fault isn't technology: 
Japan's is widely recognized as world class. 
Rather, a growing number of critics and 
officials within JAXA say the problem is 
one of attitude: Adept for so long at play- 
ing catch-up with the world, Japan is still 


aaa SPACE PROGRAMME: 
TILL LIGHT YEARS FROM ANYWHERE 


Launch of first scientific rocket, 
a 23.5-centimetre “pencil 
rocket,” by the University of 
Tokyo 
Launch of first satellite into orbit 
Japan's first probe, Suisei, 
launched to observe Halley's 
Comet 
Launch of Hiten/Hagoromo, first 
probe to the Moon 
- Launch of H-I} rocket, first 
entirely domestically made large 
|... . rocket | 
8B Launch of Mars probe Nozomi; 
.. fails to enter Mars orbit in 2003 


1955 


2001 First launch of H-IIA, Japan's 
current main rocket 

2003 Launch of Hayabusa probe, 
expected to land on asteroid and 
return to Earth in summer 2005 
with rock samples 

2003 Failed launch of sixth H-IIA rocket 

FUTURE MISSIONS 

2004? Moon probe 


By 2007 Large-scale Moon probe 
By 2009 Probe to Venus 


By 2012 Joint probe with Europe to 
Mercury 


Sources: Japan Aerospace Exploration Agency; U.S. National Aeronautics and 
Space Administration; European Space Agency; Russian and Chinese media 


May B. 2004 


AFP; JAXA (inset) 







































struggling to learn how to pioneer. 

"Japan is used to following the exam- 
ples" of the United States and Europe, 
says Shinichi Nakasuka, an associate pro- 
fessor of astronautical engineering at 
the University of Tokyo. “Doing a new 
thing means the railway tracks arent laid 
out for you. You have to make your own 
tracks. Japan doesn't have experience 
doing this yet." 

Japan's space programme is an exam- 
ple of how the country is still struggling 
to make the transition from a develop- 
ing country that until recent years had 
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excelled at learning from 
others to a mature, developed 
country that can pioneer new industries 
or avenues of research. For most of its his- 
tory since opening to the West in the mid- 
roth century, Japan has hungrily absorbed 
every technology it could, from steam 
engines to semiconductors. Even now, 
while Japan has learned to become highly 
innovative in fields like electronics and 
cars, the switch is incomplete in other 
areas of the economy, particularly those 
linked with the government. 

The classic example is finance, where 


DOOMED: Japan destroyed its H-IIA rocket 
soon after take-off in November, 2003 


stuffy banks still dominate and venture 
capital is in its infancy, making it difficult 
to get new industries off the ground and 
encourage an entrepreneurial spirit. The 
same is true in computing, where Japan 
is still scampering to catch up with the 
Internet revolution after the computer 
industry saw the future in a government- 
led push into massive supercomputers— 
not desktop machines. 

Critics complain of the outmoded atti- 
tudes of the scientists and bureaucrats 
who run Japan's space effort. They say the 
programme is a product of the days when 
Japan was obsessed with overtaking the 
West, and thus still places too high a pri- 
ority on equalling or besting the U.S. and 
other nations. They say Japan has failed to 
build up mission experience or set more 
modest goals and has rushed instead into 
technically demanding showpiece proj- 
ects—in short, tried to run before it could 
walk. “It’s frustrating because Japan has 
worked hard to acquire good technology, 
but it doesn't have the experience needed 
to put that technology to use," says Tomo- 
nao Hayashi, a professor at Chiba 
Institute of Technology. 

The paralysis that has 
: gripped JAXA since the 
( A events late last year 
m underscores a deeper 
| problem, say critics and 
officials alike: The 
agency—and the Japan- 
ese public—is reluctant 
to accept failure. Explor- 
ing new frontiers means 
taking risks, suffering set- 
backs—and learning from the 
process. This is something Japan 
didnt have to worry about as it adopted 
and perfected technologies and ideas 
developed in other countries. “We are still 
learning how to stand on the cutting 
edge," says Yasunori Matogawa, head of 
international cooperation for JAXA. 

Japan's bid to join the ranks of space- 
faring nations rests on the H-IIA, a tow- 
ering 53-metre orange rocket with the 
word Nippon emblazoned down the side. 
Its powerful liquid-fuel engines are 
regarded as among the most technically 
advanced in the world, rivalling those 
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of America's newest rocket, the 
Delta IV built by Boeing Co. 
"We wanted to build something 
that would top other countries," 
says Norio Sakazume, an engi- 
neer who led development of 
the H-IIA's main engine. 

But soon after lift-off on 
November 29, the sixth H-IIA to 
be launched and its payload of 
Japan's first spy satellite had to 
be destroyed after straying off 
course. The culprit was a leak in 
a booster rocket. 

Eagerness to rush the H-IIA 
into production had meant not 
doing enough test firings, and a 
fatal flaw in the booster rocket's nozzle 
was missed. Even the main engine, which 
pumps volatile liquid fuels at high pres- 
sure into a combustion chamber, was only 
test-fired for a total of 15,000 seconds 
before its first launch—about one-tenth 
of the typical testing of engines by U.S. 
companies or Arianespace, maker of 
Europe's Ariane rockets. *We needed 
more experience with the rockets," 
Sakazume says. 

A similar lack of experience was also 
behind the loss of Japan's Mars probe, 
called Nozomi, or “Hope.” When it was 
launched in 1998, Japanese engineers 
crowed that it carried twice as many exper- 
iments as its larger American rivals. But 
a valve failure, followed by an electrical 
short-circuit, crippled Nozomi, which was 
finally declared lost in December. The fail- 
ing craft passed within 1,000 kilometres 





DESERTED: Tanegashima Space Centre 


of Mars before falling into orbit around 
the sun as space junk. Reviews concluded 
that Nozomi should have carried more 
fuel and back-up systems—like those on 
U.S. probes. 

Japan's space agency, created in Octo- 
ber last year from the merger of three 
government space-research agencies, 
was pummelled with public abuse. Politi- 
cians and editorial writers moaned about 
Japan's inability to succeed in space. 

But a few say that these criticisms are 
themselves signs that Japan still lacks a 
risk-taking entrepreneurial mindset. They 
say that accidents are common in some- 
thing as risky and unknown as space travel 
and should be accepted. 

They also point out that Japan's set- 
backs in space are big, but not exceptional 
when compared with other countries. The 
H-IIA’s failure rate of one in six launches 


compares favourably with the 
failure rate of U.S. and Euro- 
pean rockets. For instance, 
Europe's most advanced rocket, 
the Ariane 5, failed in two out of 
its first 10 launches. 

"Japan has an impressive 
programme," says Jean-Yves Le 
Gall, the chief executive officer 
of European rocket maker Ari- 
anespace. "Space development 
is a tough job. We must all learn 
to live with failures." 

Some officials say the set- 
backs may force Japan to adopt 
a more humble approach. With 
its budget of about ¥180 billion, 
just a roth of what America's National 
Aeronautics and Space Administration 
spends on space, Japan should focus its 
resources on areas that emphasize its 
technological strengths, such as robotics, 
ion engines and earth-measurement 
devices, they say. 

But Japan's ambitions in space remain 
galaxy-sized. It has launched a probe to 
gather rock samples from an asteroid, 
plans another that will penetrate into rock 
beneath the moon's surface and has tested 
mock-ups of what could one day be a 
manned "spaceplane." Japan is also a part- 
ner in the U.S.-led International Space Sta- 
tion and its astronauts have been crew 
members on the U.S. Space Shuttle. 

"This is a delicate period for Japan's 
space programme," says JAXA official 
Matogawa, adding, "The programme has 
lost momentum." & 
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DREAMERS WITH THEIR HEADS ABOVE THE CLOUDS 


How’s this for an outlandish idea: Ten small manufacturers 
in Higashi-Osaka city in western Japan are trying to boost 
their stalled local economy by launching a satellite. 

Higashi-Osaka is depressed due to the decade-long 
economic slump. Once-thriving industries like metal-mould- 
ing have suffered at the hands of cheaper competitors in 
China. Many companies have gone under. But a cluster of 
small, cutting-edge manufacturers are fighting back. 

A few years ago, Toyohiko Aoki, president of a small 
company that supplies aircraft parts to America’s Boeing, hit 
upon an idea to stimulate the economy: If the city got 
involved in the space industry, local companies could make 
more high-end products that China couldn’t emulate. 

At first, Aoki wanted to launch a rocket, but that was too 


expensive. Building a satellite sounded more realistic. He 





called his engineer friends who specialized in a wide range 
of skills from remote control to communications networks, 
and set up an association dubbed Astro Technology SOHLA. 
Given the participants’ expertise, the government thought 
the idea was plausible, and awarded the team a five-year 
research grant of ¥700 million ($6.4 million). Universities 
and Japan’s space agency also provide technical assistance. 

The association aims to launch its hand-made desktop- 
computer-sized satellite by early 2006. Its main mission will 
be to observe thunder. 

As yet, there are no signs that the project will bring the 
economic boost Aoki expected. But, as he wrote on the 
association’s Web site recently, “we have to have a dream, 
especially when times are tough.” 
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EXHIBITIONS 


Innovation — | 


Sweet Spot 


In Vietnam, a British firm reaps profits from sugar 


while rival companies falter. How did they do it? 


By Margot Cohen/NGHE AN PROVINCE, VIETNAM 


central Nghe An province, British sugar 
merchant Tate & Lyle is teaching the Vietnamese government 
a lesson familiar to any savvy real-estate agent: The key to suc- 
cess is location, location, location. 

That wasn't so obvious to Vietnam's central planners nearly 
a decade ago, when they began erecting dozens of sugar 
refineries without worrying much about where they would 
plant the cane. Today, most of the country’s 44 refineries 
are short of raw materials, cursed with outdated machinery 
and stuck in a financial crisis that the Communist Party lead- 
ership is now struggling to resolve. 

But over the last five years, Tate & Lyle has emerged a win- 
ner after carefully selecting a site that ensured ample cane 
supplies could be purchased from local suppliers. The company 
soon learned to deliver the quick cash that farmers demanded. 
As Vietnam's leading sugar producer, it has turned a profit for 
three consecutive years. And by paring down its expatriate ranks, 
training local management talent and adopting more sophis- 
ticated computer systems, Tate & Lyle casts a pattern of efficiency. 

As for the rest of the nation’s sugar industry, a painful 


"3 eRe. 





HACKING: Farmers 
cut cane under 
orders from a 
software program 





restructuring process began in March. Some refineries will 
be sold off, relocated or shuttered. At stake is the future of 
2 million farmers and 30,000 workers, along with the indus- 
try’s estimated debts of $546 million and annual state sub- 
sidies exceeding $80 million. 

When Vietnam first embarked on a mission to become self- 
sufficient in sugar, it paid scant attention to economies of scale 
or competing crops. Sugar refineries sprung up in areas where 
farmers were reluctant to grow cane. Today, the problem 
extends far beyond sugar. As Vietnam continues its industri- 
alization drive, the central government is still pandering to the 
provincial clamour for industrial status symbols without care- 
ful assessment of those projects' financial and geographical 
viability. The result is too many deep-sea ports, industrial parks 
and other ill-conceived projects. They stand in contrast to the 
foresight on display at Tate & Lyle's Nghe An refinery. 

January brought a confidence boost to the refinery's future. 
A syndication led by state-run Vietcombank that included 
Britain's Standard Chartered, South Korea's Woori Bank, and 
Taiwan's Chinfon Commercial Bank stepped up with a $31 
million loan to refinance Tate & Lyle's Vietnam venture. 
"It's a very well-researched and good operation down there," 
says Philip Skevington, Standard Chartered's chief execu- 
tive for Vietnam, Cambodia and Laos. “Tate & Lyle has a wealth 
of experience on its side." 

The company, which was founded in 1921, wanted to 
expand its Asian operations in the mid-1990s. It had already 
experimented with joint ventures in Thailand and China, and 
executives believed that Vietnams emerging prosperity and 
expanding population would lead to more sugar consump- 
tion, including usage in soft drinks that were new to the local 
market. Executives were also encouraged by the government's 
plans to produce 1 million tonnes of sugar domestically, which 
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would liberate Vietnam from sugar imported from Cuba, Thai- 
land and China. 

Other foreign investors, like the French Bourbon Group, 
saw the same opportunities to dominate Vietnam's domestic 
sugar trade. But while Bourbon headed south in 1996 to build 
a refinery in Tay Ninh province—seeking proximity to the most 
lucrative retail outlets in Ho Chi Minh City—Tate & Lyle reck- 
oned the rugged terrain in central Nghe An had the most 
suitable soil and largest plots. 

Yet the Nghe An site boasted few farmers experienced in 
growing sugar cane, and even fewer roads to transport it. 
After a series of commercial banks baulked at the risks, 
Tate & Lyle turned to the International Finance Corp., an arm 
of the World Bank, to help finance the project requiring 
$50 million in debt and $40 
million in equity. Tate & Lyle 
put up $24 million in equity, 
with the remainder shared 
between minority partners, 
including Thailand’s Mitr Phol 
Sugar Group. The Nghe An 
provincial government gained 
a 20% stake in the joint ven- 
ture, known as Nghe An Tate & 
Lyle Sugar Company Ltd. 

Instead of relying on cheap 
labour, the company opted for 
a highly-automated refinery. It 
opened in 1999, ahead of sched- 
ule. But the early years were 
tough. “We went in with a rather 
Western mentality, and a rela- 
tively naive understanding of 
how Vietnamese farmers would react to a large, industrial 
processing plant,” admits Stuart Strathdee, corporate devel- 
opment director for Tate & Lyle. “We were rather obsessed with 
the business of setting up the factory. We didn't pay attention to 
developing the relationship with farmers.” 

Many farmers refused to grow cane before they saw the fac- 
tory completed and their neighbours getting paid. Drought 
deepened the supply problem. In the first year, Tate & Lyle 
processed just 65,000 tonnes of cane, a tiny fraction of the tar- 
get of 1.1 million tonnes during the six-month season. 

The company also mistakenly thought it could stagger 
payments to the Nghe An farmers, as is the usual practice. 
Not so—villagers wanted cash on delivery. “In the first phase, 
the relationship between the company and the farmers was 
very tense,” recalls Nguyen Tuan Khai, a former agricultural 
official in Hanoi responsible for sugar processing. 

Technology has helped to speed up payments and 
improve agricultural practices among 28,000 farmers. A soft- 
ware program processes payment within 48 hours of crop 
delivery. And the farmers, who distrust the banking sys- 
tem, then collect their payment from the refinery. Another 
software program dictates which crop is to be cut, when fields 
should be fertilized, and which areas are benefiting from 
improved seedlings. Such technology is nonexistent at the 
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IN THE BAG: Automation rules at the Nghe An refinery 


state-run refineries, which generally use middlemen to 
supply cane from farmers. 

Not all farmers like to be told when to harvest their cane. 
Pressed for cash, some have wielded their blades prior to Tate 
& Lyle's go-ahead, relying on traders to take the cane to alter- 
native refineries. While a March journey through several Nghe 
An cane fields revealed some restless farmers who wished 
to cut their cane earlier, they still expressed commitment to 
Tate & Lyle. *I have a contract with the company. I just sell 
it to the company," says farmer Trung Van Quyet Thuy. 

Tate & Lyle spends about $15 million on cane payments each 
year. For the average farmer, completely reliant on cane, that 
means an annual income of $640—an improvement over pre- 
vious earnings, but no jackpot. It pays farmers about 200,000 
dong ($13) per tonne, nearly half 
the rate commanded down 
south. (Southern middlemen 
sometimes take a heftier chunk 
than bargained for, meaning 
there is less for farmers.) 

Life is improving in Nung 
village, located at the end of a 
narrow, muddy road that winds 
through the cane fields 17 kilo- 
metres from the refinery. Before 
Tate & Lyle built this road, eth- 
nic Tho farmers were isolated 
from their neighbours. About 
half ofthe villagers have replaced 
— thatched huts with cement struc- 
‘On. tures, thanks to cane, and some 

now have motorbikes. Cane 

farmer Truong Van Doai still 
lives in a hut with a dirt floor with his wife and four children. 
But these days, he says, “we have enough to eat.” 

Will Vietnam's sugar prices be enough to sustain Tate & 
Lyle? Historically, Vietnam has protected its sugar indus- 
try with import tariffs topping 30%, yet smuggled sugar 
from Thailand periodically drives prices down. Vietnams 
hoped-for accession to the World Trade Organization by 
2005 could affect sugar prices—though one Hanoi official 
says that Vietnam will seek to extend the sugar protection 
during the WTO negotiations. 

Still, prices have been lower than British executives fore- 
cast back in 1996—even plunging below the cost of produc- 
tion in mid-2003, then recovering earlier this year to 4,400 
dong per kilogram. Vietnam's industrial demand for sugar 
has also grown more slowly than expected. In response, 
Tate & Lyle has taken steps to protect its margins: reducing 
the number of expatriates from 60 to six, working to improve 
sugar yields and refinancing its debt at lower interest rates. 
Revenues are anticipated to reach $29 million this year, up 
from $16 million in 2001. The company wants to remain in 
Vietnam for the next century. 

^We know we can operate on extremely competitive lev- 
els," says Strathdee. "To some extent we've already been 
through a baptism of fire." = 
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Talking Back 


You want to know more about snarf attacks, software and browsers. 


So here are your questions answered 


THE LOOSE WIRE mailbag is overflowing, so 
this week we hand the column over to readers’ 
questions and offer some tips on tech issues. 

First, Bluetooth. I wrote recently about 
Bluesnarfing, the unpleasant term for the 
unpleasant process of remotely stealing the 
data from a Bluetooth-equipped cellphone, 
or even hijacking the phone to make calls 
(Snarf Attack, Apr. 22). Readers wanted to 
know if this flaw extends beyond cellphones to 
such things as personal digital assistants. 
(I should stress, however, that there are not 
millions of people out there snarfing away, but 
it’s better to know about the problem sooner 
rather than later.) Michael Lazar, from Los 
Angeles, writes: “Does this [snarfing] apply 
to Sony Clies that are Bluetooth-enabled as 
well?” And Benjamin Brooks of Tacoma, Wash- 
ington, writes with a similar query: “I was curi- 
ous if this also applied to Bluetooth-enabled 
laptops. I have an Apple PowerBook and I 
always leave my Bluetooth enabled so that I 
can use my Bluetooth mouse with it, but is it 
possible for people to ‘snarf’ data off my lap- 
top using a similar technology?” 

The short answer: We don’t know. Martin 
Herfurt, a German researcher who ran a snarf- 
ing test at a tech trade show in February, says 
many devices use the same implementation 
of Bluetooth as cellphones, so there could 
be similar weaknesses. 

And Adam Laurie of AL Digital, the 
British company that went public about 
snarfing, offers this: “Given that we've 
found major flaws in the first devices 
we've looked at, and the dearth of secu- 
rity research that has so far been 
done in the Bluetooth area, I would 
say the likelihood that flaws exist in 
other devices is pretty high." Bottom 
line: Better to keep Bluetooth off unless 
you need it, especially if you find your- 
self in a public place—coffee shops, 
airports, trade shows. Especially 
trade shows. 

Now that I've got you all 
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scared again, let’s 
change the subject. 
E c. When I wrote about the 
— wonders of PowerDesk, a 
program which does a better 
job than Windows Explorer of 
listing your files, folders and 
drives (Gimme Some of that Soft- 
ware, Apr. 1), Lynn Schock of 
Bartlett, Illinois, pointed me to an 
even better offering: ExplorerPlus, 
made, as fate would have it, by the orig- 
inal makers of PowerDesk. 
PowerDesk itself has gone through 
several pairs of hands since it first 
appeared in the mid-19905, but its cre- 
ator, Mike Kronenberg, now head of soft- 
ware company Novatix Corp., was so inun- 
dated with requests from users to "revive 
PowerDesk and take back the product in 
order to continue development on it," 
according to Becky Vrzal, product manager of 
ExplorerPlus, that he licensed the PowerDesk 
code from its present owners so that Novatix 
could create its own new, competing program. 
I have to say ExplorerPlus is a lot more stable 
and professional than PowerDesk. Get it from 
www.novatix.com for $40. 
Talking about software, the browser wars may 
be over but no one seems to have told all the com- 
batants. Most of the world uses Microsoft's 
Internet Explorer, but you don't have to. There's 
Opera (www.opera.com), of which I’m a big fan, 
but there are plenty more, including several 
excellent contenders built on something called 
the Gecko Layout Engine, open source software 
developed by the Mozilla Foundation. 
Browsers using this engine include the 
Mozilla browser (http://mozilla.org), Firefox 
(http://mozilla.org/products/firefox) and 
K-Meleon (http://kmeleon.source- 
forge.net). If some of them 
look like the old Netscape 
browser, that’s because the 
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In the gadget special at Christmas | 
tried to get you interested in duck- 
shaped USB flash drives, virtual hard 
drives that slot into your computer’s 
Universal Serial Bus socket (Last- 
Minute Wish List, Dec. 25). That’s 
just the start of it. A Devil Duckie 
Drive is now available, in satanic red 
and black, with horns, from a Denver- 
based company called TikiMac. It 
works on both Macintoshes and PCs. 
And his eyes light up when there’s 
data transfer going on—a bit like mine 
(http: //tinyurl.com/2Zah8k). There's 
also a cuddly toy that bears (sorry) a 
close resemblance to Winnie The 
Pooh and doubles as a USB drive 
and an MP3 player. Made by 
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DEVILISH DRIVES 


licensed, lm assured, but 
rather peculiar-looking) 
versions in the form of 
Mickey Mouse, 
Garfield and Snoopy. 
You'll find more stuff 
like this at the highly 
entertaining blog of Alice 
Hill (www.alicehill.com), a 
former columnist at on-line 
tech magazine CNET and 
now chief information 
officer for the Young Presi- 
dents' Association networking group 
(www.ypo.org). Another 
unlikely gadget she's 
seen recently plugged 
into a USB port: bath- 


HORNED DEVIL: For Macs 
and PCs 


Josh Estey 


weight over time, and then upload 
the info to a PC for even more 
charting and data manipulation." 
lve written before 
about the dangers of 
phishing-tricks to 
part you from your 
banking and 
other sensitive 
log-in information by 
diverting you to 
convincing-looking 
fake Web sites. 
Here are two tools that might help 
you distinguish between the real 
and the fake: EarthLink, a United 
States-based Internet provider, 
offers ScamBlocker for its browser 


Audiotronic Tech of Taiwan 
(http:/ /www.audiotronic.com/), 
it comes in 16-128-megabyte 
versions. Plug the headphones 
into the bear's ear and press 
his right leg to play, fast 
forward or change volume. 
Not a Pooh fan? There are (fully 


Mozilla Foundation effectively picked up where Netscape and 
its owners, AOL, left off. Several readers are big fans: Akshay 
Anand, writing from New York, says he likes Firefox because 
it's free, has no advertising banners, has a download man- 
ager and pop-up blocker built in, is faster than Microsoft's 
Internet Explorer and is less “annoying” than Opera. “I liked 
Firefox so much that within a day of installing it, I made it 
the default browser,” he says. 


BROWSE AROUND 

David Arnstein, writing from San Jose, California, prefers 
Mozilla for its tabbed browsing, the way it automatically com- 
pletes URLs, or Web-site links, as you type them, and its range 
of choices about which “cookies” (packets of information) you 
accept from Web sites. Indeed, it makes sense to have sev- 
eral different kinds of browser on your computer if you can 
bear the extra weight. Some Web sites, annoyingly, will 
only work with Internet Explorer. But, like Akshay, I find 
IE to be slow, and tend to use Firefox for most tasks. I like 
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POOH BEAR: 


Plays music 


toolbar (http://tinyurl.com/ 20b8c), 
which will alert you before you 

enter a fraudulent Web page. Spoof- 
Guard, from a team at Stanford 
University, works in a similar way 
(http:/ /tinyurl.com/ 2hyhk). Both are 
free. A word of caution: These won't 
stop everything, so stay alert. 


fat 


, too 





its speed, its tabs and the fact that one can eas- 
ily save multiple sites as one bloc, and then open 
them from the Bookmarks menu as one. 

I still use Opera for some tasks, particularly 
graphics-greedy sites, since Opera’s Web pages 
load faster—or at least feel as if they do. I keep 
K-Meleon with all the cookies turned off for sites 
that I don't trust. It’s a matter of taste, but don't 
feel that you've got to be loyal to one browser for 
everything you do. Such dogged devotion only 
applies to reading technology columns. 

Tell us what you think: Keep the letters 
coming, and I'll try to answer your questions 
and share your tips and comments. Please 
let me know where you're writing from, and 
state whether or not you want your name men- 
tioned. Next time: Your questions answered 
about trojans, viruses and worms. = 

More musings at http://loosewireblog.com 
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INDIA 


The Dangers of 


Jobless Growth 


Prakash Singh/AFP 


India’s headline economic-growth figures and thriving service industries appear to have 
had little impact on the large numbers of the unemployed—and with 10 million entrants to the 
workforce each year, the problem can only get worse 


By Joanna Slater/BHIWANDI, INDIA 





WHEN THE LOCAL candidate for India’s 
ruling party came looking for votes among 
the loom workers of this dusty industrial 
town outside Mumbai, he didn't find many 
takers. For these migrant workers, lit- 
tle has changed during the government's 
tenure. The crowded maze of dwellings 
where they live still has open gutters, a 
shortage of water and daily power out- 
ages. When there's work, they earn about 
$50 a month. 

At each stage in its soon-to-conclude 
re-election campaign, India's ruling 
Bharatiya Janata Party (BJP) has hailed 
the growing list of the country's eco- 
nomic achievements. Beneath the hype, 
however, lies a paradox. For many Indi- 
ans, the resurgence in the economy isnt 
translating into the one thing they want 
most: steady pay. 

In fact, India has seen a marked decline 
in the number of jobs at companies with 





more than 10 employees in recent years— 
in part because bloated state-owned enter- 
prises have shed workers. 

As India faces United States election- 
year criticism for allegedly luring white- 
collar jobs away, what's sometimes lost is 
the larger challenge the country faces to 
generate enough work for its own citi- 
zens. The positions at the centre of the 
outsourcing argument—software engi- 
neers, customer-service agents, claims 
processors—now number roughly 1 mil- 
lion, a small fraction of the country’s more 
than 400 million workforce. 

Sarwan Kumar is more typical. He’s 
one of the hundreds of millions who work 
in the so-called “unorganized” sector that 
accounts for 92% of India’s jobs. They’re 
farmers, street vendors, truck drivers, 
traders or, like Kumar, migrant labourers. 
All have little or no job security. 

Kumar, now in his 20s, left his home 
to become a loom worker. His pay hasn't 
budged in years. His lack of address leaves 
him unable even to register his disap- 
proval of the government. “No home, no 
ration card, no vote,” he says bitterly. 

With nearly ro million people entering 
the workforce each year, India desperately 
needs to rev up its creation of jobs beyond 
high-profile industries like software. The 
good news is that India has one of the 
world’s youngest populations, and by and 
large, students are staying in school longer. 
Some experts fear, however, that there will 
be too few jobs waiting for them. 

That could mean more incidents like 
the one last November, when Indian Rail- 
ways announced it would recruit 2,700 
people for menial positions in the city of 
Guwahati in India’s northeast. Over 
600,000 attempted to apply, some of 
them reportedly university graduates and 
engineers. Violence broke out after pro- 
testers insisted that the jobs should only 
go to those living in the region, rather than 
to those from other parts of India. 

Officially, India’s unemployment rate 
is about 8%. But economists note that fig- 
ure doesn't accurately reflect the reality of 
working lives in a country where the 
poverty rate is over 20% and many peo- 
ple are chronically underemployed. 

“Employment is being generated in a 
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few small pockets," says R. Nagaraj, an 
economist at the Indira Gandhi Institute 
for Development Research in Mumbai. "In 
Bangalore and Gurgaon, you really feel 
it. These cities are throbbing. But that 
doesn't define India—just go a hundred 
miles away and nothing's happening." 

At Nagaraj's own institute, for exam- 
ple, companies like General Electric and 
American Express snap up a handful of 
graduate students every year for lucrative 
positions doing real-time statistical analy- 
sis for their back-office operations in 
India. But his research shows that for the 
vast majority of Indians, full-time jobs 
with a company and the attendant pro- 
tections are becoming scarcer, especially 
in manufacturing. 

In order to reverse the current trend 
of increasing unemployment, India needs 
to register growth rates of 8% or more on 
a consistent basis, according to the gov- 
ernment's own projections. While India 
will hit that target in the financial year that 
ended in March, the economy is unlikely 
to exceed 6.596 growth in the current 
financial year. 

Job creation has been India's weak 
spot ever since the country began open- 
ing its economy in 199r. Since then, the 
situation at private and public companies 
with more than ro employees—the 
"organized" sector—has been "practically 
jobless," says S.P. Gupta, a senior offi- 
cial at India's Planning Commission who 
focuses on employment. That's because 
those companies are shedding work- > 
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THE BILLION-DOLLAR QUESTION 


How to jump-start the creation of millions of jobs in India? 
It’s a question that has preoccupied government officials, 
economists, and consultants here for several years now. 

The prescriptions are varied, but all of them start with a 
basic prerequisite: pumped-up economic growth. While 6% 
annual GDP growth sounds respectable, India must grow 
even faster to provide enough jobs for the huge numbers of 
people entering the workforce. And a booming technology 
industry, while certainly helpful, isn’t the answer to the 
problem of generating mass employment. 

In 2002, the government’s planning commission put 
out a report that focused on how to create 10 million jobs 
a year. The key, it said, was to improve the competitive- 
ness and productivity of the country’s myriad small-scale 
businesses that employ much of the population. Such 


infrastructure and new technology in order to thrive. 

No discussion of job creation in India can ignore agricul- 
ture, which still provides a livelihood for nearly two-thirds of 
the population. Most of them, however, are underemployed. 
India can produce new job opportunities, experts say, by 
stimulating industries like food-processing and horticulture 
that play to the country’s natural strengths. The construc- 
tion industry also acts as a magnet for rural labourers. 

Another potentially helpful measure: relaxing labour 
laws that make it very difficult for companies with more 
than 100 workers to fire employees. Economists say that 
such laws make employers reluctant to hire fresh staff 
even when there’s a need for it. At the same time, those 
regulations only affect larger companies in the so-called 
“organized” sector, home to just 8% of India’s burgeon- 


businesses needed better access to credit, improved 
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ers and increasing productivity in the face 
of new competition, he says. 

The Tata group, India's oldest con- 
glomerate, has reduced its workforce 
from 320,000 to 220,000 over the past 
decade. At its steel arm, it plans to elim- 
inate even more jobs in the future as tech- 
nology makes labour obsolete while aug- 
menting output. The same is true at 
India's state-owned businesses, many of 
which have pared their staff by offering 
early-retirement schemes to workers. 

Despite higher economic growth, the 
country's employment engine has fal- 
tered. For example, between 1993 and 
2000, GDP growth averaged 6.796 a year. 
But employment expanded at an anaemic 
176 a year compared to 2.796 a year in the 
previous decade, when economic growth 
was a less-impressive 5.296 a year. 

The causes are familiar: Much of the 
growth came from increasing the pro- 
ductivity of existing workers through 
investments in machinery and technol- 
ogy, not from using more workers. Rising 
efficiency has curbed the appetite to hire 
new staff in industries from banking to 
telecommunications to manufacturing. 
And rigid labour laws make it very diffi- 
cult to fire workers. 

In a country with no safety net for the 
unemployed, workers have to find alternate 
means of supporting themselves. Some fig- 
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ures suggest that the only place where jobs 
have increased overall in recent years is in 
the unorganized sector, an ocean of mom- 
and-pop businesses, small-scale manufac- 
turing and freelance labour. Confirmation 
of this will have to await the next national 
job survey, due to begin later this year. 

Meanwhile, some promising devel- 
opments could be around the corner. The 
BJP is planning a host of new spending 
on infrastructure should it be re-elected 
in the national poll concluding on May ro. 
Economists say that's good news for job- 
seekers and the economy overall. 

On the trade front, the end of the 
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global textile-quota system on January 1, 
2005, is considered an opportunity for 
India to reinvigorate its own clothing 
industry, also a large potential source 
of jobs. The quota system currently lim- 
its India’s textile exports. 

But government officials say India has 
no time to lose. Already, the unemploy- 
ment rate for educated youth is above the 
national average, says Gupta, who advo- 
cates a massive push in skill development 
and vocational training. Only 5% of 
Indian youth between the ages of 20 and 
24 have any kind of vocational training, 
compared to 28% in Mexico. = 
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COMMODITIES 


Dizzying Highs 
Growing demand is expected to push commodity 
markets even higher over the next two years 


By Tom Holland/Honc KONG 


OVER THE PAST few weeks the prices 
of some key commodities traded on 
world markets have fallen. Following 
a year of unrelenting increases, the 
falls have been steep; the price of 
nickel, for example, is now down 30% 
from its January high. Yet, despite the 
retreat, most analysts agree that the 
fundamental trend in commodity 
prices will remain upward for the 
next couple of years at least. Some 
fear that the rising trend will soon 
begin to fuel inflation. 

“After such a spike upwards it is 
natural to see a pause in prices,” says 
Gary Mize, chief operating officer 
of Hong Kong-based commodity- 
trading house Noble Group. 

Most dealers agree and attrib- 
ute the recent falls to a shake-out 
among hedge-fund managers and 
speculative traders who profited so 
handsomely last year from jump- 
ing on the upward trend in commodity-futures markets. With 
markets appearing to top out, they have been happy to exit 
their positions, pushing prices lower. A 6% rebound this year 
in the trade-weighted value of the United States dollar— 
the currency in which most commodities are priced—has 
also helped to depress prices. 


NO EXCEPTION 


$/tonne 


THE PRICE INCREASES OF MINERALS 
HAVE BEEN EXACERBATED BY A 
LEGACY OF UNDERINVESTMENT 


But the drop will be temporary, argues Mize. “The real 
physical need for commodities will go on regardless of spec- 
ulators' interest in hedging vehicles," he insists. 

That physical need is being driven by the emergence of 
China as an economic power, coupled with a cyclical revival 
in the global economy. The result has been a surge in prices 
which, even factoring in recent falls, still looks impressive 
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Even an unglamorous metal like lead 
has seen its price peak 





Money 


and impressively broad-based. In late April, Brent blend crude 
oil was up over 30% from its level a year before. Soya beans were 
up 60% and copper over 80%. Even lead, as unglamorous a 
material as it is possible to imagine, was up 70% despite falling 
in price by a quarter from its early March high. 

"Never in my experience has there been a rise like this in 
commodity prices across the board," says Ron Manners, a 67- 
year old veteran of the metals and mining industry who sits 
on the boards of a clutch of Australian mineral companies. 

The increases have been exacerbated, especially in the mar- 
ket for minerals, by a legacy of underinvestment. The exam- 
ple of nickel, a key ingredient in stainless steel, is typical. Falling 
demand dragged prices down from 
a high of around $20,000 a tonne 
in 1988 to around $4,000 in 1993, a 
bottom which they continued to 
scrape for the rest of the decade. 

"Nickel prices have been so low 
for so long that there has been no 
nickel exploration since the early 
1990s,” says Tony Rovira, manag- 
ing director of Perth-based mining 
company Nickel Australia. 

Now says Rovira, stainless-steel 
production is picking up, driven by 
demand from China, and demand 
for nickel has increased by 3% year 
on year for each of the past three 
years. With no stockpiles, "nickel 
went through the roof," says Rovira, 
hitting $17,767 a tonne in January. 
Although exploration is now begin- 
ning again, mining companies face 
a lead time of at least two years 
before fresh supplies can be brought 
to market. 

It's a story repeated across different markets: rising 
demand and static supply. "We are just getting into several 
years of steady-state growth," says Mize at Noble. "And just 
396 or 496 increase in demand annually will be enough to 
tip the scales of strained commodity markets." 

So far, little if any of the price increases has been passed 
on to consumers, but analysts are beginning to question 
just how long manufacturers can continue to absorb rising 
costs. That's partly because it's not just rising raw materials 
costs they face, but rising transport costs too. 

Take coal as an example. As China's energy demand has 
increased, it has exported less coal, forcing its customers in 
Japan to source their coal from markets further away in 
Australia. That means a two-week voyage, instead of three 
days, at a time when increasing trade volumes have already 
driven the cost per day of chartering a bulk carrier up fivefold 
over the past two years. Worse, severe port congestion can 
now mean a two-week delay before a ship can even load, 
bumping the cost up still further. 

"At some point, the users of our products will have to pass 
on the price increases to consumers," warns Mize. & 
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Change of Heart 


After years of shunning them, Asean invites 
Australia and New Zealand to talk free trade 


By Rowan Callick/MELBOURNE 


THE CONSERVATIVE John Howard government in Australia 
has come under relentless domestic fire for “losing Asia.” But 
now, handily just a few months before an election, it is being 
courted by the region’s major players, including China and 
the Association of Southeast Asian Nations, or Asean, as a 
special trade partner. 

The invitation by Asean’s economic ministers, issued fol- 
lowing a meeting in Singapore on April 21, to Australia and 
New Zealand—whose Closer Economic Relations trading part- 
nership began 30 years ago—to launch talks towards a free- 
trade agreement caught the CER partners by surprise. 

The previous Australian Labor governments of Bob Hawke 
and Paul Keating placed a high rhetorical emphasis on build- 
ing close relationships with Asia. The Asia-Pacific Economic 
Cooperation forum was the major fruit of this focus. But 
following the 1997 Asian financial crisis, and as economic 
multilateralism hit barriers in the 21st century, Australia—a 
highly open economy anxious not to be left stranded as oth- 
ers began to find partners of their own—has found a suc- 
cession of willing partners for free-trade agreements. 

Last year, it concluded a trade pact with Singapore, then 
with Thailand. It has negotiated an agreement with the United 
States, too, which is awaiting congressional and parliamen- 
tary approval. In January it began talks towards a trade deal 
with China, through negotiations in Beijing with Commerce 
Vice-Minister Ma Xiuhong. 

And now comes Asean, by no coincidence just six months 
after the retirement of Malaysia’s Prime Minister Mahathir 
Mohamad, who vetoed every attempt to build institutional 
links with Australia. Addressing a press conference last Octo- 
ber, Mahathir remarked, “We see Australia as some sort of a 
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BRAIN POWER: Australia’s educational and R&D resources 
could benefit the region’s economies 


transplant from another region. So as far as I am concerned, 
of course, Australia is not Asia but at the end of this month, 
I may not be around and people may change their mind." 

In 2000 when the CER countries last came close to being 
invited to be part of an agreement with the emerging Asean 
Free Trade Area, it appeared to have been not only Mahathir 
but also Indonesia, aggrieved with Australia's intervention 
in East Timor, that opposed the invitation. But now Prime 
Minister Abdullah Ahmad Badawi has won an immense 
mandate of his own in Malaysia, and Indonesia's leading 
candidate for its presidency, Susilo Bambang Yudhoyono, is 
viewed in Canberra as a reliable ally. 

Once dubbed by former Singapore Prime Minister Lee 
Kuan Yew as the "poor white trash" of Asia, Australia—and 
its partner, New Zealand—is now being courted for its wealth, 
its educational standards and its research potential. These are 
needed to help Asean countries ratchet up their own skills and 
technological levels to supply sophisticated products and serv- 
ices to their huge, fast-growing neighbours, China and India, 
rather than spiralling down to compete with them for low-cost 
labour and other cheap inputs. 

In a statement after their meeting on April 21 Asean min- 
isters observed, "It would be beneficial to both regions to 
upgrade economic relations to the next level." The two regions 
have similar-sized GDPs, and both are talking with China 
about free trade. Speaking to reporters on that occasion, 
Singapore Trade and Industry Minister George Yeo added, "If 
you look at it from the viewpoint of the way the world is going 
and the way the economic pieces are put in place, this is the 
natural next step for us to take." 


NETWORK OF TIES 

Australian Trade Minister Mark Vaile and Foreign Minister 
Alexander Downer welcomed the Asean move which, they 
said, “builds on a wide and deep network of economic, com- 
mercial and financial relations." The protective barriers that 
the U.S. has erected since the start of the war on terrorism 
have helped divert education, health and tourism flows from 
Asia towards Australia and New Zealand instead. Yet Aus- 
tralia's trade with Asean countries totalled $25.5 billion, or 
just 1496 of its total trade in the year to June 30, 2003, with its 
exports to Asean constituting 6.596. 

In his first major speech on international affairs as Aus- 
tralia's opposition leader on April 7, Labor's Mark Latham, 
who has hugely boosted his party's morale and prospects 
against Howard, said: "Many of us are worried that Aus- 
tralia is being marginalized in Asia." He stressed that Asean, 
reaching out towards China, Japan and South Korea, was a 
“key organization from which Australia has been locked out." 

Now, though, it appears to be on the verge of not only 
coming in from the cold but of being embraced, with 
Howard and New Zealand Prime Minister Helen Clark 
invited to attend Asean's Laos summit in November to 


launch the new trade talks. = 
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It’s not the extensive grounds. 
It’s the extensive privacy. 


Odd, isn’t it, how privacy becomes such a rarity, once wealth reaches 
a certain level. Recognising its critical importance, we’ve ensured 
that discretion is a fundamental ingredient of our Private Banking 
service. Client confidentiality underpins every transaction, and every 
piece of advice, for every client. Because privacy is not a privilege 
- it's a right. 
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SINGAPORE 


Fiscal Predator 


Huge hidden fiscal surpluses enrich the Singapore state 


but impoverish the private sector 


By Dan Fineman 

Austere fiscal policies hurt Singapore more than possibly 
any country on the planet. Although Singapore markets itself 
as a low-tax country with world-class social programmes, in 
reality the government taxes heavily and spends little. The 
resulting huge surpluses—largely hidden and off-budget— 
strengthen the ruling party but weaken the economy. Unless 
the government drastically loosens fiscal policy, businesses 
will lose competitiveness and long-term growth will slow. 

Singapore’s political system and fiscal strategy are inex- 
tricably intertwined. Only a government dominated by a sin- 
gle party could consistently post such large surpluses and only 
an extraordinarily well-financed state could exert such exten- 
sive control over political and economic life. 

Big structural surpluses most benefit the ruling party, to the 
detriment of the private sector. Unconstrained by tight finances, 
the government pays cabinet members and civil servants some 
of the world’s highest public-sector packages. Although gener- 
ous salaries discourage corruption, they also lure the best talent 
to the government and ruling party. Private enterprises—and 
rival political parties—suffer brain drains. When campaign- 
ing, the ruling party argues 


that the opposition lacks EMBARRASSMENT OF RICHES 
capable leaders. Because Singapore routinely runs budget surpluses 


high pay has attracted the Overall budget balance as % of GD 
island’s brightest to the — 18... 
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and holding companies "Estimated ^ Source: “Fiscal policy challenges facing a mature Asian 
economy: The case of Singapore," by Mukul Asher 


transact among them- 
selves at undisclosed prices. Key data such as the government's 
share of national savings and the profits of holding companies 
and investment corporations are kept secret. One analyst calls 
the national accounts a *masterpiece of obfuscation." 

Actual surpluses greatly exceed the already impressive 
stated numbers. From 1991 to 2001, the government reported 
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surpluses averaging 3.696 of GDP, but Mukul 
Asher of National University of Singapore calcu- 
lates an adjusted average of 9.796, nearly triple the 
announced figures. Official budgets exclude land- 
lease revenues, investment income and profits 
from off-budget state bodies. Because Asher 
includes only publicly disclosed revenues, his 
adjustments understate real surpluses. 

The high-surplus strategy lowers Singapore's 
standard of living. Deprived of disposable income 
by numerous taxes, Singaporeans consistently con- 
sume a share of GDP 10-20 percentage points 
below Hong Kong levels, while Hong Kong main- 
tains a higher per-capita income. Their high-rev- 
enue, low-expenditure government leaves Singa- 
poreans a smaller slice of a more modest pie. 

Overly stringent fiscal policies sap Singapore's 
competitiveness. Excess surpluses depress the cost 
of capital and encourage firms—many state- 
owned—to overinvest. According to JPMorgan, 
listed Singapore companies provided a return on 
equity below the non-China developing Asian aver- 
age in four of the last five years and half the United 
States benchmark since 1996. 


LOOMING CRISIS 

An excessively pro-fiscal design is contributing to 
a looming crisis in Singapore's national pension 
plan, the Central Provident Fund, or CPF. Rather 
than invest balances on beneficiaries' behalf, CPF 
pays contributors a low, artificially determined 
interest rate. The state pockets as a hidden tax the 
potentially huge difference between the actual 
investment yield and what beneficiaries receive. 
In contrast to most countries' schemes, Singapore 
allows working contributors to pay medical bills 
with plan balances. The resulting outflow depletes 
retirement funds but relieves the government of 
potential health-care liabilities. 

Arguably, provisions allowing home buyers 
to tap CPF balances work to similar effect. State 
entities own an estimated 85% of the island's land. 
If, as some analysts believe, CPF financing has con- 
tributed to high land prices, the government gains 
from home purchases, while pension balances 
dwindle. Largely as a result of its fiscally friendly 
features, CPF will prove grossly inadequate for 
meeting individual retirement needs. 

Slower economic growth has eliminated re- 
ported surpluses this decade, but the lack of change 
in broader fiscal policies indicates that actual bal- 
ances remain high. Until the dominant-party polit- 
ical system that thrives on outsized surpluses 
undergoes fundamental reform, Singapore will 
struggle with an underfunded pension plan, inef- 
ficient businesses and sickly consumption. = 

Write to me at dan.fineman@feer.com 
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Promises, Promises 


Pledges of poverty-relief win elections. But delivering on 
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such campaign undertakings can often be difficult 


By Manik de Silva 
Now it’s time for the newly elected government 
of President Chandrika Kumaratunga to deliver. 
It won't be easy: Her country is hard up, and inter- 
national aid depends on a fragile peace accord with 
the rebel Liberation Tigers of Tamil Eeelam. 
Kumaratunga is in charge of the United People’s 
Freedom Alliance, a Marxist-backed minority gov- 
ernment that was elected on April 2 on a populist 
platform. Her government must walk an economic 
tightrope if it is to implement even some of its 
campaign promises while preserving the macro- 
economic gains made in the past few years. 
GDP, which contracted 1.5% in 2001, grew 
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5.5% in 2003. But this was achieved at the cost 
of dismantling many of the safety nets that pro- 
tected the poor—and it was the poor who elected 
Kumaratunga’s party. 

The alliance has pledged cheaper fertilizer for 
farmers, 60,000 jobs within three months for 
unemployed university graduates and school- 
leavers, a 70% salary increase for the country’s 
bloated public service and the restoration of relief 
to families living below the poverty line but who 
have been taken off the dole. Initially, opposi- 
tion politicians said these measures would cost 20 
billion rupees ($200 million) but now that the 
alliance is in power, the opposition claims the true 
figure may be closer to 50 billion rupees. 

Still, the new finance minister, Sarath 
Amunugama, is confident of keeping macro-eco- 
nomic fundamentals intact and raising the funds 
needed to pay for the promised social welfare by 
taxing businesses that the previous government 
chose to spare. “We're going to raise the needed 
revenue by taxing bars, taverns and casinos that 
were no-go areas for the [United National Party]," 
Amunugama says. "We're going to raise revenue 
to meet expenditure without expanding the budg- 
etary gap. We're going to hit hard on the luxury 
groups. That's my strategy." 

Already a 1 billion rupee fertilizer subsidy has 
been announced. But the government has not made 
any other statement about its economic plans dur- 
ing its nearly month-long tenure. 

"The 696 GDP growth projected for this year 
is attainable despite the drought, provided the 
macro-economic fundamentals are not seriously 
interfered with," says Saman Kelegama, an econ- 
omist heading the Institute of Policy Studies, an 
independent think-tank. “But the budget deficit 
must not be allowed to widen, interest rates must 
be kept at a single digit and the foreign aid in 
the pipeline must be obtained with progress on 
the peace front." 

Clearly there are investors who are concerned 
that this might not be possible. The Colombo Stock 
Exchange reacted to the election of the alliance with 
a 10% drop, wiping out 30 billion rupees of market 
capitalization on the first trading day after the 
results were announced. About a third of that value 
has been recovered as the initial panic abated. 

One of the concerns hovering over the gov- 
ernment's head is the currently stalled peace 
process. Can the alliance get it back on track? About 
$4.5 billion in international aid—chiefly from 
Japan, the World Bank and the Asian Development 
Bank— pledged in Tokyo in June 2003 is depend- 
ent on that. Another issue is the stability of the 
minority government: Differences within the rul- 
ing alliance are already surfacing. = 
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Prices & Trends 


STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Close 

Index (Apr. 26) % chg YTD (Apr. 26) Mkt Unit Latest %chg YTD 
(Apr. 26) % chg YTD Australia (08,5540 . +4.52 Aluminium Ldn $/tn 1,724.00 +7.48 
Australia 226.41 +1.34 Bangkok 667.61 -13.54 Cocoa NY $/tn 1396.00 -7.85 
China 88 142.37 *2.51 Bombay 5,925.58 *1.48 Coffee NY c/Ib 70.55 +8.62 
Hong Kong 225.19 *3.53 Colombo 122185 415.04 Copper NY c/'Ib 124.15  +18.75 
Indonesia 61.65 -5.11 Hong Kong 12,132.68 -3.52 Cotton NY c/Ib 62.47 -17.18 
Japan 87.32 -2.38 Jakarta 81.75 — «1732 Gold Ldn $/oz 39700 -4.85 
Malaysia 118.76 -1.61 Karachi (6,415.93 F22 Oil: Brent Ldn $/barrel 33.58 «11.30 
New Zealand 186.10 +1.73 Kuala Lumpur 870.12 +9.60 Palm Oil KL Ringgit/tn 1,905.00 +7.38 
Philippines 68.03 -5.25 Manila 1,571.90 +8.98 Pulp FOEX  $/tn 637.04 +13.87 
Singapore 140.19. +1.08 Seoul 919.74 +13.45 Rice Bnk $/tn 243.00 +20.30 
South Korea 126.58 -1.80 Singapore 1849.38 +4.81 Rubber KL Mc/kg 491.50 +4.02 
Taiwan 133.90 +1.42 Taipei 6,710.70 — *13.92 Soyabeans Chg c/bushe| 958.00  *20.65 
Thailand 74.37 *6.72 Tokyo 12,163.89 413.93 Sugar NY c/lb 6.89 421.25 
U.S, Total Market — 268.49 -0.67 Wellington 2,321.63 *1.90 Tin KL $/tn 9,230.00 +39.64 
Euro Stoxx 50* — 2,859.24 -0.93 DJIA 10,444.73 -0.09 Wheat Chg  c/bushel 383.00 +1.59 
FTSE 4,571.80 +2.12 AIG - Dow Jones Commodity Index 146.78 +8.51 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 


?6 chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Manila (3.84% on week) 
(Apr. 26) GDP | CPI Current acct | Trade balance _ 1-mth interbank | Prime rate Composite index 
Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.79 (Feb) 5.42 9.50 1,600 
China 9.7 (Q1 '04) +3.0 (Mar) +35.42 (2002) +18.02 (Mar) 2.58 n.a. 
EU 0.9 (Q4 '03)  +1.5 (Feb) +43.68 (Q4 '03) -15.45 (Jan) 2.08 ia: 1,990 
Hong Kong 5.0 (Q4 '03) -2.0 (Feb) +17.38 (Dec) -9.80 (Feb) 0.07 5.00 1,580 
India 10.4 (Q3 '03/'04) +4.1 (Feb) *2.15 (Dec) -15.52 (Mar) 6.25 11.13 
Indonesia 4.1 (2003) *5.11 (Mar) +4.70 (2003)  +27.80 (Feb) 7.43 7.34 1,570 
Japan 3.4 (Q4 '03) -0.1 (Mar) *150.66 (Feb) ^ «98.82 (Feb) 0.06 1.38 
Malaysia 6.4 (O4 '03) * 1.0 (Mar) * 12.56 (Dec) * 17.74 (Feb) 2.95 6.00 1,560 
New Zealand 3.5(Dec'03) +1.5 (Mar Qtr) -3.57 (Dec) -2.67 (Feb) 5.51 5.61 
Philippines 4.5 (O4 '03) *3.8 (Mar) *3.35 (2003) -1.84 (Feb) 8.90 10.16 1,550 
Singapore 7.3 (01 '04) *1.5 (Feb) +27.41 (Dec)  *24.89 (Mar) 0.56 5.50 
South Korea ^ 3.9 (Q4 '03) +3.1 (Mar)  +19.98 (Feb)  +22.47 (Mar) 3.77 3.90 1,540 
Taiwan 5.2 (Q4 '03) *0.9(Mar)  +28.71(Dec) 15.37 (Mar) 0.93 0.85 de 
Thailand 7.8 (Q4 '03) *2.2 (Feb) +7.93 (Feb)  +10.00 (Feb) 1.27 5.75 ; 
U.S. 4.1 (Q4 '03) +1.7 (Mar) -541.80 (Dec) -496.86 (Feb) 1.10 4.00 





Source: MoneyLine Telerate 


Source: Government Statistics 


FOREIGN EXCHANGE 


Key Currencies 


(Apr. 26) $1 worth Spot rate % chg YTD (Apr. 26) $7 worth Spot rate % chg YTD 
Australia dollar 1.3601 -2.40 Mongolia* tugrik 1,171.00 -3.84 
Bangladesh taka 59.000 -0.85 Nepal rupee 73.00 0.00 
Brunei dollar 1.6945 +0.64 New Zealand dollar 1.5852 -3.70 
Burma** kyat 815.00 *9.20 Pakistan rupee 57.44 -0.49 
Cambodia** riel 4,135.00 -6.82 Papua New G. kina 3.1452 *4.96 
China renminbi 8.2768 0.00 Philippines peso 55.60 -0.15 
European Union euro 0.8423 -5.78 Russia* * rouble 28.908 * 1.15 
Hong Kong dollar 7.7987 -0.45 Singapore dollar 1.6951 *0.15 
India rupee 44.09 *3.41 South Korea won 1,154.60 *3.24 
Indonesia rupiah 8,608.00 -2.35 Sri Lanka rupee 98.30 -1.42 
Japan yen 108.63 -1.31 Taiwan NT dollar 33.053 *2.77 
Laos** kip 10,415.00 *0.19 Thailand baht 39.530 *0.10 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,722.00 -0.41 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0609 S$ = ringgit 2.2406 SDR = $1.4499 “Official rate — **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 


48 Far Eastern Econamic Review 


May B, 2004 





wits 


A thin line separates fame and recognition. — 
It’s called the Asia Business Leader Awards 2004. 
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Sticky Wicket 


In the wake of the India tour, cricket in Pakistan has never been stronger, but not for its women. 
They face a fight against traditional attitudes, prejudice—and each other 


HUNZA BUTT sits near the rope marking the boundary, 
absorbed in the match between Pakistan and West Indies. Not an 
unusual sight for a young cricket fan. But this is Karachi, the 
match is between two women's teams, and Hunza is a five-year- 
old girl who attends coaching sessions every weekend—the 
only girl among hundreds of boys. Her ambition? To captain 
her country’s women's team. 

The woman whose role she covets sits padded up and waiting 
to bat, silent and scowling in the dressing room. The West 
Indies—or Windies—is on its way to an easy win, but Pakistan's 
captain, Shaiza Khan, has more to worry about than that. In 
this Islamic country, where many disapprove of women playing 
sports, Shaiza has had to deal with blatant chauvinism, death 
threats, and attempts to prevent the team leaving the country. 
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By Emma Levine/LAHORE 


In the face of such obstacles, you might have 
thought Pakistan's cricketing women would pull 
together. You'd be wrong. Shaiza's claim to rep- 
resent women’s cricket in Pakistan is contested by 
another group, resulting in a bitter battle over 
credentials. So why has she stuck with it? 

“T live and breathe cricket and can't imagine life 
without it,” says the 35-year-old. “My ambition is 
to see the women’s game in Pakistan go higher 
than the men's. Getting the Windies team here was 
victory in itself—it's a personal achievement." 

It was, indeed, personal. The visiting team's 
expenses were covered by Shaiza's father, 
Mohammed Syed Khan, who also converted two 
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rooms in one of his mansions to accommodate both 
teams for the two-week series. Net practice took place 
in their back garden. The factory owner has funded 
the team from the beginning for one reason: 
“Because of my daughters’ interest, I sponsor the 
team because it enables them to play.” 

Shaiza started playing cricket when she was six, 
with her brother and younger sister, Sharmeen. 
Deterred from playing in Pakistan, the girls devel- 
oped their cricketing skills when studying in Eng- 
land in the 1980s. Filled with enthusiasm, Shaiza 
established a women’s team on returning to Karachi 
in 1988 and organized a high-profile match against 
a team of ex-international Pakistani players—men, 
of course. She figured the publicity would help 
launch her team into the world arena. 

The response was rather different: Death threats 
came by phone; Islamic groups such as Jamaat-e- 
Islami protested at the match plans, warning of riots 
in Karachi if it took place; the chief of police in 
the city, just 24 hours before the first ball was to 
be bowled, banned the match. “This was my first 
taste of cricket in Pakistan," says Shaiza, *and it was 
not a good taste." And that was just the start. 

She tried to win the backing of high-profile play- 
ers, such as 1970s star Majid Khan. “Women have 
no place in sport and should not move outside 
the four walls of their home,” he was quoted as say- 
ing. Then she went to see the legendary Imran 
Khan in his office. “He sat with his feet up on the 
desk, and asked me why I’m bothering forming a 
women’s team, as they will never be as good as 
the men’s,” Shaiza recalls. “I walked out.” 

Undaunted, she created the Pakistan Women’s 
Cricket Control Association, or PWCCA, which 
finally became a member of the International 
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AIMING 
HIGH: 
Members of 
Pakistan’s 
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(/eft) hopes 
one day to 
captain her 
country’s 
team 
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Women's Cricket Council, the world governing body, in September 
1996, making the team Pakistan's official representative. But that 
only sparked more problems. In Lahore, the Pakistan Women’s 
Cricket Association, or PWCA, cried foul against the *Shaiza 
group," as it disparagingly refers to the PWCCA. 

"This so-called PWCCA came into being only in 1996. But we 
are the base, the founders of women’s cricket in Pakistan, starting 
it informally in 1972," says Aazra Parveen, indignantly. As a 
founder member of the Lahore-based association, she claims 
Shaiza Khan only got international status by pretending there were 
no other women’s cricket organizations in Pakistan. In response, 
Shaiza's allies say the older group made few serious efforts to seek 
official status and that Shaiza's request for international recog- 
nition was backed both by Pakistan's Sports Ministry and the 
Pakistan Cricket Board (PCB), the national governing body. 


INFIGHTING 

Legal battles and attempts at mediation have done nothing to 
resolve the row. "When I brought them together to talk, they just 
insulted each other," says Zakir Khan, general manager of cricket 
operations at the PCB. And while the row might seem petty, 
even laughable, it's hurting women's cricket in Pakistan. “This 
infighting has stopped the promotional and developmental aspect" 
of the game, says Zakir Khan. "Nothing can be achieved until this 
is decided. Once it is decided, then we can oversee the develop- 
ment, build an infrastructure, and allocate funding." 

Critics might say that Shaiza Khan's reluctance to compro- 
mise—matched by her Lahore rivals—as well as her close 
involvement in the PWCCA borders on egomania. Admirers 
say her single-minded determination is the only way to get Pak- 
istan women’s cricket on the map. "The fact is that the PCB dis- 
tances itself from women's cricket. Because of the cultural back- 
ground of Pakistan, no women's initiative has been supported, 
even education," says sports journalist Afia Salam, who follows 
women's cricket closely. “At least the PWCCA has been proactive." 

But for all Shaiza Khan’s efforts, old attitudes are hard to 
change, as was clear in the stories of the players who turned 
out for the West Indies series. Take Sajjida Shah who, at the 
age of 12, became the world's youngest international cricketer 
when selected to tour Holland three years ago. “My parents weren't 
allowing me to go, but I went on hunger strike for three days and 
insisted,” she says. She proved to be a match-winner. 

Dentistry student Urujj Mumtaz began playing at home at the 
age of four. “At 12 years old I played in a boy's under-19 team at 
Karachi Gymkhana, and really had to prove myself to keep their 
mouths shut,” she says. “Unfortunately I can't see cricket as a 
career here for women, because politics is everywhere and messes 
it up. But my college has asked me to form a women’s team, so 
at least there's a growing interest." 

That interest might have been fuelled still further by the suc- 
cess of the West Indies tour, which set three women's world 
records. Sadly, it was all overshadowed by the high-profile tour 
of Pakistan by the Indian men’s cricket team—an event that gen- 
erated huge publicity, and which many believe has gone a long way 
to improving relations between these two arch-rivals. Ironically, 
while cricket is calming regional tensions, the war of words among 
Pakistan's women cricketers shows no sign of easing. = 
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GAG REFLEX: The 
stink of an oil slick 
on the Yellow River 
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China's Dirty Secrets 


A forthcoming booh discloses just how serious China's environmental problems are—and how 
badly they affect people and economic growth, writes Jonathan Mirsky 


THIS IS THE MOST comprehensive disclosure available of 
the disastrous state ofthe environment in China, the reasons 
for it, and the calamitous effects on China's people. Elizabeth 
Economy, a senior fellow at the Council on Foreign Relations 
in New York, occasionally tries to sound positive, even prais- 
ing the Chinese Communist Party's creation of "unparalleled 
economic growth and well-being for the Chinese people." But 
almost every one of her book's 337 pages shows this to be 
either untrue or limited to the last 25 years. 

The book's title, The River Runs Black, says it all. Econ- 
omy describes vividly how the Huai River valley, one of the 
country's main producers of grain, suffered a vast flood in 2001 
which “flushed 38 billion gallons of highly polluted water into 
the Huai.” This resulted in a catastrophe for people, ani- 
mals, and crops, though seven months earlier Beijing had 
declared a successful environmental clean-up. For years before 
the flood, Economy observes, the death rate along part of the 
Huai was a third over the provincial average, cancer rates were 
double, and boys from some villages along the Huai were never 
fit enough to be soldiers. 

Economy spells out why this happened: Many centuries 
of little or no care for the environment; a concentration on short- 
term production to the neglect of planning for the future; lit- 
tle rule of law and the devolution of power down to localities, 
where officials and polluters are often in collusion; and, recently, 
the movement of polluting foreign enterprises to China, where 


they know little will be done to control them. 
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Economy bases her book largely on English-language sec- 
ondary sources. She has also interviewed some of the leading 
Chinese authorities on the environment, showing how they 
have endured much abuse and censorship. The book would 
be better yet had she reported what she must have witnessed 
in China’s environmental wastelands. 

Her chapter on China’s traditional stripping of the land 
shows just how old the problem is. The book’s key chapter 
deals with China's economic “explosion” and its environmental 
cost. The environmental disasters show how short-term many 
of China’s economic successes are, and even those must be 
measured against the huge human and financial costs of the 
disaster. The variety of disasters is staggering. China is “the 
destination of choice for the world’s most environmentally 
damaging industries, petrochemical plants, semiconductor 
factories and strip mining among others.” Of China’s 140 
forest bureaus, Economy says, almost half are exhausted or on 
their way to exhaustion, driven to extinction 
by the demand for chopsticks, furniture, 
paper and other signs of quick economic suc- 
cess. Degradation has reduced the nation’s 
grasslands by between a third and a half; this 


[ The River Runs Black: the Environmental 
Challenge to China's Future ] 

by Elizabeth C. Economy. Cornell University 
Press (to be published in May). $29.95 
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is partly the result of the usually praised privatization of land. 
The result? The desertification of one quarter of China. 

The greatest social, economic, and political “challenge,” 
to use one of Economy’s softening words, is the drawing 
down of water supplies: In five of China’s seven major 
cities 70% of water is not suitable for human use. Of the 
world’s 10 most polluted cities, six are Chinese. Only six of 
China’s 27 largest cities supply water that meets state stan- 
dards. Water-borne diseases kill armies of people every 
year. In rich Zhejiang province, for example, the incidence 
of intestinal cancer is unusually high. 

Environmental degradation, besides crippling many Chi- 
nese, will have driven 70 million farmers off the land by 2025. 
The possibilities for social upheavals, already pretty dire, 
are growing, Economy warns, and polls now show environ- 


mental destruction to be high on the list of public concern. 

Economy states that the total cost to the Chinese economy 
of environmental degradation and resource scarcity is between 
8% and 12% of GDP. The health costs of noxious emissions 
alone, not forgetting 300,000 premature births annually, will 
be $98 billion by 2020. This puts China’s vaunted economic 
increases in a dim light. What Economy calls China’s “wildly 
successful” economic reforms have, in fact—and here her 
main thesis shines through—“proved insufficient to meet the 
challenge of protecting the environment." 

At the end of her study, Economy calls on Washington 
to help China develop its environmental protection. But could 
there be a more unsympathetic president to the environment 
than George W. Bush? & 


Jonathan Mirsky is a writer based in London 


A GLOBAL 


Countries like China, the world's fastest- 
growing power market, are rushing to 
build massive fossil-fuel-fired power 
plants, nuclear plants and hydropower 
facilities to feed their high-speed eco- 
nomic engines. But in Power to the People, 
Vijay Vaitheeswaran questions whether 
such approaches are the right way to 
meeting a country's—and the planet's— 
power needs. 

For Vaitheeswaran, an energy and 
environment correspondent for The 
Economist, big is bad and small is beauti- 
ful. Micro is more beautiful still. His well- 
researched and easy-to-read analysis of 
the complex and opaque $2 trillion-a-year 
business of global energy concludes that 
the planet's future lies with micropower, 
specifically, hydrogen-powered fuel cells. 

Fuel cells are big batteries that use 
hydrogen and oxygen to produce electric- 
ity, nearly silently, and more efficiently 
than a conventional car engine uses 
petrol. Best of all, harmless water vapour 
is the only by-product. 

The sexiest thing about the Condé 
Nast building in New York City, home to 
magazines such as Vogue, Vanity Fair and 
The New Yorker, isn't the "steady stream 
of supermodels and movie stars," says 
Vaitheeswaran, but rather the "two big, 
boxy machines whirring quietly away on 
an unfurnished floor: fuel cells." The 
building, powered by the two fuel cells 
and solar panels hidden in its facade, 
stands as a shining example of 
Vaitheeswaran's brand of self-empower- 
ment that will ultimately help to free the 
world of its addiction to fossil fuels. 


ENERGY | SOLUTION 


This is all well and good, but 
Vaitheeswaran does not fully explain 
how a fuel-cell-driven economy is going 
to obtain hydrogen without burning 
fossil fuels. 

While Vaitheeswaran enthusiastically 
believes in the promise of an "energy 
Internet"—a decentralized, nimble power 
industry where consumers can buy and 
trade energy freely through intercon- 
nected smart electronics—he tempers his 
optimism with frank discussions of the 


[ Power to the People: 
How the Coming Energy 
Revolution Will Trans- 
form an Industry, . ë a 
Change Our Lives and - POWER =r: PEOPLE 
Maybe Even Save the 7 
Planet ] by Vijay V. 
Vaitheeswaran. Farrar, 
Straus and Giroux. $25 
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uphill battle involved. In what reads as a 
collection of short essays, Vaitheeswaran 
examines such topics as California’s 
bungled attempt at deregulation (from 
which he concludes that “the United 
States needs more deregulation, not 
less”), the weaknesses of the Kyoto 
Protocol—a pact among industrial coun- 
tries to cut emissions of greenhouse 
gases—and the challenges of dealing with 
global warming. 

Vaitheeswaran takes the reader on a 
fast-paced tour of the globe, from tropical 
Maldives, where islanders have built a 2- 
metre concrete wall to protect the capital 
from rising sea water caused by global 





warming, to glacial Iceland where the 
government's battle against air pollution 
caused by cars, buses, and ships has led 
to its pledge to become the world's first 
hydrogen-powered economy. 

Vaitheeswaran's colourful and enter- 
taining anecdotes veil a scathing attack 
on the politicians of the developed world 
whose misguided policies and lack of 
visionary leadership, he says, pose some 
of the biggest obstacles to spurring a 
wave of technological innovation that 
could herald a clean-energy revolution. 
Take, for example, "the politics of the 
Kyoto process [which] have proved so 
squalid, selfish, and shortsighted that in 
diplomatic circles, Kyoto has become a 
four-letter word," says Vaitheeswaran. 

Vaitheeswaran puts his faith in free 
markets, contradicting those who argue 
that energy is simply too vital an industry 
to entrust to the market place. "The innova- 
tive technologies unleashed by market 
liberalization and environmental demands 
hold out the promise of an inexpensive, 
and maybe even profitable, transition to a 
cleaner energy world," says Vaitheeswaran. 

While informative, Vaitheeswaran's 
book is short on any practical solutions 
for individuals to act on, except perhaps— 
taking a cue from his enthusiasm for the 
market place—to buy stock in the many 
companies he highlights as doing innova- 
tive things in the new energy sector. 
Maybe some of them are even planning 
on doing business in China. 


Kimberly Song 
Kimberly Song is a correspondent for 
the Review in Hong Kong 








It’s as Easy as ABC 


Cursed by illogical systems of romanization, Asian languages are divided 


by a common alphabet 


I WAS IN VIETNAM recently, when 
a young Ho Chi Minh City woman ap- 
proached me in a bar. “My name is Yum," 
she said. “Spelt D-A-N-G.” 

Oo-la-la! Was she indulging in some 
sort of suggestive wordplay? Yum, as in 
“delicious,” would certainly have described 
her. But then I remembered something. 
In southern (but not northern) Vietnam, 
"d" is pronounced “y.” So Dang probably 
did pronounce her name “Yum,” and was 
not trying to hint at how delectable she 
was. (If you are heading to Hanoi, ignore 
the above. There, Dang would be pro- 
nounced “Zum.”) 

Conversely, my name baffled her. 
In southern (but not northern) Vietnam, 
"v" is also pronounced “y.” It was bizarre 
to her that Vittachi started with a “v.” 

After years of sampling Asian lan- 
guages, one thing is clear to me. People 
who set up romanization systems for these 
tongues should be boiled alive in tom yum 
(not “tong yam’). They have made cross- 
border communications nightmarish, 
causing millions of lost man-hours and 
productivity. 

The romanization in my Hong Kong 
home town is particularly screwy. The 
Kowloon suburb pro- 
nounced “Wonggok” is 
spelt “Mong Kok.” In 
most places, romanizers 
merely get the sounds 
mixed up, but in this 
case, they accidentally 
turned the initial letter 
upside down. 

Last week I was in 
Korea (a society led by a 
man named Roh, pro- 
nounced “No”), and got 
the last room in a fully 
booked hotel. “Is Korean- 
style room,” the hotel 
staffer told me. “Not bad.” 
“Tm sure it will be fine,” 
I replied. 


Hong Kong. 
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Only when I got to the room did I dis- 
cover that “Not bad” was his articulation 
of the English words “No bed.” 

My wife, who is English, went into a 
grocery shop in south India and asked for 
a pound of butter. 

“What is butter?" asked the Trivan- 
drum shop assistant in faultless English. 

“Butter. Yellow stuff that goes on 
bread,” my wife replied. 

He shook his head. He had never 
heard of it. He called the manager, who 
also professed ignorance of the concept. 
After she referred to toast and mar- 
malade, light dawned. “Ah. You were say- 
ing ‘butter,’ but what you really wanted 
was ‘butter’!” the manager replied, before 
giving her an English lesson. “‘Butter.’ 
Pronounced 'but-ter.' Now you try it.” 

This exchange baffled her until I 
pointed out that the Indian languages 
have a generous variety of "b" sounds, and 
she had clearly used the wrong one. 

An American friend was taught the 
Cantonese word for book, which sounds 
to my ears as a semi-whistled *szhu" 
sound, but is romanized as "su." He put 
up his hand in class. “Is it ‘Sue’ or ‘shoe’ 
or 'zoo?" The teacher's forehead wrinkled. 
"It is not ‘Sue’ or ‘shoe’ or 
‘zoo’,” she whistled. “It is 
‘szhu’.” Indeed, the Can- 
tonese word for book hov- 
ers somewhere in the mid- 
dle of “Sue” and “shoe” 
and “zoo.” It took me 
years to get it right, after 
which I started Mandarin 
classes, where I spent 
years un-learning it. (The 
Mandarin for book is pro- 
nounced "shoe.") 

My greatest ire is re- 
served for the evil mon- 
sters who created pinyin, 
the romanization system 
cursed daily by untold 
millions of scholars of 
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Chinese all over the world. 

The entire system is based on booby- 
traps. The letter “q” is pronounced “ch,” 
while "c" is “ts” and “z” is “ds.” Worst of all, 
pinyin includes one of the most difficult 
Asian language sounds to pick up: The let- 
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ter “r” represents a sound which is “j’ and 
“z” spoken simultaneously. Why why why? 
Because the originators of pinyin hated us 
and wanted to ruin our lives. 

Some scholars think it was Marco 
Polo's inability to master this *jz" sound 
that turned "Nippon" (or *Nihom) into 
"Japan." Chinese speakers pronounced that 
country's name in a way which sounded to 
his Italian ears as “jzrrrpn.” Being unable 
to doa "j" and a “z” together, he romanized 
it to “Chipangu,” the possible root of the 
English word Japan. 

Anyway, those are the thoughts that 
went through my mind in rapid succes- 
sion in that Ho Chi Minh City bar as the 
scrumptious Dang/Yum lost interest in 
me and wandered off. “Yum,” I thought. 
And then: “Dang.” = 
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IN THE MIST: The 
mountains of 
Yunnan—an 
atmospheric 
backdrop to the 
Wenhai Ecolodge 
(see page 60) 
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The Hills 


Forget the beach. When the sun starts to shine, seasoned travellers know 
where to go—the cool of the mountains. In Asia, the options are endless, 
from a luxury resort in the Golden Triangle to a haunted hotel in east Java 
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ALL THE HIGHS, NONE OF THE PAIN 


In a country racked by violence, the Nepalese hill-station resort of Nagarkot is a welcome 
retreat from the political tensions and smog-filled skies of Kathmandu 


/ AN E the Himalayas without actually climbing 
them? Go to Nagarkot. A sunset or sunrise view here offers 
an unsurpassed panoramic excess of peaks, ranging from 
Annapurna to Everest. Kick back in a lounge chair on your 
own balcony and gaze out at the mountains, which roll down 
like waves into this Nepalese hill station. 

Only 32 kilometres from the capital, Kathmandu, 
Nagarkot is a breezy, one-road village surrounded by pine 
forests that perfume the air and ancient farm terraces 
that slice the hillsides into giant-sized steps. In the 19th 
century, it was a playground for Nepalese royalty; in the 
1970s, a magnet for Western hippies. This writer first 
started coming here in the 1990s, seeking a little solitude 
and peace after Kathmandu, and for much of that time 
refused to write about the village, fearful of having to share 
one of Nepal's last refuges. But that was then. Today, 
Nagarkot is one of the kingdom's most popular destina- 
tions, boasting 35 guesthouses dotted through the trees and 
all facing the mountains. 


The crown jewel is Club Himalaya Nagarkot Resort, a 42- 
room resort designed for business travellers who want to relax. 
Hence its helipad, full-service business centre and meeting 
rooms for more than 200 people, plus sauna, Jacuzzi and kid- 
ney-shaped, heated indoor swimming pool. 

Since 1999, Nepal's tourist trade has been cut in half by 
its "political problems," the local term for the guerrilla war 
between Maoist rebels and the army that's claimed more than 
9,500 lives so far. Most of the fighting has been in western 
Nepal; Kathmandu has only suffered occasional bombings, 
and has been harder hit by the Maoists' bandhs, or national 
strikes, which shut the city down. 

Bombs, bandhs and pollution have made the capital less 
than attractive to the 200,000 or so climbers, backpackers 
and “world travellers" who still come to Nepal each year. 
Instead, many head straight out of Kathmandu for Nagarkot, 
which is above the pollution and, so far, the troubles. 

“I don't know if we should accentuate that with the bad 
comes the good,” says Club Himalaya’s owner, Yogendra 





case of emergency. The technology in use here is strictly eco- 
friendly. The Nature Conservancy, a not-for-profit American 
conservation group, fitted the buildings with a biogas pit 
that converts manure into clean methane gas, which is piped 
to a kitchen stove. Solar panels on the roof and a small hydro- 
electric generator in a nearby stream heat electric blankets in 
the rooms and water for the men’s and women’s showers. 

Visitors are also helping to save the environment by stay- 
ing here. As Cun explains, villagers used to have few chances 
to earn cash and some turned to illegal logging and hunt- 
ing. "The lodge," he says, *empowers them to protect the 
forests and keep tourists coming back." For the equivalent 
ofa few dollars, locals can buy shares in the cooperative, earn 
dividends and find jobs at the lodge. 

Guests are asked to keep showers short and to turn off 
lights when not in use. After a day's hiking, that comes eas- 
ily as you head for an early night. Hiking routes take you to 
nearby villages, to the lake or into the mountains. Bird watch- 
ing is best between November and March; some 20 species 
of rhododendron bloom in the forests in April and May; in 
July and August it rains most afternoons. 

Hardier types can do a three-day trek through Tiger Leap- 
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ing Gorge, one of the world's deepest ravines. Wenhai is 
in northwestern Yunnan, where three of Asia's great rivers— 
the Yangtze, Mekong and Salween—-slice into the eastern 
edge of the Himalayas, creating stunning contrasts. Lodge 
staff can also arrange horseback trips, visits to local schools, 
even farming lessons. For large groups Wenhai village gath- 
ers to roast a goat and sing traditional songs. 

But for many visitors, the scenery and serenity is 
enough. On most mornings the sun slants into the Orchid 
Room, warming the pinewood walls to a golden hue. 
Out the window, the Jade Dragon Snow Mountain's 13 
peaks rise in icy majesty. And yes, Cun says, there’s the 
option of Naxi baba in bed. CRAIG SIMONS 


WENHAI ECOLODGE 

Upper Wenhai village, Yunnan province, China. 

Tel: (86) 137 0882 3843; e-mail: info@northwestyunnan.com, 
www.northwestyunnan.com 


PRICES: $12 a day for full board (reservations required) 


GETTING THERE: There are direct flights to Lijiang from 
Shanghai, Kunming, Guangzhou, Shenzhen and Chengdu. 
A guide will escort guests from Lijiang to the lodge 


WHEN TO VISIT: See article; the lodge is open year round 





An Eco House in Laos 


Solar power and guided treks aren’t politically correct gimmicks at 
The Boat Landing. They’re the norm in this back-to-nature haven 


to Laos 14 years ago as a development 
worker, and was based for much of the time 
in the northern town of Luang Namtha, 
about nine kilometres from where The 
Boat Landing stands. To help around his 
house, he employed a local teenager, Som- 
pawn Khantisouk, and later helped put him 
through university, where he studied archi- 
tectural draftsmanship. That proved a use- 


IT TOOK A WHILE before the people 
who run The Boat Landing in northern 
Laos realized what they had built. They 
thought it was just a small guest house 
along a bank of the Namtha River, but 
after hunting around the Internet and 


- talking to some guests they realized it 


was actually something else. “I had never 
heard of an eco-lodge before,” admits Bill 
Tuffin, one of the partners in the 
guest house. “But when I saw the 
descriptions I said, 'Hey, that's 
what we are’.” 

Tuffin happily admits that there’s 
a simple reason for The Boat Land- 
ing’s environmentally friendly poli- 
cies: “Most of the eco things we do 
are because, firstly, they're very prac- 
tical," he says. That's not surprising 
in this remote part of Laos, which 
is only slowly waking up to the out- 
side world. For instance, when the 
guest house opened in 1999 there 
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was no mains electricity in the area. So 
guest rooms were fitted with a mix of solar- 
powered lights and energy-saving lamps 
because, admits Tuffin, “we didn't want to 
buy a bigger generator.” The sun also pow- 
ers the surprisingly effective showers. “If 
the sun is very hot,” says Tuffin, “you can 
make coffee from the water.” 

Tuffin, a 42-year-old American, came 






A RIVER RUNS THROUGH: Relax and watch life float by 





ful skill when the men decided a few years 
ago to build the guest house. Khantisouk 
drew up the plans for the reception area 
and guest bungalows, which are built from 
local wood and bamboo and based on tra- 
ditional Lao designs. “We had to ask the old 
people in the villages about the details,” 
says Khantisouk. 

Khantisouk’s family are all involved in 
the project. His father helped build 
the guest house, while his wife, Pat- 
sanee, runs the restaurant kitchen 
serving mainly northern Lao dishes 
such as aw lahm, a local stew, chilli 
pastes and sticky rice. 

The 10 guest rooms, located in 
six bungalows, are simple but com- 
fortable. Each looks out over the 
Namtha river, and for many guests 
there’s nothing better than to sit out 
on the deck of their bungalow and 
watch the life of the river go by: Water 
buffalo in the morning, laugh- >» 
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ing children in the afternoon, and bathing 
villagers in the early evening. 

It's a timeless scene, and one that's 
hard to imagine ever changing. But 
change has come, and is coming, to this 
part of Laos. Electrification arrived 12 
months ago, while work is due to begin 
soon on a new highway from China that 
will run through the area. 

Laos, though, is working to maintain 
this idyllic setting. The hills surrounding 
the guest house are part of the 2,224- 
square-kilometre Nam Ha protected area, 
which is home to many hill tribes and a 
rich variety of wildlife. Government- 
trained guides lead small parties of visi- 


Museum Pieces 


Amid the volcanoes of east Java, a hotel erupts 
with a dizzying display of art and antiquities 


MALANG ISN’T QUITE on the beaten Indonesian tourist 
track. But nestling amid the volcanoes that pierce the length 
of Java, this dusty hill resort certainly should be. For right in 
the heart of the town, where crumbling Dutch colonial bun- 
galows still stand and huge plane trees shade the streets, you'll 


find a gem of a boutique hotel. 


Be prepared for a giddy visual experience at the Hotel 
Tugu Malang. Owner and designer Anhar Setjadibrata has 
collected antiques from around Asia for more than three 
decades, and he believes his hotels (he has others in Bali and 
nearby Blitar) are the perfect places to show them. “If I 
put all my antiques in a museum, people won't come. A 
museum is like a school,” says Anhar over breakfast one 


morning at the hotel. 


Even the ordinary rooms in this 45-room hotel are taste- 
fully decorated with antiques. The open-air corridors are 
cluttered with massive Dutch teak armoires and paintings 
from the colonial era. A long corridor leading to the spa 


tors on one-to-three day treks into the 
mountains, which include visits to tra- 
ditional villages. Visitors can also go 
mountain-biking, canoeing and rafting in 
the area. 

The hope is that this sort of guided 
tourism will bring in much-needed cash 
without causing too much disruption. 
Khantisouk—a former guide himself— 
believes it’s already helping the hill tribes 
realize the value of saving the forests and 
their traditional way of life. In return, 
he says, “people’s lives are better. They 
have more money to buy things like mos- 
quito nets and blankets. That makes me 
very happy.” BRIAN KEELEY 


glows bright red and trains the eye on an antique Bud- 


dha’s head from Cambodia. 


Downstairs, the function rooms reflect the owner's eclec- 
tic and eccentric tastes. Step out to the leafy outdoor dining 
area and you'll find it dominated by a giant statue of Kublai 
Khan, the Chinese emperor who invaded east Java in the 13th 
century. Or wander down the *Endless Love Avenue to the 
Sahara" corridor until you reach the hotel's restaurant for 
lovers, where you'll find yourself amid billowing silk drapes 


and 19th-century erotica. 


Even more remarkable is the Apsara Suite. With a 3.6-metre- 
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THE BOAT LANDING GUEST HOUSE 

AND RESTAURANT 

Luang Namtha, Laos. Tel.: (856 86) 312 398; 
e-mail: theboatlanding@yahoo.com; 
www.theboatlanding.com 


PRICES: From $25 to $40 in high season 
(November-end April) 


GETTING THERE: Many visitors to 

Luang Namtha come by road from Luang 
Prabang, a journey of about 10 hours, or by 
boat. From Vientiane, Lao Aviation operates 
a daily 90-minute flight to Luang Namtha 


WHEN TO VISIT: It’s hottest from March to 
May and wettest from May until late October. 
The rainy season is perfect for rafting, but 
most visitors prefer the cooler, drier months 
between November and March 


HEALTH: Northern Laos is a malarial area 





pi PS Ex »" € Afa *ik a À ^ y 
» Ze. “an - ITA IAM REM d e 
CULA TIEREN EA mw is 


el Tugu Malang (above and bottom) 


A 


DUET TA NEU 
Courtesy Of 


wide bed, open-air bathroom, secluded dining area and a 


with traffic. 


private salon for viewing dance performances (and, yes, 
dancers can be arranged), this spacious suite is designed 
for some serious romance. 

If you can tear yourself away from the Tugu hotel, the 
town of Malang is certainly worth exploring for its archi- 
tecture. But the narrow streets are crowded and often clogged 


A better excursion would be to leave town altogether and 


explore the picturesque surroundings. Proceed west out of 


May B. 2004 
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DISPLAY CASE: Malang and climb Mount Bulak to the hill resort of Batu, where 
For owner Anhar the verdant hillsides are reminiscent of Switzerland in sum- 
Setjadibrata, his mer and the air is filled with the smell of fresh herbs. Neat 
ee ee Dutch bungalows dot the landscape, their horizontal stuccoed 
places to show Sain» PR A | rte 

off his collection lines offset by tall poplars. In the distance, the steep-angled 
of antiques slopes of a volcano looms, its cone wreathed in clouds. 

Take the back roads north- 

ward and eventually you 
descend past the massive Ben- 
toel cigarette factory and reach 
the old Dutch military en- 
campment of Lawang. At first 
it doesn't seem as if there's 
much to see here; both sides 
of the busy road to the provin- 
cial capital, Surabaya, are clut- 
tered with commercial devel- 
opment. It would be easy to 
miss one of Asia's least-known 
architectural gems, the old 
Niagara Hotel. 
Built around 1900 to cater to Dutch military offi- 
cers and their wives, the Niagara was one of Indone- 
sia's first multi-storey modern buildings, complete 
with an electric elevator and what would have passed 
at that time for modern plumbing. The style is early 
art deco, with engraved and stained-glass windows 
that show off the European taste of the period. The 
wood panelling and tiled floors do the same. 

Time has been remarkably kind to the Niagara, 
which has stayed in the hands of the same Indone- 
sian-Chinese family for several generations. The 
outside has recently been repainted, but the building's 
interiors remain unchanged, preserving the look of 
an era when lace antimacassars and aspidistras in 
brass pots were found in every home. It's a shame that 
€ noone has fixed the original lift, which broke decades 
? ago and is preserved complete with the rubber belt 
= once driven by the ancient electric motor. 

A final word: The hotel is said to be haunted. 

One story has it that it's the ghost of a Dutch military man 

murdered by his wife. *That's what they say," says an idle 

busboy. “But it's not true." This correspondent was unable 
to find out: Staff said the hotel was full. 

MICHAEL VATIKIOTIS 













HOTEL TUGU MALANG 

JI. Tugu 3, Malang, East Java, Indonesia. 

Tel.: (62 341) 363-891; e-mail: malang@tuguhotels.com; 
www.tuguhotels.com 

Prices: From $99; for the Apsara Suite you'll pay $1,000 a night 


NIAGARA HOTEL 

Jl. Dr. Soetomo 63, Lawang, Malang. 

Tel.: (62 341) 426-612; e-mail: info.niagaratouch.com 

Prices: From 65,000 rupiah ($7.50) per night, or 75,000 rupiah 
at weekends 

GETTING THERE: Malang can be reached from Surabaya 

(which has frequent air connections with Jakarta and Singapore), 
a 90-minute journey by road 


WHEN TO VISIT: July and August are the coolest and driest months 
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3 APPOINTMENTS 





& The Asia Foundation 


€ Celebrating Fifty Years & 
ASSISTANT REPRESENTATIVE, VIETNAM 


The Asia Foundation is secking an Assistant Representative for their 
Vietnam office. 









Working with a team of program officers and under the direction of the 
Vietnam Representative, the Assistant Representative will assist in 
developing, implementing and evaluating a broad range of Asia 
Foundation programs in Vietnam. The Assistant Representative will also 
support administrative and public relations activities, and will serve as 
Acting Representative in the Representative's absence. 


|] Requirements: Minimum four years professional work experience with 
[ international organizations or nonprofit agencies, ideally in the areas of 
governance, law, or economic development. Proven management 
abilities: capacity to work effectively in a team: strong interpersonal, 
verbal, and written communication skills. Prior work experience in East 
| Asia preferred. Knowledge of Vietnam and Vietnamese desirable, 

Masters or higher degree in fields related to Foundation interests 

(Political Science, Law, Economics, Asian Studies, International Affairs, 
. Public Administration). 


-We offer excellent benefits and salary commensurate. with experience. 
Please send resume with cover letter, specifying the position for which 
you are applying, to: Human Resources, The Asia Foundation, P.O. Box 
193223. San Francisco, CA 94119-3223 or fax to 415/956-4857 or email 

| sis xg. The Asia Foundation is an equal opportunity 

7 employer. "Nemea ahd people of color are encouraged to apply. 

H www.asiafoundation.org Application Deadline is May 18. No phone 

{f calls please. 





REVIEW 


CLASSIFIED SECTION 


The classifications available in this section are as follows; when booking, 
please state your requirements: 


Appointment Hotels & Accommodations 
Business Equipment Investment Opportunities 
Business Opportunities Notices 

Conferences & Exhibitions Personal 

Courses & Seminars Positions Wanted 
Education Property 


Franchises Schools/Universities 


Reservations should be e-mailed to: 


joanna.depiano @dowjones.com (USA) 


emma.balogun €? dowjones.com (Europe) 


brian.tong @dowjones.com (Asia) 



































































United Nations Development Program United Nations Office for Project Services 





DIRECTOR - 
Poverty Alleviation and Sustainable Development Facility 










Background/Project Objective(s): 


The Poverty Alleviation and Sustainable Development Facility (PAF) is a 
project funded by UNDP which started its operation from January 2002 for 3 
years. The main component of the project is to support the Centre for Research 
on Poverty Reduction and Income Distribution (CRPRID) established in the 
Planning Commission of the Government of Pakistan as an independent 
research institution. 











CRPRID's achievements thus far include providing inputs to the Poverty 7. 
Reduction Strategy Paper (PRSP), publishing the Pakistan Human Condition 

Report 2003, and issuing various policy papers and research papers on poverty — 
related issues. CRPRID as an organization is, however, constrained by lack of 
research staff, the absence of a long-term strategy on research and policy - 
advocacy, and limited financial resources. CRPRID is now seeking the services”. 
of an internationally reputable and experienced director to strengthen the 

organization and functioning the Centre. i 

























Duties and Responsibilities: 


The Director, CRPRID shall be responsible for the operation of CRPRID and the. 
implementation of the above referred support project. S/he will be accountable. 
to a Project Steering Committee. More specifically, the incumbent Director will 
perform the following functions: 


* Interact with key Government departments, bilateral and multilateral donors, | 
NGOs and research institutions and assess their priorities and areas of : 
interventions. Based on this assessment, develop a research program for the 
CRPRID, and provide advice/guidance to research staff in à proactive manner to 
implement the research program. 












* Interact with donors / international financial institutions / Government and 
mobilize resources to implement the research program of the CRPRID. 


* Maintain intensive. interaction with the PRSP Secretariat and proactively 
monitor the outcomes and mid-term indicators as stipulated in the Government 
documents such as PRSP, MDG Report, etc. 


* interact. with provincial government departments and develop substantive 
research programs in poverty in collaboration with Planning and Development 
Divisions and the Federal Bureau of Statistics. 


* Interact with other countries in the region and regional programs and develop. 
close linkages of the CRPRID with the institution of repute. 


* Based on the research conducted by the CRPRID, experiences and lessons | 
gained from national / international research institutions, develop policy briefs: | 
for consideration of the Government. 


* Guide and supervise the work of staff in the CRPRID on poverty monitoring | 
and ensure regular publication of the poverty reports for submission to me 
Government and donors. 


* Overall supervision of the CRPRID, covering supervision of project statf,: 
consultants, and ensuring proper use of project resources and equipment, 
including adherence to financial disbursements and control procedures of 2 
UNDP. n 


* Prepare / elaborate project work plan for the project, including annualized : 
targets, and indicators, financial reports to be submitted and approved by iu 
Project Steering Committee, 





Requirements: 


The incumbent must have a postgraduate degree from a reputable university and. 
an experience of 15 years or more in sustainable development, development | 
policy, research programming, and developing partnership. S/he should have. 
strong inter-personal skills, Computer literacy in commonly used software and” 
excellent writing and spoken English skills are highly essential. Performance of- 
the incumbent will be evaluated based on the resources mobilized for the. 
CRPRID as well as PRSP monitoring in collaboration with PRSP Secretariat and 
provincial governments. Expatriate Pakistanis who meet these qualifications are i 
particularly encouraged to apply for this post. E 


Kindly submit CV by fax or email indicating position applied for to: 
@unops,org) 





Mr. Hazman Abu Kassim, Operations Assistant (email: Haz 
Application deadline is 15th May, 2004. 





TED CALL 


MARGERY MARSHALL, Prudential Relocations 


Making That Move 


International firms are increasingly sending employees on overseas assignments, 
at considerable cost to the organization—often with little idea what that cost might be 


IF IT COSTS a company four to five times an 
employee’s annual salary to send him abroad, you 
would think management would do their home- 
work to get a decent return on their investment. 
But that’s apparently all too rare. “You would be 
shocked,” says Margery Marshall, president of 
California-based Prudential Relocations. “If you 
ask how many of their overseas assignments have 
worked out, they often don't have a clue." 

"They" refers to even some of the biggest For- 
tune 100 companies. But they're not just West- 
ern companies relocating employees to Asia. 
Hong Kong, Singapore, Japan and 
China are all home to companies 
that are increasingly sending 
their employees on assign- 
ments abroad. Prudential Relo- 
cations claims the most exten- 
sive global footprint in the 
relocation-consulting industry: 
It has more than 1,600 “relo- 
cation-focused” employees 
speaking 47 languages between 
them, who do everything from helping to select 
the right candidate to finding suitable accommo- 
dation and even selling or renting out the 
employee’s house while on assignment. 

Amazingly, notes Marshall, many top execu- 
tives of large companies don't know if an over- 
seas assignee actually stayed the full term or met 
the target initially set. And all too frequently com- 
panies lose track of the employee once the per- 
son returns to head office. “So many employees 
fall through the cracks,” says Marshall. 

It’s one of those typical corporate goofs that 
explains why “how-to get-ahead-in-business” books 
sell so well. Executives clearly still need simple, 
straightforward advice. Companies typically spend 
$1 million for a three-to-five-year investment in an 
overseas assignment. That includes the salary, 
round-trip relocation costs and family expenses such 
as schooling, health care and housing. After such 
a hefty layout, if management doesn't look into the 
return, the executives in charge need to go back to 
the basics, says Marshall. 

And those basics are the backbone of her busi- 
ness. To start with, do you really need to relocate 
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the employee? Could finding local talent, opting for 

shorter-term assignments or increasing the number 

of extended business trips obviate the need to relo- 
cate whole families? 

But if a company is committed to a relocation plan, 

then Marshall says find the right candidate first. She 

advocates getting the experts in early, well before it’s 
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time to call the movers. Why? Many companies appar- 
ently select the wrong candidate for overseas assignments. 
One mistake they make is privately selecting a candidate before 
advertising the vacancy. “Don't just look at getting us involved 
when you're ready to move a person,” says Marshall. “Let us 
help you look at the likelihood of the person being successful 
in an overseas assignment." 
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Prudential Relocations has developed a test to help compa- : 


nies evaluate that likelihood. It measures candidates' adaptabil- 
ity, openness to new ideas and ability to fit in culturally. There are 
specific questions built in to catch out cheats. 

The company offers intercultural training for the employee 
and the family. Stories about expatriate "culture shock" are 
legion, yet few companies offer such services. But they should. 
The No. 1 reason for failed overseas assignments is "the part- 
ner hating it," says Marshall. And if a company spends $1: 
million relocating a key employee only to have the spouse want- 
ing to go home, that's not a very intelligent way to conduct a 
business, most would agree. 

"As companies get more and more aware ofthe costs" involved 
they've begun to appreciate the scale of the problem, says Mar- 
shall. It all sounds so obvious, but then, it's what's most obvi- 
ous that is most commonly overlooked. 


LARA WOZNIAK 


May 6, 2004 
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The 15th International Communications and Information Technology Exhibition & Conference 


nterprise/iT200 





The International Information Technology Exhibition & Conference for the Enterprise 


- Meeting Your 
Business Needs 


>> Looking for communications and IT solutions to satisfy your business needs? Visit CommunicAsia2004 and 
EnterpriselT2004, Asia's most complete technology showcase from 15 —- 18 June 2004 at the Singapore Expo. 
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Visit CommunicAsia2004, witness the latest developments in mobile networks & applications, network 
technologies and satellite communications. Continue the technology trail over at EnterpriselT2004, where 
CxOs, MIS & IT professionals source for IT solutions in system integration, e-learning, data warehousing, 
storage systems, outsourcing services, business intelligence, enterprise resource planning and more. 


15 - 18 June 2004 * Singapore Expo 







Pre-register online @ www.CommunicAsia.com today! 


Organised by: Hosted by: Official Media Group: 


Singapore Exhibition Services Pte Ltd 
Tel: +65 6738 6776 IDA “3 mo DOWJONES _ 
y - Fax: *65 6732 6776 ] SINGAPORE Moli Ah 


Email: events@sesallworld.com anes © 2004 Dow Jones & Company. In 
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Approved International Fair & CONVENTION BUREAU Event 


CommunicAsia2004 and EnterpriselT2004 are part of The Infocomm Media Business Exchange (imbX) - Asia's largest infocomm and media business platform which also 
incorporates BroadcastAsia2004, iX2004 Conference and a host of other activities. Log on to www.visit-imbx.com for more information. 
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Financial self-service solutions 
are our passion — have been 


for more than 30 years. 


Diebold, we start early and 

move fast so you can too. 

We re strong where it counts: 
best-in-class ATMs, Agilis software 
services and integration capabiliti. 
And were the front-runner 

in open systems and cross-vendor 
applications. They'll never catch um 
and you'll always have a financiam 
self-services partner to help you 


stay ahead of your competition. 





















Letters 


FALUN GONG 

In Falun Gong Uses Free Speech as a 
Sword [Apr. 15], you suggest that The 
Epoch Times is a Falun Gong newspa- 
per, and one that suffers from a dis- 
proportionate coverage of the perse- 
cution of the movement's followers. 
We do not promote Falun Gong; we 
provide broad coverage of news of 
interest to Chinese-language commu- 
nities outside China. In doing so, we 
promote respect for human rights and 
democratic values. 

In suggesting our coverage of Falun 
Gong is "disproportionate," you under- 
estimate the significance of this story, 
both for our Chinese audience and as 
a human-rights issue. We are proud of 
our regular coverage of the persecution 
of Falun Gong practitioners, and believe 
anyone will agree with us that such cov- 
erage is justified and important. 

GUO JUN 
Chief Editor, The Epoch Times 
Suwanee, Georgia 


You argue that New Tang Dynasty Tele- 
vision, or NTDTV, is the media arm 
ofthe Falun Gong spiritual movement. 
In fact, NTDTV neither teaches the doc- 
trines of the Falun Gong movement nor 
attempts to represent a Falun Gong 
viewpoint. NTDTV is an independent, 
nonprofit Chinese-language media 
company. It is the expression of inde- 
pendence and pluralism by Chinese- 
Americans in a media market that seri- 
ously needs an independent voice. 

It is true that many Falun Gong 
practitioners work for NTDTV. The 


_.. persecution they've experienced has 


made them value the need to protect 
human rights and freedom of speech. 
It should surprise no one that they 
choose to work for NTDTV to further 
support these values. The fact that you 
easily uncovered through public doc- 
uments their involvement suggests the 
opposite of what you conclude. There 
has been no violation of the principles 
of transparency and accountability. 
NTDTV's programming focuses 
on the history and culture of the East 
and the West, and includes educa- 
tional, children’s and entertainment 
programmes. Given this, neither our 
democratic values nor our profession- 


alism permit us to ignore or downplay 
the human-rights situation in China, 
whether this involves the persecution 
of Christians, Falun Gong practition- 
ers or the suppression of the labour 
and democracy movements. 

Indeed, the lack of adequate cov- 
erage of these matters was in part what 
prompted us to launch NTDTV. And 
because of our work, Chinese author- 
ities continually harass us, including in 
the United States. Such an unprece- 
dented campaign in the U.S. against an 
American-registered media company 
is a serious abridgement of freedom of 
the press by a foreign government, a 
story your reader might find more 
interesting than your published article. 

ZHONG LEE 


President, New Tang Dynasty Television 
New York 


DEMOCRACY IS LATE 

As you noted in Hong Kong's Rights 
[Editorials, May 6], by rejecting uni- 
versal suffrage for Hong Kong's chief 
executive and legislature in 2007 and 
2008 respectively, China not only 
snubbed Hong Kong residents' demo- 
cratic aspirations, but also breached the 
spirit of the promise of a “high degree 
of autonomy." This promise was made 
under the 1984 Sino-British Joint 
Declaration on Hong Kong—an inter- 
national treaty registered with the 
United Nations (under Article 102 of 
the UN Charter). Hong Kong’s future 
is an international concern. 

In discussing Hong Kong's rights, 
the comparison some make of the 
city's present with its colonial past is 
disingenuous. The proper comparison 
should be with Hong Kong's contem- 
porary counterparts. Although it has 
the 16th-highest GDP per capita among 
the world’s 25 richest societies, Hong 
Kong is only one of two of these classi- 
fied as “partly free,” rather than “free,” 
by the New York-based Freedom House. 
Hong Kong is past due for democracy. 


VINCENT WEI-CHENG WANG 
Richmond, Virginia 
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» Thailand’s Crackdown The government's tough approach 


only draws attention to its failure to better integrate the southern provinces 


THAILAND'S SOUTHERN provinces are a part ofthe world 
no one today can want responsibility over. But it is a matter of 
history that the area now is a part of Thailand, so Bangkok has 
a responsibility to quell the violence and use prudent means to 
integrate its citizens in the region into the larger fold. The fact 
that Bangkok has failed to do so has contributed greatly to the 
sectarian violence that took such a dramatic and puzzling turn 
last week. (See related article on page 21.) 

Although the region is populated mainly by ethnic-Malay 
Muslims, this is no excuse for the continuing alienation of these 
people. Thailand may be made up predominantly of ethnic 
Thais—7596 of the people—but apart from the Malays in the 
south it also has a significant number of other minorities. If eth- 
nic Chinese can be integrated into the country (albeit perhaps 
more easily for religious-cultural reasons), so too can southern 
Muslims, if only the government had tried harder. Instead, 
Bangkok has long acted aloof. Until recently it ran the region 
with officials mostly from outside the area, giving the unfortu- 
nate impression of an occupation. Moreover, giving government 
jobs mainly to Buddhist Thais further fuels resentment. 

" For the moment it isn't clear who was responsible for last 

. week's coordinated attacks. One explanation is that an inter- 
national terrorist group such as Jemaah Islamiah may be tak- 
ing its fight to Thailand. The suspected presence of seven for- 
eigners among the 107 killed bolster this theory. Certainly, a 


group like the Jemaah Islamiah will have sensed the opportu- 3 





nity to mine resentment for its larger cause. But the groups — 


modus operandi, like that of Al Qaeda with which it is said to 


be linked, has been to use lethal force against high-profile tar- 
gets. The foiled terrorist plot to bomb a Nato summit in Turkey 
next month with sophisticated munitions is something more 
readily identified with international terrorism. — — 

Last week’s machete-wielding mob—suicidal as it turned 
out to be—instead prompts this question: Why? Perhaps guer- 
rilla warfare has been added to terrorists’ tactics. But there are 
other competing explanations for the attacks, ranging from 
organized-crime groups fomenting trouble to shady arms deal- 
ers trying to steal weapons. = 

It will take some time to sort out this question definitively. 
Still, Bangkok's heavy-handed rule, compounded by its troops’ 
apparent unwillingness last week to take prisoners, will hardly 


help defuse the existing tension or calm anger against the 


central authorities. At a time when terror groups are scouting 


for disaffected youths to join their nihilist cause, the chal- _ 


lenge is to convince Thai Muslims that they have as much of a 
stake in the country as anyone else, and that their religion 
does not mark them as outsiders. If the government can quickly 
begin to do this, then the sooner it will be that terrorists or com- 


N early Done India's elections provide a reminder of unfinished reforms 





INDIA’S MARATHON elections finally 
are in the home stretch. As we go to press, 
the fourth of five rounds of polling is being 
conducted, with the last due on May 1o. As 
expected, exit polls show the lead being 
held by the ruling National Democratic 
Alliance, led by the Bharatiya Janata Party. 
But against expectations, the NDA isn't 
doing as well as initially anticipated. Why 
it hasn't provides a sober reminder to pol- 
icymakers of the unfinished business in 
India's economic revival. 

The BJP pegged its election campaign 
to India's peace initiatives with Pakistan— 
for the first time since Partition, peace 
with Pakistan is palpable—and on robust 
economic growth. These are indeed fine 
achievements. The economy grew 10.496 
in the third quarter of fiscal 2003, with 
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growth for the whole year estimated at a 
commendable 8.196. Much of the growth 
is attributed to expansion in the manu- 
facturing and services sectors. The prob- 
lem is, the main beneficiaries here are 
urbanites from a number of key cities. 
Most of India, however, remains rural; 
and two-thirds of its 1 billion people 
depend on agriculture. They may have 
other ideas about "India Shining," the 
campaign mantra of the BJP. 

To be sure, farming also fared well last 
year. But this was mainly because of a 
favourable monsoon season—which 
means farmers are still subject to the 
vagaries of nature, lacking adequate infra- 
structure to manage their water needs. 
Indeed, as a report by the Confederation 
of Indian Industry put it, “Agriculture in 


e 


2004 is like the industry was in1991'— 
still awaiting a critical mass of reforms to _ 


start a healthy momentum of growth. For 


a start, the majority of farm plots are too 


small to be efficient, and too many mid- — 


dlemen tag on costs to farm produce with- 
out adding value. 

Much of the problem lies with a mis- 
allocation of state resources. The govern- 


ment spends most of its budget for agri- 


culture on subsidies—fertilizer, fuel, power 
and so on. True, many farmers would howl 
if these were removed. But careful reform 
means also putting in place market incen- 
tives to ease the initial pain. 

To that end, we'd remind policymak- 
ers that the best time to inflict a dose of 
virtuous pain may be at the start of a new 
term in government. = 








What exactly is an “adaptive enterprise” 
and do I really want to be one? 
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Prats ftoence 


U.S. Pragmatic on 


Hong Kong Plans 


China’s decision to block progress towards the full election 
of Hong Kong’s chief executive and legislature by 2007 
and 2008 respectively is unlikely to change the territory’s 
close commercial ties with the United States. Under the 
Hong Kong Policy Act, the White House is empowered to 
withdraw trade and other privileges from Hong Kong if the 
U.S. president determines that the territory's promised auton- 
omy is undermined. But a senior U.S. official says this is 
unlikely, adding: “There’s a strong argument to be made that 
there is sufficient autonomy.” Meanwhile, a resolution intro- 
duced to the U.S. Senate by Republican Sen. Sam Brown- 
back has passed the Senate Foreign Relations Committee and 
is expected to pass the full Senate quickly by unanimous con- 
sent. The resolution, co-sponsored by six other senators, calls 
on Congress to declare that “the people of Hong Kong should 
be free to determine the pace and scope of constitutional 
developments.” Despite distractions, including the war in 
Iraq and the coming presidential election campaign, the sen- 
ior U.S. official says that Hong Kong is receiving “steady staff- 
level attention” in Washington. 


WEST BENGAL Looks EAST 

India’s West Bengal state has long suffered from a reputation 
that it is less than friendly to foreign investors, thanks to a his- 
tory of union activism and bureaucratic inertia. These days, 
however, the state’s communist-led government is turning 
over a new leaf, discouraging strikes and urging officials to 
remove hurdles to new investment. In particular, it’s focus- 
ing on wooing companies from the rest of Asia. “If I have to 
look for investment in our state, I first look to the East—Japan, 


Photos: AFP 





ASIANS WELCOME: Investors are showing interest in Calcutta 
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Singapore, Indonesia,” says Buddhadeb Bhattacharjee, the 
state's chief minister. "We're also maintaining contact with 
China and we're going to have a big investor-meeting here 
in August." The efforts are paying off where Japanese com- 
panies are concerned. Mitsubishi Chemicals and Marubeni 
are already involved in projects in the state. Senior executives 
from Itochu were in Calcutta in mid-April to discuss a new 
mass-transit system for the city. West Bengal is also in 
advanced discussions to begin exporting some of its agri- 
cultural goods to Southeast Asia. 


SOME CREDIT-TIGHTENING IN SHANGHAI 
Looking at the overall growth in bank loans in China—still 
around 2096 year-on-year—it doesn't seem that authorities 
have accomplished much in their efforts to curtail credit. But 
at a micro level, lending standards are tightening in some 
parts of the country. In Shanghai, for instance, municipally- 
owned Songjiang New Town Development Co. recently auc- 
tioned 28 plots of land to local developers, most of them 
private. They're to build sections of a large luxury villa devel- 
opment in suburban Shanghai. But in recent days, around a 
third of the developers havert been able to arrange credit lines, 
and Yu Ning, Songjiang New Towns general manager, says 
some smaller developers may have to team up with larger 
ones. The lending landscape for property has "absolutely" 
tightened in the last two years, says Joseph Zimny, director of 
New Choice Mortgage Services, a local property-services firm. 
"Now, with the tightened credit, you're seeing a develop- 
ment landscape that's more like America. It's not enough to 
just say, ‘I’m a developer’.” In order to secure credit lines, 
he says, many smaller developers must have equity part- 
ners from the start that can put up half of a project’s planned 
cost, compared with as little as 20% two years ago. To be sure, 
tighter credit in Shanghai real-estate doesn't mean tighter 
credit everywhere in the country. But it’s a start. 


MONTAGNARDS BLAME THEIR OWN 

Vietnam isn't the only party blaming an anti-communist 
United States-based group for instigating recent violent 
clashes in the country’s Central Highlands between police and 
ethnic minorities known as Montagnards. Some of the Mon- 
tagnards themselves charge that Kok K’sor, leader of the Mon- 
tagnard Foundation, recruited leaders of their community 
to organize protests in two highland towns on April ro and 11, 
according to a recent North American visitor to Vietnam. “You 
tell Kok K’sor that if he wants to see the extermination of 
the Montagnards in Vietnam he should just keep doing 
what he’s doing,” the visitor quoted one Montagnard leader 
as saying. “I’d like to take Kok K’sor for a visit to the hospitals 
where today he would see the broken, bruised and bleeding 
bodies of this past week’s events,” another is quoted as say- 
ing. Representatives of the Montagnard Foundation admit 
that they supported the demonstrators, but deny that they 
organized the protests. “The perception is that some sort of 
order... came from [the Montagnard Foundation in] the >> 
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_ Keeping up \ with new customers. 


e Kimberly-Clark Corporation i is home to some of the world’s most 
p usted brands—like HUGGIES” and KLEENEX”. With operations 
~~ in 43 countries, the company needed to simplify its operations 
to remain nimble. HP helped them implement a standardized 
_ [T environment that streamlined the move into new markets and 
sped the integration of disparate technology into their operations. 
Today, Kimberly-Clark enjoys a 41% lower TCO of IT, and is 
| always able to stay ahead of its customers. www.hp.com/adapt 
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ADVERTISEMENT 


FedEx. 


Express 
Living To Deliver 





Ene praise from a five star hotel is 
a sure sign that your service is some- 
thing out of the ordinary - after all they 
set the standards when it comes to look- 
ing after their customers. 


But then again, if anyone is going to 
exceed their high expectations, it's going 
to be FedEx - the world's most reliable air 
express company - and that's just what 
happened recently in Singapore. 


Staff at a well-known hotel had mistaken- 
ly rejected an urgent package destined 
for one of its guests. However, the pack- 
age contained critical documents that 
would form the cornerstone of the guest's 
important 7am breakfast meeting. 


7 | Kt was close 

» seer to midnight 
"md 0L, JE when the 
n 3 hotel's duty 
eur "2. E manager 

€ | contacted - 

FedEx. Even 
" though it 
was well 
past office 
hours and there were no delivery staff on 
duty, she got through to an international 
operations specialist. 







Singapore Operations Team 


True to the can-do FedEx spirit, he sprang 
into action to locate the package; a task 
made especially difficult as this was a 
high volume 'post weekend' with many 
hundreds of shipments to sort from. Once 
he found the right package, he drove his 
private car to the hotel to make a very 
special delivery at 1:20am. 


His willingness to go the extra mile is typ- 
ical of a FedEx team totally committed to 
their customers; a fact recognised by the 
hotel manager in her thank you email: 
"| really appreciate you going out of your 
way to ensure the item was delivered. | now 
truly believe that your company believes in 
and practices what it advertises!" 





SURPRISE CHOICE: 


David Lee is tipped 
to become Taiwan's 
next representative 

in Washington 


Tntelligenca 


v 
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U.S.,” says Australia-based spokesman Scott Johnson. “That 
perception is wrong." Human Rights Watch of New York 
reported that one protester was shot dead and nine others were 
beaten to death during the demonstrations against alleged 
religious persecution and confiscation of their land by the gov- 
ernment. The Montagnard Foundation, which was founded 
by Kok K'sor and other anti-communist hill-tribe leaders 
aligned with the U.S. during the Vietnam War, claims that 
hundreds of people were killed. 


TAIWAN’S DIPLOMATIC SURPRISE 

Taiwan President Chen Shui-bian has surprised diplomats 
in Taipei, both domestic and foreign, with his apparent choice 
for the island’s next representative to Washington. The 
post has been held since 2000 by Chen Chien-jen, a long- 
time member of the opposition Kuomintang (KMT), or 
Nationalist Party. He was expected to be replaced by some- 
one aligned with the president’s Democratic Progressive 
Party, even though the DPP does not have as many experi- 
enced professional diplomats as the former ruling KMT. But 
in the end Chen appears to be opting for David Lee, who is 
close to Chen's arch-rival and opponent in the recent presi- 
dential election, KMT chief Lien Chan. While the decision 
isn't final yet, political analysts say appointing Lee could spell 
trouble. Lee does have strong qualifications—he has per- 
formed well as Taiwan's representative to the European Union 
and is an expert on his country's relations with the United 
States. What's more, his appointment was praised by several 
senior KMT leaders. But some political insiders in Taiwan 
say Lee's lack of close ties to Taiwan's ruling party could 
hinder him. “He is a nonpartisan guy," says one former Chen 
administration diplomat who has worked with Lee. “But 
the Washington post sort of needs a partisan person. You 
have to be close to the president.” 


COMMITTEE Gives Nop To U.S. ENvoys 
The United States Senate Foreign Relations Committee has 
approved a long list of Bush administration nominees for 
diplomatic posts in Asia and around the world. The nominees’ 
names now go to the full Senate for final approval. Among 
those who were cleared by the committee on April 29: Michael 
W. Marine, currently deputy chief of mission in Beijing, as 
ambassador to Vietnam; Patricia M. Haslach, director of the 
State Department's Office for Afghanistan Reconstruction, as 
ambassador to Laos; and former National Security Council 
(NSC) Senior Director for Asian Affairs James Moriarty as 
ambassador to Nepal. At the NSC, Moriarty drew fire from 
some conservatives for his tough stance toward Taiwan Pres- 
ident Chen Shui-bian and his plans to hold referendums. 
Moriarty's critics hold him responsible for persuading Pres- 
ident George W. Bush to issue a sharp rebuke to Chen last 
December. But in Moriarty's confirmation hearing, Taiwan 
never came up. The committee also approved the appoint- 
ment of the current U.S. ambassador to Poland, Christo- 
pher Hill, to head the embassy in South Korea. © 
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Golkar Pips PDI-P in Indonesian Poll 


Indonesia’s former ruling Golkar party was pro- 
claimed the winner of April's general election 
with 21.696 of the vote. President Megawati 
Sukarnoputri’s Indonesian Democratic Party for 
Struggle (PDI-P) was second with 18.5%, way 
below 1999's result when it won more than a 
third of the votes. The personal popularity of 
Susilo Bambang Yudhoyono helped his Democrat 
Party to a surprising fifth place with 7.4596 of the 





LOSING GROUND: Megawati 


votes. Analysts say the 
PDI-P's poor showing 
may hurt Megawati's 
chances in July's first 
direct presidential elec- 
tion, for which polls show 
her trailing Yudhoyono. 
The election marked a 
comeback for Golkar, 
tarred in 1999 by its links 
with disgraced former 
President Suharto. 


SINGAPORE 





Malaysian-born airline Capt. 
Ryan Goh flew out of Singapore 
on May 1 after being branded an 
undesirable immigrant for his role 
in an industrial dispute. Goh 
angered the island republic’s 
influential senior statesman, Lee 
Kuan Yew, after leading a cam- 
paign at Singapore Airlines to 
oust leaders of the pilots’ union 
who accepted pay cuts and 
redundancies last year. Lee 
confronted Goh at a meeting with 
pilots in February and angrily 


accused him of stirring up 


trouble. Two days later Goh was 
ordered to leave Singapore, and 
was sacked by Singapore Airlines 
after losing appeals to keep his 
residence rights. He plans to 
settle in Australia after 26 years 
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in Singapore. Goh also wants to 
remain a pilot but says restric- 
tions on him visiting Singapore—a 
major aviation hub—might cause 
problems. “Was | a scapegoat? It 
depends on who you really ask,” 
Goh said before his departure. 





PERSONA NON GRATA: Capt. Ryan Goh 





TAIWAN 


Vice-President Annette Lu 
won a libel lawsuit against 
a magazine that reported 
she had spread rumours 
of an affair between 
President Chen Shui-bian 
and his interpreter. The 
Supreme Court rejected 
an appeal by five staff of 
a political weekly, 7he 
Journalist, against a lower 
court’s ruling. 


NORTH KOREA 


Pyongyang said it was 
ready to accept United 
States aid for victims of 
a deadly railway blast 
last month, according to 
a report by the Yonhap 
news agency. The news 
came as North and 
South Korea on May 4 
opened a fresh round of 
high-level talks in 
Pyongyang. Meanwhile, 
the North also held talks 
with Japanese officials in 
Beijing over the Cold 
War-era abduction of 
Japanese nationals by 
Pyongyang’s agents. 


SINGAPORE 


Singapore Prime Minister 
Goh Chok Tong tightened 
rules relating to govern- 
ment MPs who have 
private business inter- 
ests. The move is aimed 
at heading off potential 
corruption problems. 











PRIME MINISTER Helen : 


Clark narrowly survived 
a no-confidence vote 
after a revolt by indige- 
nous Maori members of 
her Labour Party. The 
rift centres on a draft 
law turning New 
Zealand’s shores, 
beaches and seabed 
into state property. The 
Maoris say this will 
infringe their ancestral 
rights and some 15,000 
. of them marched on 
parliament in protest 
against the law on May 
5. Junior minister 
Tariana Turia quit the 
Labour Party in protest 
at the legislation and a 
second Maori could 
follow suit. This would 
threaten the Labour 
Party's slim majority. 


PHILIPPINES 


The two front runners in 
the coming presidential 
election, incumbent 
Gloria Macapagal-Arroyo 
and popular film star 
Fernando Poe Jr., 
pledged to respect the 
result of the May 10 vote 
in a bid to head off 
feared post-poll violence. 
The latest opinion polls 
give Arroyo a slim lead of 
around 4.5 percentage 
points over Poe. 


SRI LANKA 


Norwegian peace envoy 
Erik Solheim said he 
expected a resumption of 
stalled negotiations 
between the new Sri 
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Lankan government and 
the rebel Liberation 
Tigers of Tamil Eelam. But 
Solheim, who held 
separate meetings with 
representatives of both 
sides, predicted many 
difficulties in the talks. 


MACEDONIA 


The government in 
Skopje acknowledged 
that Macedonian special 
forces had deliberately 
gunned down an Indian 
and six Pakistani illegal 
immigrants in March 
2002 and then pre- 
tended that they were 
terrorists. The authori- 
ties laid charges against 
four police officers and 
issued a warrant for 

the arrest of former 
Interior Minister Ljube 
Boskovski. Pakistan said 
it would be demanding 
compensation. 


PAKISTAN 


A car bomb killed three 
Chinese engineers 
helping to develop a 
major seaport in south- 
west Pakistan. Nine 
Chinese and two Paki- 
stanis were injured in 
the blast. Police in the 
town of Gwadar later 
arrested 13 Pakistanis in 
connection with the 
case. The motive was 





not clear but Pakistan’s 
President Pervez 
Musharraf said a full 
probe had been ordered. 


Pakistan announced 
plans to reduce the size 
of its army by 50,000 
soldiers, the first cut in 
the nation’s 57-year 
history. The cuts will be in 
logistics and administra- 
tion and will not affect 
fighting capacity. 


United States senators 
inaugurated a powerful 
new group to further 
strengthen ties with 





INDIA FAN: Hillary Clinton 


India. The 32-member 
bipartisan Senate India 
Caucus will promote 
bilateral economic ties 
and strengthen coopera- 
tion with India on terror- 
ism and nuclear-prolifera- 
tion issues. It will also 





CAR BOMB: An injured Chinese is taken to hospital 
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cover matters affecting 
some 2 million Indian- 
Americans. The group 
will be co-chaired 

by Hillary Clinton, a 
Democrat, and Republi- 
can John Cornyn. 


Reliance Industries, 
India’s biggest oil firm, 
has turned in higher-than- 
expected profits for the 
first three months of the 
year. Reliance said net 
profits rose 29% on the 
year to 14.2 billion rupees 
($320 million), outstrip- 
ping the 13.4 billion 
rupees pencilled in by 
forecasters. Profits for 
the full year to March 


^ were also up, climbing 


26% to 51.6 billion 
rupees. Analysts said the 
increase reflected strong 
energy prices. 


CAMBODIA 


A man convicted of 
murdering Cambodian 
actor Haing Ngor, who 
won an Oscar for his role 
in The Killing Fields, has 
had his conviction 
overturned. A Los 
Angeles district judge 
found that the prosecu- 
tor in Tan’s 1998 trial 
misrepresented evi- 
dence. She ruled that 
Tan, serving a minimum 
sentence of 56 years, 
must either be retried 
or set free. 


NEPAL 


Thousands of people 
took part in a rally 
against King Gyanendra 
in Kathmandu a day 
after the government 
lifted a ban on political 
rallies. The opposition 
wants the king, who 
sacked the elected 
government in 2002, to 
restore democratic rule. 





SPOTLIGHT 
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CROWD'S FURY: Bashir's supporters protest 


BACK IN THE BRIG 


Indonesian police rearrested Muslim cleric Abu 
Bakar Bashir minutes before his scheduled 
release from Jakarta's Salemba prison on April 
30, saying they had new evidence establishing 
him as the spiritual leader of the Jemaah Isla- 
miah terrorist network. 

Flanked by a squad of police motorcycle 
outriders, Bashir was placed in an armoured car 
and whisked to police headquarters as sup- 
porters rained rocks and bottles on riot police 
outside the prison. 

The cleric was originally jailed for four years 
for subversion and immigration offences under 
Indonesia's criminal code, but the subversion 
charge was overturned on appeal in September 
and his jail term cut to 18 months. 

Analysts say it appears police will rely on evi- 
dence that was not used at the first trial to bring 
charges against Bashir under the 2003 Anti- 
Terrorist Act, which was passed while he was 
behind bars. Because the legislation does not 
apply retroactively, prosecutors will seek to link 
Bashir to the Bali bombings in October 2002 or 
the August 2003 Marriott Hotel bombing in 
Jakarta, which together killed 214 people. 

It is not clear how the unpredictable Indo- 
nesian court system will view efforts to simply 
name Bashir as the so-called emir of JI, which 
he allegedly helped form in 1998. 

Legal experts say the prosecution runs the 
risk of leaving Bashir open to double jeopardy 
at a time when Muslim leaders have been 
accusing the government of acting at the behest 
of the West. John McBeth 
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NORTH KOREA 


Shop Till 
You Drop 


It’s got shopping, advertising, trading companies and new incentives to make es 


profits. Despite North Korea's many problems, the small changes seen in 


Pyongyang now could be the first steps towards a marhet-oriented economy 


IT'S THE DAY before a major holiday, so the 
market's salespeople are unusually busy. 
Hundreds of shoppers throng the narrow 
aisles between rows of tightly packed stalls 
stocked with snacks, foreign liquor, and a 
variety of fruit from locally grown apples 
and peaches to imported pineapples. Some 
customers are shopping for inexpensive 
clothes from China, beer from Singapore or 
dishwashing liquid from Thailand; the 
wealthier ones are looking at Chinese-made 
TV sets and washing machines. Those in 
the market for a new watch or an electric 


NEW CONSUMERS, 
NEW BUSINESSES 


e Two years ago North Korea 
allowed wages and prices to 
rise, and created incentives 
for factories to turn a profit 


e Signs of consumerism 


include street-side kiosks 
and billboards advertising a 
North Korean-made car that 
sells for 8,000 euros 


e Prices are determined by 
the market, customers pay 
with cash, not coupons, 
and salespeople appear 
determined to make a profit 





14 Far Eastern Economic Review 


By Bertil Lintner/PYONGYANG 


shaver will likely be choosing a Chinese- 
made import. Nothing remarkable in any 
other Asian city—but this is the Tongil 
Street market in a suburb of Pyongyang, the 
capital of North Korea, and the holiday is the 
birthday of late leader Kim Il Sung. 

Nearly two years after the government 
announced a slate of reforms that loosened 
rigid economic controls in place since 1945, a 
visit to the secretive country reveals how North 
Koreans—or, at least, the 2.2 million who live 
in Pyongyang, and that is seen as a privilege 
in this country of 22 million people—are 
getting their first taste of consumerism. 

The nation, nevertheless, is still teeter- 
ing on the brink of disaster. Food short- 
ages, chronic malnutrition and decaying 
infrastructure prevail. It continues to face an 
international stand-off over its controversial 
nuclear programme. And much depends on 
what decisions will be taken by its secretive 
and unpredictable government headed by 
Kims son, Kim Jong Il. Even with the sound- 
est policies in place, economic development 
is bound to be a long, slow process. 

But small signs of change are evident. 
Individual enterprises are appearing along the 
city streets—an elderly woman selling farm 
goods from a bicycle or an elderly man repair- 
ing shoes. Simple cardboard kiosks have 
popped up throughout the city, selling drinks, 
cigarettes and sweets. The kiosks, like the 
stalls at the Tongil market, are run by small 
trading companies, workers’ and farmers’ 
organizations and cooperatives, which are 
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NEW CONSUMERS: Products for sale, for 
those with cash, at the Tongil market 


subordinate to the state. But prices are deter- 
mined by the market, not the state; customers 
pay with cash, not coupons; and salespeople 
appear determined to make a profit. 

With consumerism has come the first hints 
of consumer culture. Mobile phones are a rare 
sight, but those who have got them are proud 
to show off their new status symbols on street 
corners and in hotel lobbies. Thai-owned 
telecommunications company Loxley Pacific is 
developing a mobile-phone network in a joint 
venture with the North Korean government. 

And last December Pyongyang got its first 
advertisement: billboards with pictures of a new 
car called Huiparam, or “the Whistle.” Made 
with Italian Fiat components imported to South 
Korea and then to the North, it is assembled 
at a plant in the port city of Nampo as part of 
an inter-Korean joint venture with South 
Korea’s Pyeonghwa Motor Company. The car 
costs 8,000 euros ($9,520), clearly beyond the 
means of most North Koreans. (The euro is 
North Korea’s official currency for foreign 
transactions.) Second-hand Japanese and Chi- 
nese cars still dominate Pyongyang traffic. 

“There is a growing consumer market in 
this country that seems to provide a broad range 
of goods,” says Richard Ragan, country director 
of the World Food Programme, which has had 
a presence in North Korea since 1995. 

Since changes were introduced in July, 
2002, an increasing number of cars and bicy- 
cles are filling the streets. People now seem to 
prefer to wear more colourful clothes imported 
from China rather than the old grey and brown 
Mao suits and peaked caps made from vinalon, 
North Korea’s own “fibre of self-reliance,” which 
long contributed to the chilling conformity of 
society as a whole. Some young people even 
wear baseball caps and the sight of children in 
Mickey Mouse T-shirts is not uncommon. 

Is the unthinkable really happening? Is 
North Korea really moving towards a system 
like that of China or Vietnam, in which the rul- 
ing Communist Party retains political con- 
trol while permitting the economy to operate 
relatively freely? 

There are at least three possible answers: 
The changes are insubstantial; they are sub- 
stantial but not irreversible; or the reforms are 
for real and there’s no turning back. 

Those who hold the first view, including 
some influential voices within United States 
President George W. Bush's administration, 
tend to dismiss the new initiatives, arguing that 
they have brought no substantial changes. North 
Korea is, and will remain, a rogue state,an PP 
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untapped commercial opportunity. 


The lure for potential investors is strong: a low-paid but able 
workforce, a common language and culture, and bountiful cheap 
land. It is so strong that South Korean businessmen express 


barely any fear of political risk. 


Small and medium-sized South Korean companies are 
queuing up to join the latest experiment in prising open the 
North’s economy: the Gaeseong Industrial Park, a yet-to-be 
constructed 6,520-hectare industrial, residential and commer- 
cial complex just north of the Demilitarized Zone that has 


divided the two Koreas since 1953. 


After almost four years of talks between Pyongyang and Seoul 
over agreements underpinning the Gaeseong project, 10 compa- 
nies are due to be selected this month to pilot the opening of the 


- Ata time of renewed security anxiety on the Korean peninsula, a iani 
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large number of South Korean businessmen look north, not with 

alarm over nuclear weapons, but with eagerness to exploit 


Goh Chai Hin/AFP 


new special economic zone. Construction is due to start mid-year; 


by the year's end the pilot companies should start work, say 


government officials and investors. 
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DISPARITY: Poverty in 
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nies would invest tomorrow, given the opportunity. 


But behind the enthusiasm of business, there are bigger 
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obstacle to peace in the region that must observers have predicted economic Pyongyang—diplomats, aid workers and 
be dealt with firmly, they say. Most advo- change in North Korea and then seenthe others, who seem to believe that the 
cate sanctions to pressure the government government backtrack on its pledges. So- changes are real and that it would be 
to end the development and proliferation called *farmers' markets,” where peasants extremely hard to turn the clock back to 
of weapons of mass destruction. are allowed to sell some of their produce a decade ago. Tongil market is not on the 
The second view is summed up by to whoever wants to buy the goods, have periphery, they note, but in a Pyongyang 
Don Oberdorfer, journalist-in-residence been permitted off and on for several suburb and accessible to all. North 
at Johns Hopkins University’s prestigious decades. And in 1991, North Korea set Korean officials say a second open mar- 
Nitze School of Advanced International up a free economic and trade zone in the ket is being built in the centre of the 
Studies in Washington, and author of  Rajin-Sonbong area in the northeast to city, and more are planned. 
The Two Koreas: A Contemporary History: link the country with emerging markets Further, the old *farmers' markets" are 
"As I see it, the domestic economic in China and Russia. But apart froma now called “consumers’ markets," indicat- 
changes in North Korea are among casino run bya Hong Kong entrepreneur ing that they will be allowed to sell other ` 
the only moving parts in a diplomatic and a few small factories run by pro- daily necessities in addition to food. No for- 
situation which has seemed unyielding Pyongyang ethnic Koreans from Japan,  eigners are allowed to visit those markets, 
and unchanging for many months." But, there is precious little economic activity to but from a distance some have observed 
he says, there is no guarantee that the be seen there today. that they are becoming more permanent. 
changes are irreversible, and it is too early Also faring poorly are plans, an-  Roofed market stalls are being erected 
to say whether the opening of markets will nounced in September 2002, fora Hong where people previously squatted with their 
push North Korea to develop economic — Kong-style capitalist paradise in Sinuiju, wares on the ground in an open field. 
ties with the outside world and get support on the Yalu River that forms North Korea's North Korea took its first tentative 
from international financial institutions. border with China. steps away from old-style central planning 
"That can only take place in a climate of The third way of looking at recent in July, 2002, with what it called “eco- 
reduced nuclear tension," Oberdorfer says. developments in North Korea is shared nomic adjustments"—calling them “re- 
This is not the first time outside by most foreign residents interviewed in forms" would be tantamount to admitting 
INVESTING IN THE NORTH TO CUT THE COST OF UNIFICATION 
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the North means huge costs for the South 





strategic issues in play for South Korea. The Gaeseong experi- 
ment is not just about commercial opportunity or about 
appeasing an enemy that apparently possesses two or three 
nuclear weapons. The investment in Gaeseong-the construc- 
tion phase of which will require $4.3 billion by 2010—fits a 
long-term South Korean strategy to reduce the ultimate costs 
of reunifying the divided peninsula. 

"It is not stated publicly," says one government official. "It's 
the strategy, some kind of understanding, among our specialists 
and government officials." 


Kim Sik Chul, owner of Seoul-based Junggee Cookwares, reels 
off a string of attractions to investing in Gaeseong: "The produc- 
tion cost is low. The quality of our products will increase. We will 
become more competitive because we will have a higher quality 
[product] and similar price to our Chinese competitors." 

The same story is told again and again by businessmen in 
the South who have felt the pinch of rising domestic costs and 
tougher foreign competition in recent years. The lead con- 
struction contractor and manager for the project, Hyundai 
Asan, estimates that 1,600 small-and-medium-sized compa- 








Publicly, the government plays down worries over the risks of 
sudden unification or whether South Korea can bear the costs, 
so as not to unnerve investors or the population as a whole. In 
an interview with the Review, Lee Hun Jai, deputy prime minister 
and minister of finance and the economy, was anxious to convey 
the impression that in the unlikely event of the North’s collapse, 
Seoul could cope. “We do not expect the possible collapse of 
North Korea in the near future,” he said. “Even if that is the case, 
we think we have enough reserves.” 

That may be wishful thinking. The experts all agree the costs 
of sudden reunification, mirroring the experience of East and 
West Germany, would cripple the South Korean economy. The 
few detailed studies done on the subject differ greatly in their 
cost estimates; figures as high as $1 trillion have been mooted. 
The rule of thumb used by experts is that North Korea’s per- 
capita GDP would have to be lifted to 60% of that in the South— 
currently $12,628—to prevent an exodus of the population. 
Overnight, the North would require an injection of aid costing 
billions of dollars. 

Fortunately, most analysts do not think such dire collapse 
scenarios are on the cards. South Korea and everyone else with a 
stake in the Korean peninsula want to do what they can to delay 
unification for as long as possible. 

This coincides with popular sentiment in South Korea. A study 
released by the California-based Rand Corporation in March 
pointed out that the majority of South Koreans are sanguine 
about the threat posed by a nuclear-armed North Korea, and are 
in no hurry to reunify. 

Indeed, with the costs involved, and the passing of the gener- 
ation that either had direct memories of the Korean War or ties to 
the North, there appears to be a growing ambivalence about 
whether to unify at all. 


IMPORTS: Japanese 
instant noodles 


products for sale 


that there was something wrong with the 
old system. 

The key decision was allowing prices 
and wages to rise. Wages used to be almost 
the same for all and goods were acquired 
from state-run centres in exchange for 
coupons. The old coupon-based Public 
Distribution System (PDS) still exists, but 
now consumers have to pay cash. Wages 
increased depending on occupational cat- 
egories and individual output. 

The prices of rice and other com- 
modities purchased through the PDS 
jumped to levels approaching those pre- 
vailing in the informal markets, says 
Bradley Babson, a former World Bank 
staffer who has been studying the North 
Korean economy. 

Factories getting machinery and sub- 
sidies from the state were told that they 
: would now have to buy equipment they 
B needed. They would be expected to make 
"5  aprofitand make quality products, not just 
meet quotas set by the government. 

Then, in August 2002, the FP 
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*The majority of the young generation in South Korea is 
extremely conscious of the cost," says Yonsei University political 
scientist Moon Chung In. “They have learned from the German 
case. If it increases the tax burden they are likely to say no." 

Still, South Korea has to hedge against the day when 
reunification might happen. Yet strategies for dealing with the 
problem are piecemeal and rarely debated. Former President 
Kim Dae Jung actively discouraged research or public debate 
that might offend the North. Moreover, as long as the nuclear 
stand-off is unresolved it is difficult for Seoul to launch major 
economic initiatives. 

Some leading experts and politicians have been calling for a 
political consensus to move forward on a long-term plan unadul- 
terated by domestic political interests. Moon believes South 
Koreans could be persuaded to transfer 1% of GDP to the North a 
year if politicians were open about how it would serve South 
Korea's long-term interests. "If they can forge a consensus across 
party lines, | would support setting aside 196 of GNP a year, with 
which we may be able to rehabilitate the North Korean economy," 
he says. 

The Gaeseong project is a small step in that direction, with 
the advantage of using mainly private money. But given North 
Korea's record of failure in establishing such special economic 
zones, there are doubts about whether it will work. 

For Junggee Cookwares, the calculation of risk is straightfor- 
ward. Economic conditions in South Korea are driving the com- 
pany to the wall-its workforce has dwindled from 170 to 45 in the 
past decade in the face of rising costs and tougher foreign com- 
petition. Gaeseong offers a quick solution. “Of course there is 
risk," says the company's president, Chung Haejean. "But let's 
put it this way, | can either sit here and wait until we are out of 
business or try to fight for something." Donald Greenlees 
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exchange rate for the North Korean won 
was also adjusted to a more realistic level. 
Until then, it had been fixed at 2.16 won 
to $1 (cynics noted that Kim Jong Il was 
born on February 16). 

In December 2002, North Korea 
decided to use the euro for all foreign- 
currency transactions, perhaps to show 
its displeasure with U.S. policies. The 
euro now fetches 172 won officially and 
up to 1,500 won in the open market. It 
is that rate that is being used to price 
imported beer and dishwashing liquid 
in the Tongil market. 

As a result of the reforms, wages and 
prices have skyrocketed. It is impossible 
to know what impact this has had on infla- 
tion and general living standards as the 
government does not release any statis- 
tics, and the World Bank and the Inter- 
national Monetary Fund have not made 
any recent studies of the North Korean 
economy. It is also impossible to deter- 


mine how far the authorities are prepared 
to go, or even if there is a consensus 
among the decision-makers about the 
direction the country should take. Some 
Pyongyang residents suggest there is a 
tug-of-war between conservative old- 
timers and more reform-minded younger 


North Korean government lists nearly 
200 new trading companies that appear 
to be small versions of South Korea's 
chaebols, conglomerates that export and 
import a variety of goods. Although state- 
owned, they are autonomous and make 
their own deals with foreign business 


THERE ARE THREE VIEWS OF THE REFORMS: THEY ARE 
INSUBSTANTIAL, THEY ARE REAL BUT REVERSIBLE, OR 
THEY'RE FOR REAL AND THERE'S NO TURNING BACK 


officials. But, like almost everything else 
in North Korea, that remains unproven. 

In private conversations, North Korean 
officials toe the party line, saying they will 
“remain faithful to the socialist system” 
and rejecting the Chinese model, which is 
seen as being far too liberal. 

Change may be outrunning rhetoric. 
A directory published recently by the 





MARKETING: A billboard promotes the North Korean-made Huiparam 
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partners. In the directory, one “corpora- 
tion” exports marine products and 
embroidery and imports printing mate- 
rial and fishing tackle. Another exports 
seafood, instant noodles and sanitary 
ware and imports medicines, fertilizer 
and construction material. 

Foreign residents in Pyongyang say 
that these trading companies represent 
the future, if North Korea is ever going to 
develop economically. The country’s old, 
heavy industry—steel and iron works, 
which were built after Soviet models in 
the 1950s and 1960s—has more or less 
collapsed. Recent visitors to North Korea’s 
“rust belt” in the northeastern provinces 
tell of huge, abandoned, crumbling fac- 
tory buildings. What remains of the 
machinery is being dismantled and sold 
as scrap metal to China. 

The new light-industry enterprises 
now rising will still have to face the same 
problems as those that caused heavy 
industry to collapse: An acute shortage of 
electricity and a rapidly crumbling infra- 
structure outside Pyongyang. 

There was no shortage of power with 
which to flood Pyongyang’s central 
square with light on the night of April 
15, when tens of thousands of people 
marched and danced to commemorate 
Kim Il Sung’s birthday. Trams and buses 
also seem to have enough electricity and 
fuel to run on time. 

That is not the case outside the cap- 
ital, where energy is scarce and infra- 
structure is falling apart. A study of the 
North Korean economy published by 
banking giant HSBC in February 2003 
describes the situation as a "vicious cir- 
cle." One example cited in the study is 
coal, the main source of energy in the 
country: Without an increase in coal >> 
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supply, sufficient energy cannot be gen- 
erated to run the coal mines or the facto- 
ries that make mining equipment. 

Only foreign assistance can help, the 
study concludes. That is not likely to be 
forthcoming as long as the nuclear stand- 
off with the U.S. continues. Trade is 
improving, however. In 2002, North 


Korea's five top trading partners were 
China, South Korea, Japan, the European 
Union and Thailand. 

Two-way trade with Thailand in- 
creased to $216.5 million in 2002, up 
from $129 million the previous year, 
according to South Korean figures, and is 
still rising: The Thai Customs Depart- 


ment reports trade at $214 million in the 
first ro months of 2003. For some North 
Koreans, that means more Thai rice, fish 
products, fuel oil, textiles and machin- 
ery. Then there's the new Thai-invested 
mobile-phone network. It's not exactly 
Bangkok, but before long, visitors will be 
nostalgic for the old Pyongyang. & 


CHANGES IN THE AMERICAN ALLIANCE 


South Korean officials often say in public that their ties with 
the United States are the best ever; in private, many say that 
relations are the worst in decades. These assessments, 
though exaggerated, clearly reflect the strains, disagree- 
ments and public discontent that, in the past few years, have 
confronted a 50-year-old alliance that could play a key role in 
the future of North Korea. 

Seoul has long been one of Washington's closest allies in 
Asia, with some 37,000 U.S. troops now stationed in South 
Korea to protect it against North Korea. Relations in recent 
years have been strained by differences over how to respond 
to Pyongyang's nuclear-weapons programme, increasing 
anti-American feelings among 
younger, educated South Kore- 
ans, and Washington's plans to 
relocate most of its troops to 
the south, away from the Demili- 
tarized Zone with North Korea. 

But U.S. officials insist that 
speculation about the decline of 
the U.S.-South Korea alliance is 
premature. "The professional 
relations between senior U.S. 
and Republic of Korea officials 
on North Korea and lraq are 
about the best they've ever 
been," says a senior U.S. official 
working on Asia policy. "We're speaking much more frankly 
and much more strategically than ever before." 

Nonetheless, some private analysts are convinced that 
the Washington-Seoul alliance is undergoing a major over- 
haul. "What has gone on is a structural change in the rela- 
tionship," says Scott Snyder, a Korea specialist with the Asia 
Foundation in Seoul. "Both sides are in the process of 
adjusting to what will become a new and different relation- 
ship than the traditional relationship that almost exclusively 
focused on security." 

South Korea's April 15 national assembly elections raised 
new concerns over whether relations with the U.S. could face 
more testing times in the years ahead. The sweeping victory 
by the Uri Party, loyal to President Roh Moo Hyun, brought to 
power a younger breed of politicians who, born after the 
Korean War, carry less anti-communist ideological baggage 
than their parents and are inclined to favour a foreign policy 






more independent of the U.S. (Roh, suspended from office 
after the old assembly voted to impeach him, is expected to 
be reinstated by the Constitutional Court by the end of May). 

One of the first tests of the new assembly's attitudes will 
be plans approved by the outgoing assembly in March to 
dispatch 3,000 Korean troops to Iraq. New legislators, some 
of whom oppose the deployment while others say they will 
accept it only if the United Nations takes over from the U.S. 
in Iraq, say they will reopen the issue after they assume their 
seats on June 1. 

North Korea's nuclear programme will be another con- 
cern of the new legislators. Although officials in Seoul some- 
times complain privately that 
Washington is all sticks and no 
carrots in its dealings with North 
Korea, American officials insist 
that in recent months the U.S. 
and South Korea have concurred 
on getting tough with Pyongyang. 
But some new legislators have 
said they believe that engage- 
ment with Pyongyang might be a 
better negotiating tactic. 

Korean analysts doubt that 
the Uri Party victory will force a 
dramatic reconfiguration of 
Seoul's relations with Washing- 
ton in the short term. Kim Byung Ki, a professor of inter- 
national relations at Korea University, predicts that the 
responsibility of power will force many party members to 
adopt conservative positions on foreign-policy issues, includ- 
ing the U.S. alliance, as Roh gradually did after his election in 
2002 on a wave of anti-American sentiment. 

But other analysts add that the generational political 
shift in South Korea, accompanied by a general downturn in 
public sentiment toward the U.S., will make management of 
the Seoul-Washington alliance increasingly difficult in the 
years to come. "Many traditional aspects of relations with 
the U.S. are now contested among the Korean public," says 
Snyder. "Korea's democratization has meant that there is a 
variety of interest groups within the Korean political sphere, 
all of whom may have differing opinions that need to taken 
into account and need to be cultivated if we're to sustain 
positive relations." | Murray Hiebert and Donald Greenlees 
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UPPING THE ANTE: 
Military reinforce- 
ments arrive at 
Pattani in southern 
Thailand to prepare 
for fresh clashes 
with suspected 
Muslim militants 
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Gearing Up for a Fight 
The killing by security forces of more than 100 lightly armed, suspected Muslim militants could 
herald a new era of sectarian violence in the south and heighten regional tensions 


JUST BEFORE DAWN on April 28, prayers at the ancient Krue 
Se mosque in this southern Thai province were interrupted 
by the sound of gunfire. Shortly afterwards, a group of Mus- 
lim youths armed with three rifles rushed into the mosque 
and asked the 20 or so worshippers to leave. 

After a five-hour-long siege, 32 suspected Muslim mili- 
tants were killed by security forces armed with rocket-pro- 
pelled grenades and M-16 assault rifles. Witnesses say the 
army fired indiscriminately, and that they heard eight addi- 
tional gunshots inside the 16th-century mosque after troops 
secured the building. 

“They said they were fighting for God,” the mosque’s imam, 
who was leading the morning prayers, later told members of 
the National Human Rights Commission of Thailand. “They 
said they were ready to sacrifice their lives for Islam.” 

At least 107 suspected Islamic militants and five members 
of the security forces were killed in clashes across three adjoin- 
ing southern provinces on April 28, marking the bloodiest day 
of political violence in Thailand’s recent history. The United 
Nations Human Rights Commission has since called for an 
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By Shawn W. Crispin/PATTANI PROVINCE, THAILAND 


independent investigation into the violence, due to con- 
cerns about possible excessive use of force. 

Thai officials say the security forces acted only in self- 
defence. However, regional security analysts believe the 
clashes could herald a new era of sectarian conflict in Thai- 
land's south. "The roots of the problem are deep and aren't 
going away any time soon," says Panitan Wattanayagorn, a 
consultant to Thailand's National Security Council. 

Bangkok is clearly gearing up for a fight. Senior security 
officials say they believe there are tens of thousands of Islamic 
insurgents hiding out in the south. After the April 28 bat- 
tles, the government sent 1,400 soldiers to reinforce the 2,500- 
strong forces in the region. 

The spiralling conflict puts southern Thailand squarely 
on the map of Southeast Asian security hot spots, and threat- 
ens to stoke regional tensions along religious lines. Neigh- 
bouring Malaysia, where about 60% of the population is 
Muslim, has offered to provide sanctuary to Thai Muslims 
who fear reprisals by security forces. 

But Malaysian Deputy Prime Minister Najib Razak, >> 


Far Eastern Economic Review 21 


div /1€ uu 


The Region 


v 
v 


visiting Bangkok on May 4 to discuss the latest situation, tried 
to assure Thai Prime Minister Thaksin Shinawatra that his 
country would never provide sanctuary to Thai Islamic sep- 
aratists. Thaksin in April claimed that "terrorists" were tak- 
ing refuge in northern Malaysia after staging attacks in south- 
ern Thailand, accusations Kuala Lumpur firmly denied. 

Thailand's predominantly Muslim southern provinces 
have a long history of insurrection. Historians note that the 
April 28 violence coincided with the anniversary of a 1948 
Muslim uprising against Buddhist rule, which resulted in 
the killing by Thai troops of hundreds of Muslims in 
Narathiwat province. 

Heavy-handed government 
tactics later fuelled the sepa- 
ratist fires of an Islamic insur- 
gency that lasted more than 
three decades before fizzling 
out in the early 1990s. Now 
there are growing signs that 
long-dormant  insurgent 
groups—including the Barisan 
Revolusi Nasional and the Pat- 
tani United Liberation Orga- 
nization (Pulo)— have revived 
their struggle. 

On the ground in Pattani, 
the anger is palpable following 
the April 28 killings. “The gov- 
ernment needs to answer for 


? 


what they have done,” says LIFE GOES ON: Prayers at Krue Se mosque a day after the violence 


Soma Yosuf, a farmer who for 

decades has prayed at the Krue Se mosque. Behind him, Mus- 
lim pilgrims inspect the ancient structure's blood-stained mar- 
ble floors and bullet-pocked walls. “We will never forget," says 
a Thai Muslim teenager after videotaping the damage. 


TOURIST WARNING 

The Pulo group recently posted a message on its Web site 
warning foreign tourists against travelling to the south as well 
as to popular Thai beach resorts including Phuket, Krabi and 
Phang Nga. Several Western countries, including Australia, 
Britain and the United States, have recently advised their 
citizens against travel in southern Thailand. 

It's still unclear whether regional terror groups such as 
Jemaah Islamiah have infiltrated Thai Islamic groups, as 
some senior Thai security officials have claimed without 
citing specific evidence. Lt.-Gen. Pisarn Wattanawongkiri, 
commander of troops in the south, has claimed that seven of 
the suspected militants killed on April 28 were from undis- 
closed third countries. 

Some television broadcasts after the April 28 violence have 
shown one of the dead assailants wearing a T-shirt embla- 
zoned with the letters JI, an acronym for Jemaah Islamiah. 
Fanning fears of possible foreign involvement, Thai secu- 
rity officials say the nature of the April 28 attacks was unprece- 
dented, including what they consider to be the first-ever sui- 
cide attacks in Thailand. 
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Moreover, during the Krue Se mosque siege, witnesses 
interviewed by the REVIEW say militants called over a loud- 
speaker system for a Jihad, or holy war. Parents of several slain 
assailants chose not to bathe their son's bodies before funeral 
ceremonies, indicating they had died fighting a holy war. 

Security officials say that this is all evidence that a 
more fundamentalist brand of Islam has taken root in south- 
ern Thailand, which has long been regarded as a centre of 
moderate Islam. 

Last year, then-Defence Minister Thammarak Isarangkura 
warned about the growing influence among Thai Muslims of 
the fundamentalist Wahabi school of Islam from Saudi Ara- 
bia. A senior Bangkok-based 
U.S. diplomat raised similar 
concerns in a recent interview 
with the REVIEW, saying that a 
new form of "political and fun- 
damentalist Islam was on the 
ascent in southern Thailand. 

From a U.S. perspective, 
the region is bristling with ter- 
rorist threats. A U.S. State 
Department report released 
on April 29 described South- 
east Asia as "an attractive the- 
atre of support and logistics" 
for terrorist mastermind 
Osama bin Ladens Al Qaeda 
network and a “theatre of 
operations" for Jemaah Isla- 
miah. However, no Thai in- 
surgency group was named on its long list of international 
terrorist organizations. 

A U.S. spokesman in Bangkok says Washington still does 
not consider southern Thailand a theatre in its war on ter- 
rorism. Another U.S. official says there is no conclusive evi- 
dence of foreign involvement in the attacks. 

Nonetheless, the U.S. Central Intelligence Agency and 
Thai intelligence officials have been cooperating closely in 
recent years in a joint counter-terrorism intelligence centre. 
The joint unit is now concentrating its efforts on southern 
Thailand, according to a Thai intelligence official attached 
to the centre. He says that the unit is monitoring hun- 
dreds of Islamic schools in the south with known ties to 
patrons in the Middle East, including Saudi Arabia and 
the United Arab Emirates. 

Last June, police arrested four Thai Muslims attached to 
Islamic schools and charged them with plotting to bomb 
five Bangkok-based foreign embassies, including that of the 
U.S. The Thai government has since moved to bring around 
300 Islamic schools under its administrative control. 

The current policies have fuelled suspicions among some 
Thai Muslim politicians in the south that the U.S. has been 
playing a behind-the-scenes role during the recent security 
clampdown in the area. Now, Bangkok is accusing some of 
those same politicians of instigating some of the recent vio- 
lence, and is seeking their arrest. = 
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HoNc KONG 


One Country, 
One System 


After denying Hong Kong the right to expand 
its democracy, Beijing is raising fears that it 
wants to roll back basic freedoms 


By Michael Vatikiotis/ HONG KONG 


THERE WERE NO mass street protests and no shock waves 
ruffling the business community, yet Beijing’s April 26 deci- 
sion not to allow Hong Kong to expand its democracy in 2007 
and 2008 appears to be much more than just a setback for 
political development. It could be nothing less than a shot 
across the bow of free-speech advocates in the territory. 

Just ask veteran Democratic Party legislator Martin Lee. 
Barely a week after the standing committee of China’s 
National People’s Congress, a powerful body with executive 
powers, ruled out universal suffrage for Hong Kong, Lee 
found his very right to question that decision thwarted. 
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In a motion to the Legislative Council, Hong Kong’s par- 
tially elected legislature, Lee called the standing commit- 
tee's decision an abuse of power under the agreement that 
transferred sovereignty over Hong Kong from Britain to China 
in 1997. The Hong Kong government swiftly advised Legco 
officials that to accuse the National People's Congress of such 
misconduct was “out of order." Legco President Rita Fan 
agreed, knocking back the amendment, which may now be 
revised and resubmitted. 

Lee, who has long battled for democracy in Hong Kong, 
is worried. Now that China has slammed the door on more 
democracy in Hong Kong, it would seem that a nervous 
Beijing is also intent on making sure that grass-roots activists 
and liberal politicians have less space. "Who can say the Hong 
Kong people are ruling Hong Kong with a high degree of 
autonomy?" Lee asks, referring to Article 2 of the Basic Law, 
under which Hong Kong is governed. 

Beijing's decision on universal suffrage wasn't unexpected. 
But the way it was given—ignoring a government-sponsored 
consultation process with Hong Kong's people and leaving 
no room for compromise—has left democratic activists both 
fearful and demoralized. ^We had some expectation of a rea- 
sonable discussion on the future of Hong Kong," says Herman 
Tang of the Democratic Development Network, an activist 
group of academics and professionals. "Now it appears the cen- 
tral government is in charge, not the Hong Kong government." 

The standing committee's decision was followed four days 
later by the arrival in Hong Kong of a fleet of eight Chinese 
warships, the largest naval flotilla to dock here since >> 


SHOW OF STRENGTH: 
China sent a fleet 

of eight naval vessels to 
Hong Kong 
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the handover. But the show of might was coincidental—the 
ships' visit had been arranged long before the decision. 

The cold wind from the north started to blow on Hong 
Kong after more than half a million people marched against 
the city's appointed government last July. According to exec- 
utives at the popular newspaper Apple Daily, a consistent advo- 
cate of expanded democracy for Hong Kong, they have found 
it hard to drum up advertising from mainland companies— 
even though the territory's economy has bounced back. Exec- 
utives at the paper told the Review that they suspect Beijing 
has leaned on mainland companies to withhold advertising. 

Now comes news that one ofthe great icons of free speech 
in Hong Kong, radio talk-show host and commentator Albert 
Cheng, is to take a few months' leave from Hong Kong. "It's 
really suffocating. I can’t breathe in the current political cli- 
mate," Cheng told his listeners. 

China rejects the notion that its decision violates any of the 
agreements under which it resumed control over Hong Kong 
in 1997. "We have implemented earnestly the ‘one country, 
two systems' policy and 'Hong Kong people ruling Hong Kong 
as well as the Basic Law," Premier Wen Jiabao told Reuters 
news agency in an interview on the eve of his visit to Europe 
in early May. The objective “to ultimately realize election by 
universal suffrage" has not changed, he added. But Wen's 
pledge hasn't stopped Beijing loyalists in Hong Kong from sug- 
gesting curbs on the right to criticize mainland leaders. 

Beijing initially seemed to bank on economic factors to 
stifle popular support for more democracy. In the wake of last 
July’s protests, the mainland made it easier for many Chinese 
tourists to visit Hong Kong and allowed Hong Kong compa- 
nies to have greater access to markets in China. But it would 
seem that anxiety about stability, as well as the March vic- 
tory in Taiwan of the pro-independence President Chen Shui- 
bian, persuaded the leadership in Beijing to come down faster 
and harder on Hong Kong. 

The big question now is whether the people of Hong Kong 
will take to the streets in numbers as large as last year to 
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MARTIN LEE: The long-time pro-democracy advocate was 
worried by Beijing’s decision 


protest against Beijing’s decision. Many pro-democracy 
activists play down expectations. Indeed, a May 1 Labour 
Day march through Hong Kong’s streets on a warm and sunny 
Saturday drew a spirited but only slightly larger crowd than 
in past years—several thousand, organizers said. 

Activists accept that the size of last July’s protest was a 
product of general discontent with the Hong Kong govern- 
ment following the shock of the Severe Acute Respiratory Syn- 
drome outbreak earlier in the year. “To draw a large crowd, 
the sense of urgency has to be real,” says Christine Loh, a for- 
mer Legco member who now runs Civic Action, an inde- 
pendent public-interest organization. 

In the absence of visible popular anger on the streets, 
democracy activists are focusing on the election for the Leg- 
islative Council scheduled for September this year. Loh 
believes the polls can send a clear message to Beijing: a vote 
of confidence in the existing Tung administration, or a show 
of support for the Democratic camp as a viable alternative. 

Under new rules that Beijing cannot change because 
they fall under the provisions of the Basic law, this year’s 
election will see the number of elected seats expanded to 
half the total of 6o seats. To boost its prospects, the Democ- 
ratic Party and other pro-democracy groups are mounting a 
drive to register voters before the May 16 registration deadline. 
In the 2000 election, about 60% of Hong Kong’s potential vot- 
ers were registered. Turnout in the 2000 Legco elections of 
those registered voters was only about 47%; it is expected to be 
much higher in September. 


GOVERNMENT CAUGHT OFF-GUARD 

Beijing is applying pressure of its own in a bid to blunt an 
expected landslide for the Democratic Party. Democracy 
activists note that there has been a drive to register people for 
the vote among those who have the right of abode in Hong 
Kong but who live across the border in Shenzhen. These peo- 
ple can be expected to strongly support the pro-Beijing Demo- 
cratic Alliance for the Betterment of Hong Kong (DAB), 
contends the Democratic Party. 

Caught in the middle of all this is a beleaguered and dis- 
credited Hong Kong government. Its chief secretary, Don- 
ald Tsang, was apparently caught off-guard by the standing 
committee’s decision—he was in the middle of coordinat- 
ing a public consultation on the issue—and looked visibly 
shaken at social and diplomatic events he attended in the 
following days. "What's the use of protesting?” asked one sen- 
ior Hong Kong government official. 

But judging from some of the marchers on the streets 
of Hong Kong on May 1, Beijing can expect to hear plenty from 
ordinary people in Hong Kong. “I don't like Beijing’s decision 
on democracy because it is against the Basic Law,” says Patrick 
Chen, an off-duty taxi driver from Kowloon. Chen has already 
applied for special leave several months ahead of the July 1 
holiday that saw such a huge outpouring in 2003. “I was there 
last year. I'll be there this year,” he says. = 
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INDIA 
ON A DUSTY PLOT of land baking under a midday sun, 
Monika Chandar is waiting patiently for a glimpse of her polit- 
N ew- Fo u n d ical idol. The 19-year-old has been sitting for hours with hun- 
dreds of others, amid buzzing flies and banners flapping over- 
head. When a small woman with cropped hair in a peach- 
2 coloured tunic ascends onto a platform, the crowd erupts. “This 
ecto ra Ig t is the woman who works for us, who struggles for us," says 
Chandar, her eyes shining with excitement. This is the only 
politician, she says, ^who will do anything for us." 
Once known as ‘Untouchables,’ Dalits have Chandar is one of India's 180 million Dalits, once known 
embraced a politician to be their champion. Will as *untouchables." Her idol is a 48-year-old former teacher 
M i Wwe known simply as Mayawati, herself a Dalit whose remarkable 
ayaxwati tive up to expectations: political rise—not long ago she was chief minister of India’s 
largest state—makes her an inspiration for some of the coun- 
try’s most downtrodden. 
By Joanna Slater/JALANDHAR Mayawati heads the Bahujan Samaj Party (BSP), a group 
that revolutionized politics for Dalits by turning their collective 
votes into a potent electoral force. The national election now 
under way could prove to be a turning point: With exit polls pre- 
dicting a close contest in the race to form India’s next govern- 
ment, this could be the election in which Dalits tilt the bal- 
ance for or against the ruling Bharatiya Janata Party (BJP). 

As the REVIEW went to press, voters were heading to the 
polls in the fourth of five phases of the election, which con- 
cludes on May 10. About 670 million voters are eligible to par- 
ticipate in the month-long exercise. Several surveys indicate 
that the BJP and its allies may fall short of an absolute major- 
ity in parliament, forcing them to woo parties like the BSP. 
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WHEN THE CURRENT ELECTION IS OVER, 
THE RULING COALITION MAY NEED 
THE BSP'S SUPPORT. WILL THEY GET IT? 


There is no love lost between Mayawati and the ruling 
BJP—she claims it has been persecuting her in a corruption 
investigation—and she recently ruled out an alliance after 
the election results are announced on May 13. But observers 
say that until the deal-making that will likely follow the results 
is over, nothing is final. The BSP is “the one political force in 
India that's unconstrained by any ideological baggage," says 
Yogendra Yadav, a political scientist and pollster in New Delhi. 

Mayawati makes no secret of her broader ambitions to 
be India's prime minister some day. She insists that the 
only way for Dalits to improve their situation is through the 
ballot box. “Political power is the master key," she tells the 
crowd outside Jalandhar in the state of Punjab. "When you 
get it, you can really bring about change." 

But Dalit activists say it will take much more. Even as India 
surges forward in hi-tech fields like software, the legacy of caste 
lives on for millions of its citizens. For Dalits, who sit at the 
bottom of the hereditary caste hierarchy, discrimination, hard- 
ship, and sometimes outright violence are the norm. 


MOBILIZING VOTES: Mayawati says the best way for Dalits to There has been some progress compared with the past, 
improve their lot is through the ballot box thanks in part to an aggressive system of affirmative >> 
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action. But efforts by Dalits to assert their rights still provoke 
violent reprisals, especially in rural areas. Over the past decade, 
the number of crimes committed against Dalits has been con- 
sistent, and in some years has increased. According to the 
Indian government, there were 33,000 crimes against Dalits 
in 2001. Some 7,000 involved physical violence. More than 
one-third of the total involved the continuing practice of 
*untouchability" that is illegal in India, at least in theory. 
Another third reflected outlawed forms of degradation and 
humiliation reserved especially for Dalits. 

Enter the BSP. The creation of Mayawati's party was a key 
development in the larger struggle by Dalits to empower them- 
selves in a country still dominated by upper castes. Founded 
20 years ago by Kanshi Ram, Mayawati's mentor, the party 
won 14 seats in the 1999 parliamentary election. Its strong- 
hold is Uttar Pradesh, the country's most populous state, 
but it is attempting to broaden its appeal to other parts of 
northern India and among other disadvantaged groups such 
as Muslims. The party has fielded more than 300 candi- 
dates in the current election. 

The BSP's importance “goes beyond politics,” says Sudha 
Pai, an expert on the party and a professor at Jawaharlal Nehru 
University in New Delhi. *It symbolizes some amount of 
social deepening of democracy." 

But some say that in Mayawati's quest to govern, she's 
lost sight of achieving social and economic change. "Because 
of the BSP, the aspirations of the Dalit community have gone 
up," says Vimal Thorat, co-convenor of the National Campaign 
on Dalit Human Rights. “But somehow their hopes were never 
fulfilled." She says that the goals of BSP's leaders seem to have 
changed: “They just want to grab power and hold it." 

In 2002 state elections, Mayawati garnered enough sup- 
port to become chief minister of Uttar Pradesh. During her 
tenure, she made moves to get more Dalits into govern- 
ment jobs and redistribute some public land to poor labour- 
ers. But she also infamously spent over $150,000 of state 
money on her birthday bash and was taped urging her elected 
officials to provide a kickback to the party if small public-works 
projects netted them "commissions" —bribes. 

Her coalition state government crumbled a little more than 
a year after taking office. She has since been embroiled in a 
scandal involving plans to build an unauthorized shopping 
centre beside the Taj Mahal. She claims the investigation into 
her role in that plan is politically motivated. 


MAYAWATI IS SEEN AS THE DALITS' BEST HOPE 
There's no shortage of reminders of why Dalits continue to 
look to Mayawati and the BSP despite such charges. "The 
fact that Mayawati is there means better access to the police 
station and greater capacity to raise their voice in protest," says 
Yadav. Even in relatively prosperous Punjab, where open 
violence against Dalits is rare, they're second-class citizens. 
Not far from Mayawati's recent election rally, for example, 
sitting among fields of sunflowers, is the village of Talhan. 
Last year, Dalits there demanded that the proceeds from a local 
shrine used by all residents of the village be distributed by a 
committee made up of Dalits and non-Dalits alike. The 
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response was swift: Village landowners launched an economic 
boycott that cut off Dalits' access to work in the fields, fod- 
der for their animals and milk for their children. The conflict 
ended with a compromise of sorts: Dalits gained two repre- 
sentatives on the 14-member board—this despite the fact that 
they make up 60% of the village's population. 

"Sitting with us as equals is equivalent to drinking poi- 
son," says Amarjeet Singh Chahal of his higher-caste neigh- 
bours. Chahal is one of the two Dalits now on the shrine's 
managing committee. "There's no one for us except the BSP,” 
he says. "They are our brothers." 

Local members of the BSP helped Dalits subsist during the 
economic boycott and Mayawati gave generously to the fami- 
lies of those injured in the violence. But it was economics, 
not political awareness, that was the catalyst for the clash. 





» ü ` > 
a D 


RISING POLITICAL FORCE: The BSP may hold th 


piy- d 
e balance of power 


Villagers say that some Dalits in Talhan have worked 
abroad or sent their children outside India. In fact, it was an 
emerging sense of economic strength, they say, that led to 
challenging the status quo. “We're not going to bow and scrape 
like we used to,” says Chahal, aged 32. 

Inderjit Kaul, a 27-year-old Dalit woman who was recently 
elected sarpanch, or village head—a first in Talhan—echoes 
that statement: “Are we not human? Why should they take the 
money that everyone gives and give it to one community?” 

Back at Mayawati's rally, the excited crowd disperses 
after her half-hour speech in a flurry of trucks bearing blue 
flags emblazoned with an elephant, the symbol of the BSP. 
Harbilas Dosanjh shows his support by wearing a blue scarf. 
He points to a child beggar at the rally and mocks the BJP-led 
government's re-election rhetoric that features the slogan 
“India Shining.” “How can we say India is shining?” asks the 
25-year-old student. “There are no jobs .. . The BSP will 
provide jobs for poor people." 

For Sunita Basra, it's her first political rally and Mayawati 
has swept her away. ^I cannot find the words to tell you how 
I feel," says Basra, aged 19. "She's on our side." = 
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Don’t Let Taiwan Down 


By Arthur Waldron 


The writer is the Lauder Professor of International 
Relations at the University of Pennsylvania, and a director 
of Freedom House and of the Jamestown Foundation 


The muddle that increasingly characterizes Bush administra- 
tion statements about China and Taiwan was clear on April 
21, when James Kelly, assistant secretary of state for East Asia, 
testifying before Congress, joined the official chorus opposing 
“Taiwan independence.” Kelly stated that efforts by Taiwan to 
assert its own independent national identity “must be stopped.” 
These are strong words, particularly compared with what he 
said about China. Of Beijing’s threats to use force, he simply 
noted that “we strongly disagree with the approach.” 

We are seeing the beginning of the collapse of a faulty 
and destabilizing framework of relations created, in a huge gam- 
ble, by President Jimmy Carter in 1979. Carter evidently believed 
his breaking of all official American relations with Taiwan would 
prove fatal for the Taipei government, at that time composed 
mostly of refugees from China. After a decent interval, so it was 
imagined, those refugees would reach over the heads of the peo- 
ple of Taiwan and make a deal with Beijing—rendering moot 
the vexed issue of Taiwan's status. Or, as Carter's communiqué 
blandly put it, “. . . the United States expects that the Taiwan 
issue will be settled peacefully by the Chinese themselves.” 

But Taiwan did not cave in as planned; it democratized 
and made its government far more legitimate than that of China, 
a development Washington had never even considered. Nor did 
China adhere for long to the promise that its “fundamental” 


«The U.S. has never recognized Chinese 


sovereignty over Taiwan, whether claimed by 


Beijing or by Chiang Kai-shek, 


policy towards Taiwan was peaceful. Now it has hundreds of 
missiles targeting the island (one for every 45,000 Taiwanese), 
and its growing military capacity and threats are shaking tradi- 
tional U.S. complacency. Officials in the American Institute in 
Taiwan, the U.S.’s de facto embassy, are said to have warned 
visitors that there will be war over Taiwan next year. 

As they attempt to digest the sudden shift from visions of 
“peaceful settlement” to auguries of imminent war, observers 
should bear in mind a few often neglected points. Most impor- 
tant is that the U.S. has never recognized Chinese sovereignty 
over Taiwan, whether claimed by Beijing or by Chiang Kai-shek. 
Washington's position, reiterated regularly, if quietly, for 50 
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years, is that the status of Taiwan under interna- 
tional law remains to be determined. 

Henry Kissinger understood this. Preparing 
for negotiations in the early 1970s, he told his 
colleagues: “If Taiwan is recognized by us as part 
of China, then it may become irresistible for them. 
Our saying we want a peaceful solution has no 
force. It is Chinese territory. What are we going 
to do about it?” Thus, the 1972 Shanghai Com- 
muniqué prudently avoided any recognition of 
Chinese sovereignty, and official documents since 
have followed suit—which raises the question: If 
the U.S. does not recognize Chinese sovereignty 
over Taiwan, how can the U.S. oppose its “inde- 
pendence”? Independence from what? 

Then there's the “One-China policy,” which 
entered the lexicon through a poorly drafted letter 
to Beijing from a high Clinton administration offi- 
cial. But here again, words don't mean what they 
seem. “One China” does not mean Taiwan belongs 
to China. It means that though the U.S. did recog- 
nize two German governments, it chooses to rec- 
ognize only one Chinese government at a time. 

What to do? Washington is genuinely fright- 
ened by Chinese threats, and some there are suc- 
cumbing to the “Munich temptation"—as when 
during the 1938 Czechoslovakia crisis, blame was 
put on President Edvard Benes when someone else 
more intimidating but less malleable was driving 
the threats. Today’s Benes is Taiwan President Chen 
Shui-bian. Some even imagine, as with Benes, that 
browbeating Chen to yield will buy peace. But that 
would be a terrible error. We must maintain robust 
deterrence on Taiwan's behalf, making clear that no 
use of force by China will be tolerated. 

That said, it is time to recognize that the dream 
of 30 years ago, that China and Taiwan would 
peacefully unite, is “unlikely” (as a future ambas- 
sador, William Gleysteen, Jr., put it at the meet- 
ing with Kissinger mentioned above, while another 
future ambassador, Arthur Hummel, added, 
“Down the road, perhaps the only solution would 
be an independent Taiwan’). 

Today, Washington's plan seems to be some- 
how to put things in Taiwan back the way they were 
when the gamble was made. But this is impossi- 
ble. Change is constant and managing it is the test 
of statesmanship. China is in radical flux. The 
people of Taiwan now have a voice that cannot be 
ignored or silenced. For the world, continuing 
the attempt to cling to an outmoded diplomatic 
framework will be futile. = 
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Premier Wen Seeks 


Hi-Tech Ties in Europe 


Chinese Premier Wen Jiabao arrived in Germany for 
the first stop on his 11-day tour of Europe on May 3. 
The next day, Wen and German Chancellor Gerhard 
Schroeder adopted a joint declaration boosting ties 
between the two countries. Schroeder said that he 
and Wen had fixed a goal of doubling trade between 
the countries from its current level of about 50 bil- 
lion euros ($60 billion) by the year 2010. Wen, who 
is in Europe for the first time as premier, said that 
the countries would make a special effort to 
"strengthen cooperation in the high-technology 
sector." Schroeder repeated his support for lifting a 
European Union embargo on arms sales imposed on 
China after the 1989 Tiananmen Massacre. In turn, 
Wen gave his support for Germany's ambition to win 
a permanent seat on the United Nations Security 
Council. An 80o-strong 
economic delegation and 
several government min- 
isters are accompanying 
Wen. After leaving Ger- 
many on May 5, he was 
scheduled to visit EU 
officials in Brussels and 
later go to Italy, Britain 
and Ireland. 


WEN: With Gerhard Schroeder (right) 


OUTSPOKEN BISHOP TRAVELS TO THE MAINLAND 
The head of Hong Kong's Roman Catholic church, Bishop Joseph Zen, visited 
mainland China for the first time since 1998. His three-day visit, during 
which he met Shanghai's Bishop Aloysius Jin Luxian but not with any govern- 
ment officials, ended on April 30. Zen told the South China Morning Post in 
Hong Kong that he thought he had been extended an olive branch by main- 
land officials in an effort to build support in the wake of last month's deci- 
sion to delay progress on universal suffrage in Hong Kong indefinitely. He 
told the newspaper that he valued the opportunity for communication: “Too 
few real voices from Hong Kong can reach Beijing, and after this trip 

| hope the mainland will listen to Hong Kong more,” he said. But while he 
praised the step to improve communications, he said he was “very angry” 
with China's decision on holding back universal suffrage. 
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AUDIT 


China's state auditor will 
conduct the most strin- 
gent investigation ever 
into the books of nine 
state-owned companies, 
according to the official 
Xinhua news agency. One 
of the targets will be 
China National Offshore 
Oil Corporation 
(CNOOC), China's biggest 
offshore-oil company. 


POVERTY RELIEF 


Beijing will pump $1.4 
billion into poverty-relief 
programmes in 2004, 
according to the state- 
owned English-language 
China Daily newspaper. 
Government spending 
for anti-poverty efforts 
has been consistently 
high in recent years, and 
the 2004 allocation 
represents an increase 
of almost $100 million 
over last year. 


MUSSELS 


New Zealand is working 
with the United States 
Customs Department to 
crack down on Chinese 
mussels exports to the 
U.S. that purport to be 
New Zealand greenshell 





VISITOR ARRIVALS in 
Hong Kong increased 


more than 28% in March 
from a year earlier, driven 
mostly by soaring tourism 
from China. Beijing has 
eased restrictions for 
millions of mainlanders 
who want to travel to 
Hong Kong independently. 
Meanwhile, investors in 
Hong Kong tried to cash 


in on the surge by 
bidding up Hong Kong 


retailers benefiting from -* 


the surge. 


mussels, according to a 
New Zealand trade 
group. The group said 
New Zealand officials 
have discovered Chinese 
mussels on the market 
that are using the well- 
known "greenshell" 
trademark and are in 
look-alike packaging. 


GOODWILL 


Sixty-five percent of 
major Japanese compa- 
nies say China's strong 
economic growth is 
having a positive impact 
on the Japanese econ- 
omy, too. The poll, 
based on a survey of 
159 major companies, 
found that only 6% were 
concerned about any 
negative effects. 
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PROFIT DROP 





State-owned China 
Construction Bank said 
that 2003 pre-tax profit 
fell 90% from the previous 
year because of massive 
provisions for bad loans. 
The bank reported its pre- 
tax profit as 450 million 
renminbi ($51.1 million) in 
2003, down from 4.35 
billion renminbi in 2002. 
It said it is operating 
under a stricter system to 
classify bank loans. 


NUCLEAR PLANT 


China will help Pakistan 
build a new nuclear- 
power plant south of 
Islamabad by 2010. It is 
the second nuclear plant 
that China will have 
helped Pakistan build. 
The deal comes amid 
heightened tension over 
the revelation earlier this 
year that a Pakistani 
scientist had sold nuclear 
secrets to other coun- 
tries trying to build a 
nuclear bomb. 


Officials said that 36 
miners were confirmed 
dead and 15 more were 
missing and feared dead 
following separate mining 
accidents that highlighted 
what workers’ organiza- 
tions say are abysmal 
safety conditions in 








RESCUE: Discussing 
efforts to save miners 





China’s mines. A gas 
explosion in northern 
Shanxi province on April 
30 killed 36 and a flood 
in a mine that was 
operating illegally in 
Inner Mongolia was 
feared to have killed 15 
more miners. 


LABOUR 


The Bush administration 
rejected two petitions to 
investigate Chinese 

government policies and 
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BUSH: U.S. won't investigate China 


actions because it said 
such investigations would 
hurt trade between the 
two countries. In his 
decision, President 
George W. Bush 
embraced free trade, for 
which his support has 
been uneven while he 
has been in office. His 
administration rejected a 
petition from one of 
America's most powerful 
labour unions, the 
American Federation of 
Labour-Congress of 
Industrial Organizations, 
to examine labour 
practices in China, and 
another from the 
National Association of 
Manufacturers to look at 
China's support for its 
currency, the renminbi. 


BUSINESS DIGEST 


CHINA LIFE MAY FACE MORE PROBES 

The list of stockmarket regulators probing China Life Insurance may 
grow. China Life launched 2003’s biggest initial public offering in 
the world when it listed in New York and Hong Kong in December. 
On May 3, less than a week after the company reported that the 
United States Securities and Exchange Commission had launched 
a probe, some media outlets in Hong Kong reported that corruption 
watchdogs in China and Hong Kong are also examining the com- 
pany. The probes apparently focus on allegations that friends and 
relatives of senior China Life executives were given preferential share 
allocations. A spokesman for the company said it had “not received 
any communication” from Hong Kong or mainland regulators. 


AMERICAN BREWERY BUYS INTO HARBIN 

The world’s largest brewer, Anheuser-Busch, said it will buy a 
29% stake in China’s fifth-largest brewery, Harbin Brewery Group, 
for HK$1.08 billion ($138 million). The Hong Kong-listed regional 
beer maker has been allied with one of Anheuser-Busch’s keenest 
competitors, SABMiller, which bought a 30% stake in Harbin 
Brewery almost a year ago for HK$675 million. The purchase by 
Anheuser-Busch shakes up an already frothy industry. South Africa- 
based SABMiller also owns 49% of China’s second-largest brewer, 
China Resources Brewery. As the Review went to press, SAB- 
Miller was reported to be considering an offer to expand its own- 
ership of Harbin Brewery beyond its current holding, which could 
spark a bidding battle. 


FOREIGN CAR MAKERS EXPAND 

China’s most successful foreign car maker, Volkswagen, has found 
a site in Shanghai that the company says will enable it to expand 
its operations significantly. The company announced plans last 
year to double its capacity in China to 1.6 million vehicles by 2007. 
But until now it had not secured any site in Shanghai. Volkswa- 
gen announced the purchase during Chinese Premier Wen Jiabao’s 
current visit to Germany. Another German company, Daimler- 
Chrysler, announced that it had received permission from Bei- 
jing to produce Mercedes-Benz sedans in China for the first time. 
The company’s new factory in Beijing, owned jointly with Beijing 
Automotive Industry Holding Co., will start with an annual capac- 
ity of 25,000 vehicles. 


SHIPPER GETS IPO APPROVAL 

China Shipping Container Lines has begun to pre-market a 
$2 billion initial public offering after winning approval from Hong 
Kong regulators for its plan to list. Sources close to the com- 
pany told The Asian Wall Street Journal that the offer should be 
priced at the end of May; the listing would take place in early June. 
The Shanghai-headquartered container-shipping company made 
a net profit of 1.3 billion renminbi ($157.1 million) in 2003 and 
expects to more than double that amount this year to about 3 
billion renminbi. China Shipping owns more than 120 vessels 
and expects its capacity to grow by almost 50% this year. 
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Elsewhere in the Review: 
Hi-tech: LCD Manufacturing Moves to China (page 38) | 
. Banks: Lending Cut Follows Beijing ‘Directive’ (page 46) | 
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CONSTRUCTION INDUSTRY 


Chinese Builders 
Go Global 


Thanks to a two-decade-old building boom at home, China's construction companies 
now have the shills to compete for contracts abroad—not just in developing countries, but in the 


United States. Japanese, European and American builders, watch out 


WHEN THE CONTRACT to build a hotel 
in the United States' financial capital goes 
to a communist state-owned enterprise, it's 
sure to attract attention. In August, China 
Construction America (CCA), the U.S. sub- 
sidiary of China State Construction Engi- 
neering Corp., will break ground on a $190 
million office and retail complex, which 
includes a 220-room Marriott Courtyard 
Hotel, in New York's Harlem district. 

In the same month, the state-owned 
Shanghai Construction Group aims to 
break ground on a $110 million office 
building in Flushing, New York state, says 
Tong Jisheng, Shanghai-based general 
manager of SCG's overseas department. 


Chinese construction companies’ 
revenue from overseas contracts 
is growing 
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With the experience of a 20-year 
domestic building boom under their belt, 
Chinese construction companies are now 
raising their profiles overseas. Last year 
they won international contracts worth 
$17.67 billion, a 17.4% increase over 
2002, according to the Beijing-based 
China International Contractors Associ- 
ation (Chinca) which represents around 
1,000 Chinese firms involved in the over- 
seas construction and labour market. 

In total, “Chinese companies have car- 
ried out projects in around 180 countries,” 
says Chinca’s vice-chairman, Diao 
Chunhe, who rattles off a list of projects 
Chinese firms are currently working on 


By David Murphy/BrijiNG 


or bidding for: “A railway line in Nige- 
ria, a subway system in Iran, hydropower 
projects in Burma and Malaysia, an oil 
pipeline in Sudan, an airport and five-star 
hotels in Algeria, several small projects in 
the U.S., and bridges and roads in a smat- 
tering of other countries.” 

In a ranking of construction compa- 
nies working outside their home mar- 
kets in 2002 by U.S. industry publica- 
tion Engineering News Record, 43 of the 
top 225 international companies were 
Chinese, up from 39 in 2001. In 2002, 
Chinese firms carried out 17.5% of all con- 
struction projects in Asia, 9.5% of the proj- 
ects in the Middle East, and 7.4% of those 
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in Africa, according to figures provided by 
Jones Day, an international law firm that 
specializes in the construction sector. 

In Hong Kong, mainland companies 
have dominated the construction mar- 
ket for the past decade, squeezing out 
British and other builders. The territory 
has been an important incubator for Chi- 
nese companies trying to raise their man- 
agement, technical and financing stan- 
dards. At the same time wages for Chi- 
nese engineers and other skilled person- 
nel remain relatively low, keeping project 
costs down. “Hong Kong has been a test- 
ing ground for them,” says Ashley 
Howlett, a Beijing-based partner at Jones 
Day. “They are now winning contracts [in 


May 13, 2004 





the U.S.] on price and technical ability.” 
For example CCA, China State’s U.S. sub- 
sidiary, says it beat five rivals for the Mar- 
riott development based partly on its skill 
in using prefabricated concrete sections 
in building foundations. 

The Chinese have become increasingly 
formidable competitors for European, 
American and Japanese firms that have 
traditionally dominated the lucrative proj- 
ect-management end of the international 
market in places like the Middle East and 
Africa. And for the first time, American 
firms face the prospect of a Chinese chal- 
lenge on home ground. China State’s entry 
into the U.S. market is a sign of more to 
come, say industry analysts. “The question 


BUILDERS’ HIGH: Chinese workers put 
up scaffolding at a construction site 


is not will they secure contracts in Japan 
and the European Union but when,” says 
Andrew Baldwin, head of the department 
of building and real estate at the Hong 
Kong Polytechnic University. At the same 
time, however, foreign construction com- 
panies eager to do business in China com- 
plain that they’re being stymied by pro- 
tectionism (see article on page 32). 

For China State, the country’s largest 
construction company and ranked 16th in 
the world by Engineering News Record, the 
American projects that it has won are rel- 
atively small compared to what it does at 
home and in other overseas markets. In 
addition to the Marriott Hotel, CCA has 
won general contracting bids on three 
schools in South Carolina, worth a com- 
bined $37 million, and a $3.7 million sub- 
way-platform renovation in Brooklyn. 

These projects may be small, but they 
are a significant shift away from only tak- 
ing North American jobs connected to the 
Chinese government or Chinese compa- 
nies. Among these, current or recently 
completed projects include part of Bei- 
jing’s new embassy in Washington, the 
Chinese consulate in Chicago, and a 
refrigerator factory in South Carolina for 
state-owned appliance maker Haier. 

China State’s management sees the 
Marriott and other new projects as oppor- 
tunities to build a reputation in the U.S. 
“We had to make a conscious change to 
move into [U.S.] government infrastruc- 
ture and private development,” says Jeffrey 
T. Hass, senior vice-president of CCA. 
^We're trying to demonstrate that China 
State can compete in what is probably the 
most competitive market in the world.” 
CCA is already eyeing bigger projects, Hass 
says, including a share of the estimated 
$1 billion cost of renovating the United 
Nations headquarters in New York. 

China State wants to be one of the 
world’s top 10 construction companies, 
its president, Sun Wenjie, told a mid-April 
gathering of Chinese and foreign con- 
struction companies in Beijing. At home 
and overseas, China State signed $12 bil- 
lion worth of contracts last year, up 83% 
on the previous year, Sun told his audi- 
ence (see table on page 33). 

Meanwhile, China State and other ® 
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Chinese construction firms have been 
steadily increasing their presence in the 
developing world, often backed by low- 
interest loans from the government. Bei- 
jing uses the funding to gain political and 
economic leverage in developing coun- 
tries, as well as to encourage the purchase 
of Chinese equipment and labour. In 2002 
China's Export-Import Bank provided 9 
billion renminbi ($1.08 billion) in soft 
loans to support overseas contracts and the 
purchase of China-made equipment. 
What Chinese companies offer their 
less-developed clients are low construc- 
tion costs and vast experience in infra- 
structure projects. Consider dams. Home 
to almost half the world's large dams, 
China has the know-how to build them 
fast and relatively cheaply. At the $224 
million Tekeze Dam site in Ethiopia, just 
over 1096 of the 2,000-strong workforce 
are Chinese—around 100 engineers, 50 
foremen and 5o tunnelling experts, 
according to Du Nan, an official at China 
Water Resources & Hydropower Con- 
struction Group Corp. (Sinohydro), the 
lead partner in the project. Late last year 
Sinohydro also signed memoranda of 
understanding with the Zambian Elec- 
tricity Supply Corp. to build a $600 mil- 
lion hydropower station, say African press 
reports and company officials in Beijing. 


The largest project won by Chinese 
firms last year was a controversial $650 
million dam contract in Merowe, Sudan, 
awarded to a consortium including Sino- 
hydro and the China International Water 
& Electric Corp. 

According to news reports, the sec- 
ond phase of the project was also awarded 
to the Chinese consortium in March, 
though company officials in Beijing say the 
deal is not yet completed. Non-govern- 
mental organizations including the Cali- 
fornia-based International Rivers Network 
have accused the Sudanese government of 
human-rights violations against people 


who are being forcibly resettled to make 
way for the dam. 

The long-term challenge for Chinese 
companies is to not just participate in big 
construction projects as a subcontractor, 
but to move up the ladder to be the gen- 
eral contractor for an entire project, where 
margins are fatter. For example, Chinese 
companies made up almost 2026 of those 
on Engineering News Record's list, but they 
accounted for only 6.196 of the value of the 
projects. Most Chinese construction com- 
panies are still at the middle or lower end 
ofthe market. Of these companies, China 
State is significantly ahead in its ability to 





CONTROVERSIAL: The biggest contract won by Chinese firms last year was for a dam in the Sudan 


FOR FOREIGN BUILDERS, SOMETHING TO FROWN ABOUT 


"Foreign property developers are all smiles as they cement their 
stake in China," declares the April 8 cover of Beijing Review, an 
English-language propaganda magazine. Not so, say foreign 
construction firms, who claim they have little to smile about. 

= Regulations that effectively came into force on April 1, the 
companies charge, bar them from taking on new work amid 
China's furious construction boom—and violate World Trade 
Organization (WTO) rules. Their cause received reinforcement 
from visiting EU Commission President Romano Prodi who, in a 
speech in Shanghai on April 11, condemned "new rules in the 


construction sector which in practice 


process of setting up a corporate entity in the country. 

Under Decree 113, foreign construction companies must 
meet the same minimum registered-capital requirements as their 
Chinese counterparts. These vary from $1 million up to $36 
million, depending on the range and quality of projects the com- 
panies intend to bid for. | 

Like Chinese companies, they are also required to have a net 
asset worth of up $43 million in China. That kind of investment 
might be worth it if they had access to all parts of China's con- 
struction pie, but, with rare exceptions, foreigners are restricted 


to projects that have no less than 50% foreign funding—these 








make market access in this sector Foreign firms say 
almost impossible for our companies," Decree 113 bars 
- Foreign builders in China include Vinci of them from taking 
France and Bechtel and Fluor of the on new work 
United States. amid China's 

The new rules, issued by China's building boom 
Ministries of Construction and Com- 
merce, are referred to as Decree 113. They're an attempt to 
regulate foreign construction companies in China, and they 
replace a 10-year-old system, known as Decree 32, under which 
.. foreign companies worked in China on a project-by-project 
. basis without having to go through the onerous—and expensive— 


represent a very small slice of the pie. (Chinese companies face 
no such restrictions.) Foreign firms are also barred from using 
their international track record as evidence of their skills and 
instead must build a track record inside China. But, they argue, if 
they have such limited access to business in China, how can they 
build a track record? 

What's more, Hong Kong developers receive preferential 
treatment over foreign companies. Under the Closer Economic 
Partnership Agreement signed with China last year, Hong Kong 
construction firms can participate in projects that have as little as 
196 foreign investment and can use their Hong Kong track record 
to bolster their mainland bids. 
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GLOBAL SCAFFOLDING 


China State Construction Engineering Corp.'s five biggest overseas 
projects in 2003 spanned half the world 


Projects 
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beat out local contractors in a developed 
market, says Liang Xialin, director of its 
general department. 

[n some markets, Chinese companies 
are steering away from providing manual 
workers towards offering skilled labour, 
partly because Chinese wages have risen 
faster than local wages. "Twenty years ago 
when we first went abroad, China was 
very poor and our labour costs were close 
to countries like Pakistan, Sudan and 
Egypt, but that has changed," says Wang 
Li, vice-general manager of China State's 
overseas department. *Now the policy is 
to use local workers and local mid-level 
managers where possible." The change is 
also driven by political pressure in some 
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Source: China State Construction Engineering Corp. 


Asian countries to cut back on imported 
labour in favour of local workers. Still, 
China State has 12,000 Chinese staff on 
sites abroad. An estimated 3 million Chi- 
nese construction workers have laboured 
overseas in the past two decades. 
Making the leap from receiving gov- 
ernment-backed projects to competing for 
contracts in the open market isn't easy for 
Chinese companies. Sun, China State's 
president, identified rigid company struc- 
tures and weaknesses in innovation, tech- 
nology and financing as areas where Chi- 
nese companies need to improve. 
Raising money is also a stumbling 
block to the expansion of Chinese builders 
overseas. Obtaining financing for risky 


Sojoud &uiu) /sJeinay 


projects in the developing world is relatively 
easy for state-owned companies when it 
coincides with Beijing's diplomatic inter- 
ests—say, helping to build infrastructure 
in an African nation in return for its sup- 
port for China's position at the UN. China's 
state-owned banks readily supply loans for 
such projects. What's difficult, say analysts, 
is securing financing from domestic or 
international lenders for straight com- 
mercial projects. Companies can work 
around this in various ways, including bor- 
rowing through Hong Kong subsidiaries, 
or, in the case of CCA, persuading insur- 
ance giant AIG to be its main underwriter 
for the Marriott development, based on 
guarantees from China State. 

But China's financial institutions are 
becoming more sophisticated about struc- 
turing loans and project financing in the 
domestic market, says Matthew Hooker, 
Hong Kong-based regional director of 
Willis, a risk-management and insurance 
company. “It won't be long before these 
lessons are being applied overseas,” he 
says. Until then the best bet for the inter- 
national ambitions of China’s construc- 
tion companies may lie in supporting Bei- 
jing's diplomacy rather than simply try- 
ing to turn a profit. = 

Nancy Zhang in Beijing contributed 
to this story 


WTO than they were before. They say the old system should be 
“grandfathered,” or incorporated into the new rules, to allow them 
to carry on as before. The Ministry of Construction refused to 
comment on the new regulations or the complaints about them. 
Separately, foreign construction-design and engineering 





WORK IN PROGRESS: New rules open one door but close another 


In addition, the new rules lay out minimum numbers of foreign 
management, technical and financial staff that a foreign firm may 
station in China. And the staff must live in the country for at least 
three months a year for the duration of the project. These rules, 
the companies say, curtail their flexibility and add costs. 

Awkward maybe, but is Decree 113 in breach of WTO rules? 
The foreign companies are certain it is, arguing that under those 
rules they should not be worse off after China’s admission to the 


companies are upset because they face a similar set of restric- 
tions under Decree 114, which also came into effect on April 1. 
But important accompanying guidelines on how Decree 114 will 
be implemented have not been published, leaving companies in 
the dark as to how precisely they will be enacted. “With 114 
nobody knows what’s happening, that’s the frustrating thing 
for designers,” says Ashley Howlett, a Beijing-based partner at 
international law firm Jones Day, which specializes in the 
construction industry. 

It's not all bad news. Under Decree 113, construction compa- 
nies setting up in China can now be wholly foreign-owned. Previ- 
ously they had to partner up with a local firm. 

Still, there appears to be much more take than give from 
China's construction authorities. Foreign companies are reluctant 
to complain on the record, leaving it to business associations to 
make their case publicly. Says Patrick Powers, director of China 
operations at the U.S.-China Business Council in Beijing, "It's 
ironic that the ministry is claiming that these new rules are 
opening the Chinese construction market to foreigners when they 
are in fact shutting the door." David Murphy 
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ADVERTISING 


Sexing Up Asia’s Ads 


Creating advertisements in Asia isn’t easy. Humour is often lost among conservative companies 
and different cultural mores. But some agencies are beginning to push these boundaries to create ads 
with attitude and brands with cachet 


WORRIED THAT marketing executives 
at GlaxoSmithKline’s Malaysian unit 
would spurn his idea for a TV advertise- 
ment for Oxy, a pimple ointment, Ogilvy 
& Mather's creative director in Malaysia 
skipped the usual storyboard pitch and 
filmed a rough version of his idea—pay- 
ing for it out of his own pocket—to show 
his client. 

In the ad, a man with a stocking over 
his head enters a convenience store and 
looks furtively around. As people around 
him panic and faint, he points frantically 
to a tube of Oxy behind the counter—then 
throws some money at the assistant and 
runs out. 

“I’ve worked on the account for 
almost five years,” says Sonal Dabral, 
managing director and executive creative 
director at O&M in Kuala Lumpur. “The 
moment I wrote the script I knew it 
would never see the light of day if we 
went through the normal process. Com- 
panies here tend to play it safe.” 

But when they saw the film, Glaxo- 
SmithKline loved it, and ran the 30-sec- 


ond spot as part of an e-mail campaign. 
Last year, it won a gold medal at a regional 
industry awards event. 

The episode shows how ad agencies 
in Asia are pulling out the stops in their 
bid to shake off the conservatism 
ingrained in the region's business com- 
munity. Companies in Asia are much 
more cautious than their counterparts 
in the West when it comes to making ads, 
partly because they're focused on build- 
ing up basic product or brand knowledge 
in developing markets, and also because 
they're concerned about offending cul- 
tural mores. 

Even multinationals in Asia often 
want to play it safe. The result is a stream 
of safe ads, such as soft-lit ads for sham- 
poo featuring women swishing their hair 
about and smiling into camera. Attempts 
to veer from the preferred format are rou- 
tinely frowned upon, say ad executives. 
And that makes it tough to create brands 
that stand out from the crowd. 

One big multinational mobile-phone 
company, for example, recently backed 


By Cris Prystay/SINGAPORE 


out of an ad that O&M Asia-Pacific's 
regional creative director, Tham Khai 
Meng, designed for China. It featured a 
Beijing-based punk band called Wild 
Strawberries doing a rendition of Jimi 
Hendrix's Foxy Lady. 

Tham had secured the rights for the 
song, obtained the blessing of Hendrix's 
son, and had even signed up Malcolm 
McLaren, the former manager of 1970s 
punk band Sex Pistols, to produce the 


song for the ad. The phone company ~ 


initially liked the idea, but canned the 
ad after six months of work. They wanted 
to tap the youth market, but punk, they 
decided, was inappropriate for China. 

"Clients are getting desperate—they 
know they need to do more to differentiate 
their brands—but aren't desperate enough 
to be revolutionaries," says Tham. 

Of course, the point of ads is to sell 
products. And companies contend that 
research often shows that the nuts-and- 
bolts type of ad sells well with Asian con- 
sumers. "Consumers here tend to read 
advertising quite literally, and even when 





SPOT ON: GlaxoSmithKline's award-winning e-mail ad for pimple ointment was deemed too graphic for TV by Malaysia's censors 
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we test work from Europe against work 
we do here, the work we do here does 
better because it has a more linear, 
rational message to it,” says Jeff Orr, 
United States-based advertising com- 
pany Grey Worldwide's regional creative 
director. "Maybe we have more prag- 
matic consumers." 

Then there are different racial groups, 
even within the same country, who react 
differently to ads. Before ads run, most 


May 13, 2004 





Munshi Ahmed/REVIEW 


clients pay big bucks to play them for test 
audiences, and in multiracial Malaysia, 
those tests routinely produce results that 
reflect ethnic preferences. “Chinese con- 
sumers want a rational message—how 
does it work, how much is it—while 
Malay consumers fall for a more emo- 
tional appeal,” says Orr. 

Some companies are taking steps to 
loosen up. Fast-moving consumer goods 
company Procter & Gamble, for exam- 


A DIFFERENT VIEW: Tham Khai Meng is 
turning Asian ads on their heads 


ple, has long been known as a conser- 
vative advertiser. That’s changing. The 
company has added a new measure— 
watchability—to its extensive ad-test- 
ing procedures. 

Sensing the winds of change, ad com- 
pany Saatchi & Saatchi, which handles 
several P&G brands, asked its Asia-based 
creative directors to come up with ran- 
dom pitches in February. It was a “do 
all the work for P&G that you always 
wanted to do, but never could” sort of call, 
says Austin Lally, P&G’s general manager 
for marketing, greater China. Saatchi & 
Saatchi boiled down myriad pitches that 
flooded in to about 100 and presented 
it, unsolicited, to P&G. “We loved it,” says 
Lally. “When you send the right signal 
about open-mindedness, and the mes- 
sage that you're open to creativity, it's 
amazing what comes back." 


ENDLESS CONSTRAINTS 

Another concern: Companies also don't 
want to fall foul of censors, wasting cash 
making an ad they'll reject. After Glaxo- 
SmithKline saw how successful the Oxy 
ad was on its e-mail campaign, it applied 
to Malaysia's censorship board to run it 
on TV. The board rejected it, deeming the 
robbery-like scene in the convenience 
store too graphic. 

Advertising executives worry, though, 
that ads are often dumbed down too 
much. They also think that companies, 
which often want to know whether an 
ad will result in an immediate jump in 
sales, rely too much on testing. Ad 
research isn't infallible, and tailoring an 
ad to a focus group’s response is a 
mistake, they contend. “Clients in Asia 
tend to be driven by research,” says Orr. 
“They’re not interpreting the research 
result—they're living by it.” 

Asian marketing directors encourage 
research companies that test ads to go 
over every detail with a fine-tooth 
comb—one even asked a test audience 
whether they liked the colour of the 
actresses’ sweater in a particular ad, 
recalls Orr. Another company pulled an 
ad after it had aired for a few weeks, even 
though product sales had started to rise, 
because it left one test audience 
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cold. *Maybe it's because they're new 
or young companies, or lack experience 
or self-confidence in making judgment 
calls," he says. 

One exception is Thailand, which pro- 
duces some of the best ads in Asia—and 
routinely leads the Asian medal tally at 
international ad festivals. Ad executives 
attribute this to Thailand's laid-back 
culture and quirky, often self-effacing style 
of humour that falls flat in other Asian 
cultures (see article below). 

Self-effacing or dark humour might 
not sell well in elsewhere. "The average 
consumer empathizes with people who 
are well liked, popular, successful. It's true 
that emotions in mainland China tend 
to be more positive, you might even say 
sugary, than some other markets," says 
P&G’s Lally. 

There are many other reasons why 
advertisers elsewhere in Asia stick to 
safer ground. Humour doesn't always cut 
across cultures, and many Asian coun- 
tries are multicultural. The corporate cul- 
ture also plays a big role. Many Asian 









Is it something in the water? The 
culture? The history? Whatever it is, 
Thailand’s advertising industry stands 
out as one of the most creative in Asia. 

Thailand produces the funniest ads 
in the region—and routinely leads the 
Asian medal tally at international ad 
festivals. At the prestigious Cannes 
Lions International Advertising Festival, 
held annually in France, Thai TV spots 
won more awards than any Asian 
competitor last year, and the only gold 
awarded to a TV ad made in Asia. At Ad 
Fest, a regional industry event, Thai- 
land has won more awards for TV ads 
than any other country for the past 
four years—and Thailand-based agen- 
cies have walked away with the top 
award—Best in TV—for the past two 
years. Singapore pipped Thailand in the 
print category last year, but even there, 
Thai agencies ranked No. 2 in Asia. 

Not only do Thai creative directors 
pitch wackier ads, Thai marketing 
executives are quick to accept them. 
Audiences, too. Ad executives attribute 

this to Thailand's relaxed culture and 


companies are tightly controlled by a 
founder or chief executive. Some Con- 
fucian-influenced Asian cultures, mean- 
while, encourage conformity and dis- 
courage risk, which makes marketing 
directors less adventurous. 

"Advertising is a social barometer, it's 
a reflection of what society will buy into 
and what they won't,” says Calvin Soh, 


outside working hours. O&M's Tham, for 
example, is involved in a Singapore 
government think-tank charged with 
fostering creativity in the island state, part 
of the country's efforts to develop a 
knowledge economy. 

Thans pet objectives: axing censor- 
ship and changing the perceptions of 
Asian parents, who still push their kids 


ee . . ° 
Chinese consumers want a rational message, while 


Malay consumers fall for a more emotional appeal” 


president and creative director of Fal- 
lon Asia. “If you create an environment 
where risk-taking is not encouraged 
either at a country level or a company 
level, and you don't embrace change, 
then you start playing things safe. Even 
in your communications.” 

To change that cultural bias, many ad 
executives are beating the creativity drum 


TICKLED IN THAILAND BY ADS WITH ATTITUDE 


idiosyncratic, sometimes self- 
deprecating, humour that simply 
doesn’t work in other Asian cultures. 
One recent ad made by Leo Burnett 
for Thai Mobile, a network that’s 
targeting the mass market, shows a 


CREATIVE THAILAND 
Thailand’s TV ads routinely 
pick up awards 


Number of awards won 
at Ad Fest ‘03 '04 
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into engineering and medicine, and 
think an arts career is a waste of time. 
"There's a lack of understanding about 
what design can bring us, what creativ- 
ity means,” he says. “The war cry for the 
Singapore government is about being 
creative, inventive. But a lot needs to 
be done to change the mindset of a lot of 
people in Asia." & 


woman on the roof of a dingy Bangkok 
apartment building exchanging notes, 
via homing pigeon, with her husband, 
who's working on a construction site. 
After a dozen meaningless notes (she 
says: "What's up”, he replies: “Hi, 
what's up"), the exhausted bird vomits 
in her hair. On the return trip to her 
husband, the bird collapses, convulsing 
on a table. He says: "It has a vibrating 
mode, just like a real cellphone." The 
voice-over says: "Those who don't have 
a cellphone, hands up", and he, and his 
colleagues, raise their hands. 

*Thailand is a culturally confident 
nation, perhaps due to the fact it was 
never colonized, perhaps due to the 
fact it's a kingdom with a very long- 
reigning monarch" and a relatively 
stable, democratic government, says 
Linda Locke, regional creative director 
at Leo Burnett Asia-Pacific. "Either 
way, add to this the fact that Thais 
don't take life too seriously and love 
to laugh and have fun, and you've got 
the ingredients for edgy, often very 
funny ads." Cris Prystay 
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“It's all about making those vital connections. ” 


David Cunningham, Jr. 
President - Asia Pacific 
FedEx Express 


David Cunningham, Jr. is a family man - 

which is an asset not just at home. 

At FedEx Express, he brings together a network 
of employees who help connect people and 
countries across the globe. To unwind, he spends 
quality time connecting with life's natural 
wonders - whether outdoors or at home with 
National Geographic Channel. 
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NO THIN MARGINS: 
It’s the screen of 
today and tomorrow. 
Making it means 
making money 
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China's Great Hi-Tech Leap 


In a departure from its low-tech market success where its edge is inexpensive labour, 
China is entering the expensive world of flat-screen components 


IT COULD BE China's biggest grab for hi-tech riches yet. 
The country is trying to break the lock that Japan, South Korea 
and Taiwan have on flat-screen technology for TVs, note- 
book computers and cellphones. 

Two factories are under construction in China to create 
the core component in most flat-screen products: liquid-crystal 
display, or LCD, panels. One owned by SVA-NEC Liquid 
Crystal Display, a 7596-2596 joint venture between China's SVA 
Electron and Japan's NEC Corp., is expected to begin trial 
production later this year near Shanghai. The other is being 
built near Beijing by BOE Technology Group, which pur- 
chased the display subsidiary of Korea's Hynix Semicon- 
ductor, called Hydis, last year. That factory is targeted for com- 
pletion early next year. 

These projects face numerous technical and financial 
challenges. The Japanese and Korean veteran companies affil- 
iated with the Chinese ventures are small players in the LCD 
industry. Hydis has about a 296 share of the worldwide market 
and NEC has just under 196. While they will cost less money 
to build, the factories themselves will be a generation behind 
the LCD-panel factories in the other countries and incapable 
of producing the most profitable, leading-edge products. 

Each will annually churn out several million LCD panels 
for use in notebook computers and as desktop monitors, a 
fast-growing business though not as profitable as flat-screen 
TVs. "The TV-panel business is higher margin, but the tech- 
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nology is more complex," said David Hsieh, principal analyst 
in Taipei for DisplaySearch, a market-research firm that 
specializes in flat-panel technology. “At this moment, we dont 
think the Chinese can reach that level." 

Even so, the Chinese firms have huge ambitions. For 
instance, BOE is trying to lure component and equipment sup- 
pliers to build around its factory, creating an *LCD industrial 
park," and it plans a stock offering overseas to raise capital. 
A BOE spokeswoman said that while Korea will remain impor- 
tant to the company, "growth in China is even more impres- 
sive due to its unique position as a world workshop and the 
rising consumption power of the domestic market." 

For Chinese policymakers, the plants represent another 
step up the value chain for the nation's electronics industry, 
leading to demand for higher-skilled, better-paid engineers. 
China's semiconductor and software-development indus- 
tries are already making great strides. And the government 
provided support for commercial and academic researchers to 
develop technical standards on third-generation wireless 
phones and inventory-tracking tags. "Every country wants to 
be involved in the latest hi-tech manufacturing because that's 
what sustains the upgrading of an economy," says Thomas 
Murtha, a University of Minnesota business professor who co- 
wrote a book about the flat-panel industry's development. 

Its an expensive gamble and will take years to pay off. Build- 
ing a LCD panel is similar to making a large, fragile sand- 
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wich. High-precision machines spread liquid-crystal material 
between two thin pieces of glass in ultraclean assembly rooms. 
Murtha says no company has yet been able to reduce the time 
it takes to reach commercial yields. Because labour repre- 
sents only about 5% of the cost of making an LCD panel, China’s 
traditional advantage as a centre of abundant, low-cost workers 
provides little to BOE Hydis and SVA-NEC. And existing com- 
petitors arent making it easy for the Chinese firms to get rolling: 
Sharp, LG Philips and Guardian Industries are demanding 
payments from BOE Hydis for what they say is proprietary 
technology. The company is investigating the claims. 

With demand for flat-screen technology soaring—and prod- 
ucts from hand-held computers to grocery-store coupon dis- 
plays made possible because of them—the ability to produce 
basic components will lift China’s hi-tech stature. Today, about 
a dozen Chinese manufacturers of TVs and computer moni- 
tors build flat-screen versions of their products by combining 
LCD modules—consisting of the panel, a light and some elec- 
tronics—with more electronics, a power supply and an exterior 
shell. But companies in Korea lead production of the panels 
themselves, with 46% of worldwide unit volume. Taiwanese 
producers have 38% and Japanese companies have 16%. 

The panels represent the lion's share of value of LCD-based 
display products. The gross profit margin for LG Philips, 
the Korea-based joint venture of LG Electronics and the 
Netherlands’ Philips Electronics, was 32% in the first quarter. 
In contrast, Chinese firms that assemble TVs and monitors 
operate with single- or low double-digit margins. 

Ifits LCD-panel plants succeed, China will become just the 
fourth country to acquire core LCD technology since 1968, when 
the Radio Corporation of America first demonstrated it with a 
5-centimetre display that showed moving black and white lines. 
A few years later, RCA licensed the innovation to other com- 
panies, including Japan's Seiko Epson and Sharp. By the mid- 
19708, the Japanese firms introduced LCD screens in their core 
products but continued to work on the technology for bigger 
screens. A turning point was in 1988, 


when Sharp developed a 14-inch (35.6- LCD LEADERS 


centimetre) colour-LCD panel, beating Can China get a piece of 
a joint venture of IBM and Toshiba by the action? 


just a few weeks. By the 1990s, con- 
cerned about manufacturing costs, 
Japanese firms began to license their 
LCD innovations to firms in Taiwan. In 
1995, Korea's Samsung Electronics 
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joined in, licensing technology and * LG Philips LCD 
hiring consultants from Japan. Mean- * Samsung Electronics 
while, rivals in both Taiwan and Korea 
flourished amid surging demand. Taiwan 33.676 
By partnering with or acquiring * AU Optronics l 
existing makers, the Chinese firms e Chi Mei Optoelectronics 
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What Price Privacy? 


Google’s soon-to-launch free e-mail, Gmail, sounds great—with one gigabyte of storage and 
fast searches—but it also raises troubling questions about privacy that must be addressed 


PRIVACY IS ONE OF those things you either obsess 
over, or don’t see what all the fuss is about. You're 
either someone who gets indignant when a shop 
assistant asks you for your home address at the 
checkout, or you're not. You either hate the idea that 
your credit card is a mine of information about your 
shopping habits, or you couldnt care less. 

This debate is timeless, but the Internet and in 
particular two recent new phenomena have 
brought it into focus. The first is a crop of on- 
line networking services that range from auto- 
matically updating your contacts’ details, such as 
Plaxo Inc.’s address-book software to networking 
Web sites like Friendster and LinkedIn, which 
allow you to hook up with other users with similar 
tastes or business interests on-line. The other phe- 
nomenon is something called Gmail, the soon- 
to-be-launched e-mail service from the soon-to-be- 
listed search-engine company Google. 

All these services may involve storing your per- 
sonal data—contacts or e-mails—on the companies’ 
computers. In the case of Gmail, Google will scan 
your e-mail content so you can organize it better and 
so that they can deliver “targeted” ads to the Web 
page on which you're reading the e-mail. If your e- 
mails contain the word “horticulture,” ads from 
florists may appear. In the case of Plaxo (Return to 
Sender, July 10, 2003), people fret about the fact that 
your whole address book could be stored on Plaxo's 
computers. Networking services, meanwhile, have 
access not only to lists of who you know, but all 
the personal information about them and your con- 
tact with them. This, the privacy folk argue, is just 
asking for trouble. Are they right? 

I sought the advice of experts on this, from 
lawyers, privacy advocates, technology gurus and 
executives. They all had quite different responses: 
some for, some against. Clearly this is not an issue 
with a simple answer, but here's what I think: 

While I'm excited that technology and the Inter- 
net are making our lives easier, I don't think we're 
very well equipped for the pace of change and its 
implications. Technology is all about leveraging the 
power of a computer to do things on a scale we 
couldn't do by hand, or couldn't even do with a com- 


puter a few years ago. If I trawl, for example, 
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through one of your e-mails I’m not going to build up much of a 
picture of you or your buying habits. But if I trawl through roo, or 
1,000—or one gigabyte’s worth—then I could get a pretty good 
idea. Do you really want your e-mail provider to know that much 
about you and to share it with advertisers? 

Humbug, say the sceptics. Chris Winfield, president of 16E20, 
a Web-design company in New York says: “Yahoo!, Hotmail and 
AOL routinely scan your e-mails for viruses. How is this differ- 
ent to Gmail scanning your messages to display ads?” I disagree: 
These services are not compiling data from the content, they re fil- 
tering out e-mails based on certain limited criteria: Does this look 
like spam? Does this smelllike a virus? Others argue this is no dif- 
ferent to, say, a department-store loyalty card. "Why is Gmail's 
process considered an invasion of privacy, when no one even thinks 
about a store knowing what type of underwear you wear?" says 
Julian Field, chief technology officer of U.S.-based software com- 
pany Fortress Systems. I respectfully disagree: It's more akin to 
allowing your phone company to listen in to your phone conver- 





sations and play jingles at you based on what youre talking about. 

Some say all this comes down to trust. Do we, the users, trust 
the person to whom we're giving our information? Or do we con- 
sider selling some of our privacy—targeted ads, for example— 
worth the price? That may seem a simple enough equation: After 
all, if Google is offering us one gigabyte of on-line hard-drive 
space, what’s a few targeted ads for all that storage? These com- 
panies all have privacy policies, they say they respect our pri- 
vacy, they vow they won't sell any of this information. 

But what happens, for example, if the service is sold? Plaxo 
makes clear in its privacy statement that the information will be 
part of assets transferred, raising legal questions about whether the 
new owner need abide by Plaxo's privacy agreements. Plaxo says 
the information will be transferred “subject to all terms and restric- 
tions” of its privacy policy. There are also problems of abuse and 
incompetence: Companies that renege on user agreements, or face 
external attacks on insecure data. Plaxo has acknowledged two vul- 
nerabilities on its computers that could have allowed hackers to 
snatch data. Both were fixed and no data was lost, Plaxo says. 

Another problem on the issue of trust: The exchange of privacy 
for value implies that we understand what we're signing up for. 
When was the last time you read a user agreement before click- 
ing the "Accept" button? Did you understand all its implications? 
I read through Plaxo's and it sounded fine until Australian academic 
Roger Clarke pointed out some grey areas, such as what happens 
to data stored under earlier versions of Plaxo's privacy policy, and 
what happens to data after a user cancels his subscription. Stacy 





Josn Estey 


Martin, privacy officer for Plaxo, says the company 
will soon update its privacy policy to reflect some 
of Clarke's and other people's concerns. 


WE'RE LOSING CONTROL 

Critics of the privacy enthusiasts argue that if 
you dont like it, you can always go elsewhere. “You 
cant complain about something that is free,” says 
Divan Da've, chief executive of New York-based 
Internet consultants Integrated Systems Man- 
agement. “Don't like it? Don't use it. Just don't spoil 
it for the rest of us.” While true, this is not a use- 
ful argument, for the simple reason that we don't 
have as much control over these things as we used 
to. Call it “passive privacy loss.” What control do 
I have over my contact data if someone else has 
decided to store it on Plaxo? Whose privacy is being 
abused if a salesman stores all his company’s busi- 
ness leads on-line? What happens to the e-mails 
that I send to a Gmail user? Are we who have not 
signed up for these services subject to the same 
privacy rules that apply to users? 

The bottom line: We need to think not about 
what is happening but what could happen. It’s not 
enough to say, “There’s no problem yet, so why 
make it into one?” Technology is always one step 
ahead of us, the users. Don't believe me? Think 
spam that we can't control; think pop-up win- 
dows that we can't get rid of; think of phishing e- 
mails that look so realistic we are duped into giv- 
ing up our banking details. Now think about stor- 
ing all your e-mails in one place, with a company 
known for its brilliant search technology. 

Once you've handed over your personal data, you 
can't always get it back. What happens to it a few 
years from now? Think of all those computers con- 
taining discarded information, sold off second-hand. 
Think about new technologies that may be able to 
establish links in supposedly anonymous data to fig- 
ure out it's you, and to decide your unhealthy inter- 
est in flowers makes you too environmentally rad- 
ical for employment. It's not just about protecting 
your unlisted phone number, though that is part 
of it. It's about helping to preserve a private space 
free of commercial and government intrusion. 

The good news is that companies like Plaxo 
seem to be serious about addressing legitimate con- 
cerns, and are trying to talk the more radical critics 
down from their pedestals. But it's a long haul, and 
Plaxo and everyone else in the game of winning the 
trust of users would do better not to hide behind 
legal ambiguity but build technology that, as much 
as possible, leaves control in the hands of users.& 

More on the privacy debate at 
loosewireblog.com 


Far Eastern Economic Review 41 


| MONEY 


CORPORATE RESTRUCTURING 


Daewoo's Long 
Road to Recovery 


In 1999, South Korea's Daewoo group went spectacularly bust with almost $75 billion in 
outstanding liabilities. Five years on, the group has been brohen up, its companies recapitalized 


and sold and several nursed bach to health 


By Kimberly Song/HoNc KONG 
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THE DAEWOO GROUP, once the second- 
largest of South Korea’s sprawling con- 
glomerates and whose implosion was 
one the country’s most notorious cor- 
porate debacles, is making a comeback— 
in pieces. 

Daewoo collapsed five years ago under 
a mountain of debt in the aftermath of the 
Asian financial crisis of 1997-98. It 
became the much-vilified archetype of 
what went wrong with some of Korea's 
most successful chaebols, or conglomer- 
ates, and was forcibly dismantled. But 
equally, the break-up of the group under- 
scores how the unwieldy chaebol struc- 
ture obscured some competitive, prof- 
itable businesses. Today, newly restruc- 
tured and cleaned-up parts of the group 
are emerging as strong companies and as 
attractive investment opportunities. 

Two years ago, General Motors of the 
United States was the first major corpo- 





ration to take a piece of the defunct group 
by buying Daewoo Motors. Last June, the 
government sold a chunk of Daewoo 
Shipbuilding & Marine Engineering 
worth more than $250 million in global 
depositary receipts. In April, Tata Motors 
of India bought truck-maker Daewoo 
Commercial Vehicle. 

There are more deals to come. Dozens 
of local and international corporations 
and foreign investment funds such as 
U.S. firms Carlyle Group and Newbridge 
Capital are currently eyeing the govern- 
ment's stakes in companies such as 
construction-equipment-maker Daewoo 
Heavy Industries & Machinery and Dae- 
woo Engineering & Construction. 

"Daewoo companies have always been 
fundamentally strong businesses," says 
Hogen Oh. As chairman of the National 
Restructuring Committee from 1998 to 
2000, Oh helped put together Daewoo's 
plan to restore itself to financial health. 
He currently serves as chairman of Lazard 
Asia in Seoul. "They were jewels in the 
mud and now that they've been cleaned 
up, they're shining." 

Daewoo's rise and fall was driven by 
its ambitious founder, Kim Woo Choong, 
who started a small textiles-trading firm 
in 1967 and quickly expanded it through 
the acquisition of troubled state-owned 
enterprises into a global manufacturing 
giant with products ranging from cars and 
ships to semiconductors and televisions. 
Favourable treatment from a government 
eager to promote Korean industries and 
virtually unlimited financing from banks 
allowed Daewoo to expand recklessly. As 
the group began to encounter financial 
problems, it diverted earnings from 
healthy affiliates to prop up troubled ones 
and sought to cover its tracks by fraudu- 
lent accounting. At its height, the con- 
glomerate included more than 30 major 
companies with hundreds of overseas 
subsidiaries all connected via a complex 
web of cross-shareholdings, and had over 
300,000 employees. 

However, Kims ambitions came to an 
abrupt halt after the Asian financial cri- 
sis, when it came to light that the group 
could not meet its obligations. At one 
point, it owed more than 4 trillion won 


CAPTIVE MARKET: Daewoo Shipbuilding 
focuses on high-value vessels 
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(then $3.3 billion) in short-term debt. 
While the group claimed to have 14.1 tril- 
lion won in net assets, due diligence by 
an outside auditor found that in fact the 
group had a negative worth of 29.2 tril- 
lion. Ultimately, Daewoo collapsed with 
about 9o trillion won in liabilities in 
1999. Its implosion wreaked havoc on the 
Korean economy, threatening to bankrupt 
many local banks and leaving thousands 
unemployed. Seven executives were 
found guilty of accounting fraud and 
received hefty fines and jail terms. Kim, 
who also faced criminal charges, has been 
on the run since late 1999. Itis unclear if 
he would still face charges should he 
return to Korea. 

The exit of the group's chairman and 
his lieutenants left the way open for 
creditors and government entities such as 
the Korea Asset Management Corp., or 
Kamco, and Korea Development Bank, or 
KDB, to begin dismantling Daewoo and 
salvaging as much value as they could. 
Group companies benefited from many 
creditors agreeing to write off huge chunks 
of their debt and also to swap much of the 
debt for equity in the new entities. 

The main part of the restructuring, 
which began in 2000, broke up the 
group's flagship companies along busi- 
ness lines. Daewoo Corp. was split into 
two independent trading and construction 
units, while Daewoo Heavy Industries 
was split into separate shipbuilding and 
heavy-equipment-making businesses. 
Affiliates in areas such as telecom- &» 
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munications, electronic components and 
car parts were also set up as independ- 
ent companies. Bad assets and unprof- 
itable units were divested and financial 
and business ties between the companies 
were severed. Today, the government and 
creditor banks are the largest sharehold- 
ers of the new Daewoo companies, with 
local institutional and retail and even for- 
eign investors taking up the rest. 

While big changes were made to carve 
up the group, much of the top manage- 
ment in various business divisions was 
left in place—these people were key in 
figuring out how best to take the compa- 
nies apart. New bosses, forced to steer 
their companies back to health with strict 
financial controls, were now account- 
able to boards of directors with inde- 
pendent members. 

Among the restructured Daewoo com- 
panies, a few stand out as examples of just 
how badly the conglomerate structure 
obscured good businesses. Take Daewoo 
Shipbuilding & Marine Engineering, for 
instance. “Since becoming independent, 
we concentrate on our own business,” 
says Doohee Kwak, vice-president of pub- 
lic relations and a 26-year veteran of the 
firm. “We don't concern ourselves with 
any other Daewoo company any more.” 
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PROUD OWNER: Tata Motors Chairman Ratan Tata shows off a Daewoo truck 


Indeed, while the company still uses the 
Daewoo brand name, it is beginning to be 
identified more by its new corporate logo, 
DSME, says Kwak. 

No longer bearing any group respon- 
sibilities, the world’s second-largest ship- 
builder has been free to be just that. Spe- 
cializing in higher-end products such as 
liquefied-natural-gas carriers and large 
offshore platforms, the company posted 
an operating profit of 345 billion won in 
2003, a 27% increase from the year 


DAEWOO SHIPBUILDING 
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before. Its return-on-equity, a measure of 
how efficiently a company is run, is more 
than four times that of its competitors, 
such as Hyundai Heavy Industries, the 
world’s largest shipbuilder. And for the 
first time this year, the company will pay 
dividends to its shareholders. 

State-run KDB and Kamco are the 
company’s largest shareholders, jointly 
holding nearly 54%, but foreign investors 
also have a big chunk, 36.4%. The 
remainder is in the hands of local retail 
investors. The government announced 
earlier this year that it is considering 
issuing more GDRs. Analysts expect 
strong demand for these shares. 

Similarly, there is growing interest 
in Daewoo Heavy Industries & Machin- 
ery. The company, which has a nearly 
70-year history in heavy-equipment man- 
ufacturing, had to do some heavy lifting 
itself to clean up its balance sheet. In the 
late 1990s, as one of the group's flag- 
ship companies it was often called upon 
to help troubled affiliates, as a result of 
which it had a debt-equity ratio of more 
than 900%. The restructuring of Daewoo 
Heavy saw the sale of two unprofitable 
units—the rolling-stock division which 
made subway cars and the aerospace 
division—and the reduction of its work- 
force by about 35%. 

“We went through some tough times,” 
recalls Jeoung Sang Hyun, director of 
corporate strategic planning at Daewoo 
Heavy and a 25-year veteran of the 
company. “During the restructuring, we 
worried a lot about buyers cancelling 
orders.” But not any more. The company 
enjoys strong earnings—last year, posting 
a net income of 164.2 billion won, a 60% _ 
increase from the year before—mainly 
due to robust sales of construction equip- 
ment and diesel engines to China. More- 
over, it has been aggressively paying down 
its debt, reducing its debt-equity ratio to 
159% in the first quarter of this year. In 
a move that signals the company’s 
increasing confidence as the world’s 
fourth-largest maker of excavators and 
machine tools, it recently retired its inter- 
nal corporate slogan of “New Start” to 
adopt “Jump to top.” 

“We bought Daewoo Heavy for its 
quality of assets and its strong exports 
to the rest of the world,” says Mark 
Madden, Boston-based fund manager of 
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Pioneer Investments’ emerging-markets 
fund, which has about $1.8 billion under 
management and is a shareholder of both 
Daewoo Heavy and Daewoo Shipbuilding. 
While the government still controls 57% 
of the company’s stock, foreign investors 
now hold about 17%. 

Other Daewoo companies emerging 
from the rubble include Daewoo Engi- 
neering & Construction. Benefiting from 
a boom in Korea’s real-estate market last 
year, the construction concern became 
one of the most profitable among its 
peers, earning some 164 billion won last 
year. “Before restructuring, company 
decisions were made at the group level,” 
says Kim Yang Ghi, director of investor 
relations at Daewoo Construction. 

For example, he says, the company 
used to have to take on many construction 
projects in places where other affiliates 
were doing business, despite it being 
unprofitable for itself. The company has 
since pulled back from many of these 
unattractive projects and is now seeking 
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to capitalize on its expertise in nuclear- 
power-plant building in Korea and ther- 
mal-power-plant construction in Africa, 
for example in Nigeria and Libya where 
the company has been doing business for 
more than 20 years. 


A large chunk of Kamco and other 
creditors’ 82% stake in Daewoo Engi- 
neering is expected to be sold some time 
this year. Foreign investors currently hold 
just 4.4% of the company’s shares. 

Likewise, Daewoo International is 
making headway as a new entity. No 
longer needed as the conglomerate’s 
trading arm—importing materials for 
affiliates and exporting the goods they 
make—today Daewoo International is 
taking advantage of its vast network to 
become a trading broker connecting 
buyers and sellers of items such as steel 
and car parts around the world. 

Still, companies such as Daewoo Elec- 
tronics and Daewoo Precision Industries 
continue to be at the restructuring stage. 
But Kang Chul Kyu, chairman of the 
Korea Fair Trade Commission, contends, 
"Even though restructuring of group com- 
panies is still going on, considering the 
performance of many of the independent 
companies so far, the restructuring can be 
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Tsinghua Executive MBA Programme 


€ Well-known professors from leading global business schools teach at Tsinghua EMBA programme. 

@ Specific courses are tailor-made to feature global trends and meet practical business needs in China. 
9 Senior executives mainly from Mainland China boost your nation-wide networks. 

@ Enriched students activities and associations make Tsinghua EMBA experience excessively beneficial. 
@ Options to study abroad at leading business schools, coupled with field trips and company visits. 


3 programmes are offered to meet your specific needs 
1. General Management Track (Beijing, Mandarin,60 students) 

2. International Track (Beijing, English,60 students) 

3. General Management Track (Shenzhen, Mandarin,60 students) 


Application Deadline 15 June 2004 


Please ring *86755-2695 7342 to reserve a seat for Tsinghua EMBA Open Day in Shenzhen 
KYLIN Villa (86755-2661 8888), at 15 May Saturday 14:00-17:00pm. 


Beijing Office: Room 304 North, Shunde Building, SEM, Tsinghua University, Beijing, 100084, China 
Shenzhen Office: Room B505, Research Building of Tsinghua University, High-techIndustry Park Nanshan district, Shenzhen, 518057, China 





Tel: 8610-62789913 8610-62771790 ( English ) 


Tel: 86755-26957342 


? i " d i) "c 7 
SE Tu te Ma te ht em PUE E 
he: ea LA BER 0 ROC OG 


E | 


BANKING 


Smoke Signals 


China's credit-tightening policies spooked global 


markets last week. It could easily happen again 





By Ben Dolven/SHANGHAI 


IT’S NOT JUST United States Federal Reserve chief Alan 
Greenspan that some analysts find difficult to figure out. 
On April 28, investors in Asian markets gasped at reports that 
China’s banking regulators the day before had told banks to 
stop lending for four days ahead of a national holiday. The 
move, many worried, was the government's most direct 
attempt to curtail credit and tighten the reins on growth. 
The scale of the damage on April 28-29 was testament to 
China's global economic importance: big drops in Chinese 
stocks in Hong Kong, but also in mining shares in Aus- 
tralia, metals stocks in the United States and steel shares in 
Japan, South Korea and Taiwan. Gold and copper prices 
dropped. The yen swooned. 

Oops. That wasn't what the authorities meant. As asset 
prices fell on April 29, the China Banking Regulatory Com- 
mission posted a statement on its Web site: This wasn't a 
moratorium, it was a "directive." Commercial banks had been 
told not to rush lending ahead of the May 1 holiday, but they 
had not been told to cut it off. The call didn’t even apply to state 
banks, which make up the majority of the banking system. 
The statement said bankers had misinterpreted the govern- 
ment's intentions and even publicly called on banks to push 
more loans towards much-needed coal production, power 
generation and transport projects. Over the next two days, 
shares bounced back around the world. 

But as investors exhale and wait for China's next moves to 
moderate or guide its steaming eco- 
nomic growth, last week's episode 
raises a worrying prospect: Given 
China's massive integration into the 
world's economic system, markets 
around the world, particularly in 
Asia, are vastly more dependent on 
its economic performance than even 30 
two years ago. And as authorities try 
to figure how to rein in breakneck 
growth—or even whether to do so— 
the world's investors aren't any more 
able to assess what they're up to. 
If China's growth slows sharply, 
that's a big problem for the region's 
economies. But even if it doesn't, 
more market whipsaws sparked by 
confusion may be likely. 


RISING TIDE 
Despite banks' curbs on lending, credit 
creation continues apace 
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To be sure, central banks around the world rely on ambi- 
guity to keep markets guessing. For all his opaqueness, 
Greenspan has laid plenty of advance groundwork for upcom- 
ing interest-rate rises. In most developed countries, central 
banks have long practice in signalling what they’re up to. 
China’s authorities don't, and because they’re relying on all 
manner of untested policies from possible interest-rate moves 
to pure administrative guidance, the potential for surprise 
is great. “The biggest lesson learned from this is that China’s 
bank regulators have to be a lot more transparent in what 
they’re doing, because markets need to understand this,” says 
Andy Rothman, chief China strategist for Credit Lyonnais 
Securities Asia. 

Next up? The most drastic move would be an interest-rate 
rise from the current bank lending rate of 5.31%. This would 
be the government's first hike since 1995 and would be the 
move to most directly curtail credit, but it would also hurt state 
enterprises and raise the government's borrowing costs. Li 
Yang, a member ofthe policy committee of the People's Bank 
of China, the country's central bank, said in an interview 
last week: *I think in the short term an interest-rate hike is 
unlikely." Is that a signal? Many investment banks are 
predicting an imminent hike anyway. 


WIDEN THE BANDS 

In recent months, regulators have twice raised banks’ reserve 
requirement—the percentage of their capital they must keep 
on hand unlent—though these havent reached a level where 
they actually crimp lending much. Another move, perhaps 
likelier than a rate hike, would be to raise the top of the band 
within which banks can lend above the prime rate of 5.31%— 
currently at 1.593 percentage points above prime. 

As the loan directive showed, the use of administrative 
measures—the government directly telling banks what 
to do—is also still very much part of the agenda. The China 
Economic Quarterly, an analytical report, scoffed at "invest- 
ment-bank economists putting on their Claude Rains faces 
and professing to be shocked that the government has 
'reverted' to the use of a credit quota, rather than more mar- 
ket-based mechanisms, to control 
investment and lending." It called . 
such moves “weapons of first resort" 
for financial authorities. 

But however it's done, the gov- 
ernment's primary goal appears to 
be getting banks to lend more 
wisely. If it's trying to curtail overall 
credit, the government seems to be 
doing so gingerly. The evidence? 
At the same time as the country is 
talking about cracking down on 
frenzied investments in the steel 
industry, Baoshan Iron & Steel and 
Maanshan Iron & Steel, the coun- 
try's two largest steel makers, are 
borrowing heavily to crank up their 
production capacity. = 
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JAPANESE CARS 





High Rollers 


Toyota, Nissan and Mazda race ahead while 
Honda slows and Mitsubishi stalls 


By Ginny Parker/Tokvo 


IN THE CURRENT EARNINGS SEASON, Japan's competitive 
car industry is attracting a lot of attention. Companies must 
sink or swim, and the gap between Japan's corporate winners 
and losers is growing. 

Take Nissan Motor and Mitsubishi Motors. A few years 
ago, both faced slumping sales and ballooning debt. Euro- 
pean partners stepped in to turn things around. Then their 
fates diverged. 

Nissan, which was pulled from the brink of bankruptcy 
by France's Renault in 1999, has become one of the world's 
most successful car companies. For the 12 months to March 
31, it unseated Honda Motor as Japan's second largest car 
maker in terms of vehicle sales and achieved an operating 
profit margin of 11.1%—one of the highest in the world. 
Mitsubishi, on the other hand, remains mired in debt with 
few new products in the pipeline. To make matters worse, 
its foreign partner, DaimlerChrysler, made a surprise 
announcement recently that it will put no more money into 
the ailing company. 

What happened? Nissan, guided by charismatic chief exec- 
utive Carlos Ghosn, revamped its image, shed its debt and 
produced a string of hip new models. Aggressive cost-cutting 
dramatically improved efficiency. Now it is looking to ramp 
up sales. Under an ambitious three-year plan due to take effect 
in April 2005, Nissan says it will boost annual global sales 
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TURNAROUND ARTIST: Nissan’s Carlos Ghosn has good 
reason to smile 


by 37% to 4.2 million vehicles by the financial year to March 
31, 2008, and raise its share of the global car market to 7%. 

Analysts say future growth for Nissan, as with other 
Japanese car companies, will come largely from developing 
markets in China and Southeast Asia. 

The immediate future does not look so bright for Mit- 
subishi. Since forging its alliance with DaimlerChrysler in 
2000, the Japanese company has failed to significantly boost 
sales volume. It lost out badly with a strategy of offering 
easy credit terms in the United States aimed at luring young 
buyers and boosting sales. 

Koji Endo, a car-industry analyst for Credit Suisse First 
Boston, says Mitsubishi also suffered because in key mar- 
kets like the U.S., it was competing against cars made by part- 
ner DaimlerChrysler. “There was huge overlap and no syn- 
ergy,” Endo says. Now, the three main members of Japan's 
Mitsubishi industrial group are trying to scrape up funds 
to save the company. 

If Mitsubishi suffered the most, perhaps the biggest 
winner this earnings season will be Toyota. The company, 
Japan's largest car maker, is expected to post record figures 
yet again. Many analysts are forecasting that net profit will 
surpass ¥1 trillion ($9.2 billion), a first for any Japanese com- 
pany. Analysts attribute the expected strong performance pri- 
marily to sharp growth in U.S. sales in segments ranging from 
light trucks to compact sedans to the luxury Lexus brand. 

For Toyota, U.S. sales were likely good enough to offset 
the effects of the strengthening yen against the U.S. dollar. 
Not so for everyone. Japan's car makers typically blame a 
stronger yen for lost profits, since it erodes the value of their 
revenue when translated back into yen. Some—like Honda, 
which reaps a large chunk of revenue from the U.S.—are more 
susceptible than others. 


FALLING PROFITS 
Honda, which unlike most Japanese companies reports its 
earnings on a quarterly basis, posted a 37% drop in net profit 
for the quarter to March 31 at Y74.1 billion, compared with 
Y116.7 billion a year earlier. It was hurt most by slumping sales 
and rising costs in North America. The company said the 
growing popularity of sport utility vehicles and pick-up trucks 
in the region has hurt sales of two key Honda models, the 
Civic and Accord sedans. It also faces intense competition 
at home. For the financial year ending on March 31, 2005, the 
company forecasts a 1696 fall in net profit to Y390 billion. 
Last but not least, Mazda is expected to come out a win- 
ner this year, posting strong net profit and sales figures. 
The company has experienced fast sales growth in Europe, 
where its cars have proved to be particularly popular. It is 
unusual among Japanese car makers in that it is more affected 
by fluctuations in the yen-euro than the yen-dollar rate, and 
analysts say it is the only Japanese car maker to gain any 
benefit from exchange-rate movements in the financial year 
to March 2003. = 
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Consumer Power 


Exports and capital spending are up but domestic 
consumption holds the key to a sustained recovery 
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By Ichiko Fuyuno 

Japan’s economic recovery, initially driven by ris- 
ing exports, appears to be spreading to other sec- 
tors. Now, economists are watching for signs of a 
rebound in personal consumption—a key factor if 
Japan's recovery is to become sustainable. 

The economy has grown mildly in every quar- 
ter but one in the past 21 months through the 
October-December period. GDP for the January 
to March quarter, which will be announced on 
May 18, is expected to show growth over the Octo- 
ber-December period, when GDP expanded 1.6% 





Economic Monitor 


in real terms. Last year, the economy grew 2.7% 
over 2002. “The pace of the recovery isn't fast, but 
the outlook looks positive,” says Atsushi Naka- 
jima, chief economist at Mizuho Research Insti- 
tute in Tokyo. 

So far, Japan's economic revival has been driven 
mainly by brisk exports and capital spending. 
Exports climbed 13.3% from a year earlier to ¥5.4 
trillion ($49.8 billion) in March, marking the 
fourth straight monthly increase. 

To meet strong demand, companies invested in 
capital equipment to produce more. Core machin- 
ery orders, a key indicator of capital spending, rose 
4.9% in February from January. Industrial pro- 
duction in March grew 0.1% from February, but is 
expected to show stronger growth in April and May 
on the back of robust demand for machinery and 
digital equipment. Digital-electronics products, such 
as cellphones, DVD players and flat-panel TVs, are 
selling well—and electronics companies like Sharp 
and Sanyo Electric announced profit gains for the 
year ended March 31. 

The rising stockmarket is also adding to posi- 
tive sentiment. The Nikkei Stock Average is hov- 
ering around 12,000, up nearly 60% since it hit 
a post-bubble low on April 28 last year. 

Now, economists say the key to a full-fledged 
recovery is private consumption, which accounts 
for 54% of GDP. However, average spending by 
wage-earner households dropped a real 0.5% in 
March from the previous year. In February, it rose 
6.9% over 2003, but the month also included an 
extra Sunday because of the leap year. 

Individual spending isn't picking up because 
many people are shopping by using their sav- 
ings, say economists. What’s more, though more 
and more companies are performing well, they 
have yet to recover enough to raise salaries. Aver- 
age monthly wage at companies that hire more 
than five employees declined 0.4% to ¥274,599 in 
February. Employment conditions remain volatile, - 
hampering a wage increase. On the surface, 
employment seems to be improving, as the jobless 
rate in March dropped to 4.796 from 596 in Feb- 
ruary. But companies, aiming to further cut costs 
to offset slow sales, are eagerly replacing full- 
time employees with cheaper part-timers. 

Economists also note that deflation, Japan's pro- 
longed structural problem, is also a reason for slow 
recovery in consumption. The core consumer price 
index, which excludes fresh food, fell 0.1% from 
a year earlier in March nationwide, after remain- 
ing flat in February. 

"Strong consumption hasn't emerged yet, 
because of falling overall income, deflation and slow 
sales recovery. Japan is still in a vicious cycle," Naka- 
jima of Mizuho Research Institute says. = 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes 


Local Indexes 


Index 

(May 3) %chg YTD Rustralia 
Australia 214.95 -3.79 Bangkok 
China 88 135.37 -2.53 Bombay 
Hong Kong 212.99 -2.08 Colombo 
Indonesia 61.27 -5.69 Hong Kong 
Japan 86.16 -3.68 Jakarta 
Malaysia 114.88 -4.82 Karachi 
New Zealand 180.33 -1.42 Kuala Lumpur 
Philippines 70.88 -1.28 Manila 
Singapore 137.01 -1.21 Seoul 
South Korea 118.41 -8.14 Singapore 
Taiwan 117.62 -10.91 Taipei 
Thailand 67.05 -3.79 Tokyo 
U.S. Total Market 263.99 -2.34 Wellington 
Euro Stoxx 50* 2,806.46 -2.76 DJIA 

FTSE 


Dow Jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. 


*Dow Jones Stoxx &™ 


Close 
(May 3) % Chg YTD 
3,388.00 *2.48 
648.15 -16.06 
5,584.99 -4.35 
1,221.19 *14.98 
11,950.62 -4.97 
783.41 413.23 
5,430.43 +21.44 
838.21 +5.58 
1,562.65 *8.34 
866.11 *6.83 
1,839.23 *4.23 
6,029.77 +2.36 
11,761.79 +10.16 
2,321.63 +1.90 
10,314.00 -1.34 
4,489.70 *0.29 


Sources: Dow Jones; MoneyLine Telerate 


(May 3) Mkt Unit Latest %chg YTD 
Aluminium — Ldn $/tn 1,674.50 *4.40 
Cocoa NY $/tn 1,385.00 -8.58 
Coffee NY C/Ib 69.75 *7.39 
Copper NY c/Ib 122.55. 417.22 
Cotton NY c/Ib 60.24 -19.75 
Gold Ldn $/oz 388.50 -6.89 
Oil: Brent Ldn $/barrel 34.48 +14.29 
Palm Oil KL Ringgit/tn 1,888.00 +6.43 
Pulp FOEX $/tn 637.20 +13.90 
Rice Bnk $/tn 239.00 +18.32 
Rubber KL Mc/kg 495.00 *4.76 
Soyabeans Chg c/ bushel 1021.00 428.59 
Sugar NY c/'Ib 6.89 +21.52 
Tin KL $/tn 9,150.00 +38.43 
Wheat Chg c/ bushel 397.25 *5.37 
AIG - Dow Jones Commodity Index 150.42 +11.20 


Sources: MoneyLine Telerate; Reuters; Dow Jones 


ECONOMIC DATA IN THE SPOTLIGHT 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bangkok (-5.05% on week) 

(May 3) GDP | CPI Current acct | Trade balance — i-mth interbank | Prime rate SET index 

Australia 3.5 (Dec Qtr) +2.0 (Mar Qtr) -29.63 (Dec) -17.22 (Mar) 5.42 9.50 685 

China 9.7 (Q1 '04) +3.0 (Mar)  +45.88 (2003) +18.03 (Mar) 2.58 n.a. 680 

EU 0.9 (Q4 '03) +1.5 (Mar) +47.38 (O4 '03) -13.36 (Feb) 2.08 n.a. 

Hong Kong 5.0 (Q4 '03) -2.1 (Mar) +17.38 (Dec) -10.31 (Mar) 0.16 5.00 675 

India 10.4 (Q3 '03/'04) +4,1 (Mar) +2.15 (Dec) -15.52 (Mar) 6.00 11.13 670 

Indonesia 4.1 (2003) *5.9 (Apr) *4.70(2003) — 427.56 (Mar) 7.10 7.33 

Japan 3.4 (04 '03) -0.1 (Apr) *150.66 (Feb) +101.06 (Mar) 0.06 1.38 665 

Malaysia 6.4 (O4 '03) * 1.0 (Mar) * 12.56 (Dec) * 17.74 (Feb) 2.95 6.00 

New Zealand 3.5(Dec'03) +1.5 (Mar Qtr) -3.57 (Dec) -2.80 (Mar) 5.71 5.82 660 

Philippines 4.5 (Q4 '03) *3.8 (Mar) *3.35 (2003) -1.84 (Feb) 7.16 10.16 655 

Singapore 7.3 (O1 '04) * 1.3 (Mar) +27.41 (Dec) +24.89 (Mar) 0.56 5.50 

South Korea 3.9 (O4 '03) *3.3 (Apr) +20.77 (Mar) — *24.19 (Apr) 3.76 3.90 650 

Taiwan 5.2 (04 '03) *0.9 (Mar) *28.71(Dec) — *15.37 (Mar) 0.92 0.75 645.— anm HE NEED 

Thailand 7.8 (Q4 '03) *2.3 (Mar) *7.59 (Mar) *9.17 (Mar) 1.26 5.75 27 28 BG: («b 4 

U.S. 4.2 (Q1 '04) * 1.7 (Mar) -541.80 (Dec) -496.86 (Feb) 1.10 4.00 Apr. May 
Source: Government Statistics Source: MoneyLine Telerate 

FOREIGN EXCHANGE 

Key Currencies 

(May 3) $7 worth Spot rate % chg YTD (May 3) $1 worth Spot rate % chg YTD 

Australia dollar 1.3864 -4.26 Mongolia* tugrik 1,169.00 -3.68 

Bangladesh taka 59.50 -1.68 Nepal rupee 73.00 0.00 

Brunei dollar 1.7044 *0.05 New Zealand dollar 1.5985 -4.50 

Burma** kyat 840.00 +5.95 Pakistan rupee 57.27 -0.19 

Cambodia** riel 4,130.00 -6.71 Papua New G. kina 3.1304 *5.46 

China renminbi 8.2771 0.00 Philippines peso 55.60 -0.15 

European Union euro 0.837 -5.19 Russia* * rouble 29.01 *0.79 

Hong Kong dollar 7.7992 -0.46 Singapore dollar 1.7041 -0.38 

India rupee 44.79 *1.80 South Korea won 1,171.00 *1.79 

Indonesia rupiah 8,695.00 -3.32 Sri Lanka rupee 98.45 -1.57 

Japan yen 110.32 -2.82 Taiwan NT dollar 33.318 *1.95 

Laos** kip 10,425.00 *0.10 Thailand baht 39.905 -0.84 

Macau pataca 8.0066 -0.40 Vietnam* dong 15,718.00 -0.38 

Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0609 S$ = ringgit 2.2288 SDR = $1.4518 “Official rate — **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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Music & Musicians: I 


Rock Away 
The Past 





It took decades for South Korea to lift the ban on imports 


of Japanese music. But as some Tokyo rockers found, 


history doesn’t mean much to music-mad young Koreans 


By Kenneth McCallum/SEOUL 


IT’S JUST PAST NOON in Seoul, and a gang of Japanese rock- 
ers has descended on the city's old royal residence. The mission: 
to take group photographs. The members of Plectrum, Miniskirt, 
advantage Lucy and Lost in Found walk up the stairs to Injeong- 
jeon Hall, the first stop on their tour. Staring into the dark hall, 
Taisuke Takata, a 31-year-old singer, decides to test his vocal cords. 
"Buf-fffa-llooooowwwwwww!" he bellows. That's a line from 
Buffalo, a song by his band, Plectrum, about a Japanese drinking 
game. “Good reverb,” Takata says. Photos taken, the rockers decide 
to skip the rest of the tour and head back to the club to get ready 
for their first show. Sound checks start in a few hours. Several cen- 
turies of history have been consumed in several minutes. 

The group of about 20 Tokyo musicians landed the evening 
before to play two nights of pop music for a few hundred fans 
in two clubs. Largely by coincidence, they're here at a historic time 
for Japanese music in Korea: In January the government finally 
lifted a post-war ban on Japanese pop—or J-pop—music, open- 
ing the door to a market of 47 million consumers. 

But that’s not what prompted this trip. The bands, who nor- 
mally play in cellar-like clubs in Tokyo and record with inde- 
pendent labels, simply wanted to perform in a foreign country 
and South Korea was the closest. They are to find that in a nation 
where memories of Japan's brutal colonial rule between 1910 and 
1945 remain fresh, there are young people who welcome their 
music without giving history much thought. What appeals to the 
Koreans is the Japanese bands’ melodic music, which mixes influ- 
ences such as Swedish pop, 1960s rock and bossa nova, and their 
use of instruments like flutes and trumpets that most rock bands 
don't touch. The songs are “very cute and delicate,” says Seoul col- 
lege student Park Jiehyun. 

Still, as the bands warm up in the basement Kuchu Camp 
bar, ahead of what’s expected to be a packed gig, they’re feeling nerv- 
ous. For almost all of them it is the first time they're playing to a 
foreign audience, and in some cases, their first outing from Japan. 
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When the show starts, those anxieties vanish. 
At home, Japanese music fans often show all the 
enthusiasm of morning subway passengers. In 
Korea, the audience looks and sounds as if it's on a 
spring-break joy ride. For the upbeat songs, they 
spontaneously clap along. They shout out names of 
band members (Aiko, the lead singer of advan- 
tage Lucy, is mobbed on both nights). They sing 
along to some choruses—a shock for the bands, 
who weren't sure whether the Koreans knew who 
they were, let alone recognized their tunes. 

“Foreigners say the Japanese are expression- 
less, and now I know why they say that,” says gui- 
tarist Yoshiharu Ishizaka. *People over here have 
way too much expression." A beaming Akira Fujita 
from Plectrum says, “I’ve never seen people that 
are this pure." 

Two nights of pop music, of course, can't wash 
away the long and often troubled history between 
the two countries. That's evident talking to Kim 
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DIFFERENT BEAT: Seoul fans give a wild reception to Japanese rockers, especially Aiko from the band advantage Lucy (top /eft) 


Kyoengmin, the manager of Kuchu Camp. He’s 
a big fan of Japanese music, and named his club 
after a favourite song by the Japanese band Fish- 
mans. He flies to Japan several times a year to buy 
CDs and spends nights selling drinks in front of 
a shelf lined with hundreds of those discs. The 
show at his bar was “the greatest experience,” he 
says. Still, talk to him in any depth about Japan, 
and his ambivalence toward the country becomes 
clear. “I personally don't like Japan as a country that 
much, but I can't say I dislike the Japanese just 
because they were born in Japan," he says. Kim 
adds that some of his friends hate, without quali- 
fication, Japanese culture. 

A few blocks from Kim's bar is Purple Records, 
a store that stocks around 20,000 CDs of mainly 
American and European pop music. Its owner, Lee 
Gunwoong, is also a fan of Japan's music but not 
necessarily of the country. While selling a Sex 
Pistols CD to a young customer, he tells me the 
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Japanese culture ban has outlived its usefulness but had meaning in 
earlier decades when the two countries’ ties were so strained. The 36- 
year-old Lee says he can't be as unconcerned as the younger gener- 
ation about Japan's past: “I care a little because I’m in my mid-30s 
and so I’m not completely free from the bad memories.” 

Still, as Lee points out, among younger Koreans “there is demand 
for famous Japanese idols and stars.” Fans already of other elements 
of Japanese pop culture, including comics, animation and fash- 
ion, they’re proving eager consumers of the music, too. Several 
Japanese artists, for example, entered the Korean hit charts in 
January, following the end of the ban, with Sony Music Entertain- 
ment acts X Japan and hyde each selling about 20,000 albums, a 
Tokyo spokesman for the company says. “J-pop is already extremely 
popular in Taiwan and Hong Kong,” he says, “and Korea can be 
added to that list and China, too, down the line.” Indeed, the album 
charts tell only part of the story. Just as in other Asian markets, Japan- 
ese music is often pirated or downloaded illegally from the Inter- 
net. Lee thinks 99% of young Korean J-pop fans download the music 
from the Internet. 

But listening to the music is not the same as getting to know » P 
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the musicians. For at least some young Koreans, 
music has been a way to forge real personal ties 
with their Japanese counterparts. Take 24-year-old 
Korean guitarist Kang Minsung. He moved to 
Japan for a year-long working holiday in 2001, and 
became a member of Miniskirt, one of the bands 
visiting Seoul for the weekend's concerts. His cur- 
rent band, Linus' Blanket, is the only Korean group 
on the roster. “I didn’t have any particular goal," 
Kang says of his decision to live in Japan for a year. 
"Life over here was boring, and I was interested in 
Japanese music." 

It wasnt an easy relocation. Because he didnt 
speak Japanese, it was hard to find work in Tokyo. 
"Back then I couldn't sleep. I'd go to bed around 
midnight, and would be wide awake until nine 
in the morning." But when he finally landed a 
job with a company that made boxed lunches— 
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CELEBRATE: The bands unwind after a show 
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after cramming the Japanese words needed for the 
job interview—he earned enough to pay for enter- 
tainment in the city. For his first rock show in Japan 
he went to see his idols, advantage Lucy. 

Now two years after his return to Seoul, advan- 
tage Lucy and the other bands are here. Follow- 
ing the second and final show, Kang goes with 
the other musicians to a seafood restaurant for a 
feast. There's laughter as Plectrum's Takata, ever 
the life of the party, lets out a piercing scream when 
some chopped-up raw octopus twitches on the 
table. But as the party wraps up, the mood changes. 
Kang lifts a hand to his eyes and begins to cry. Soon 
the Japanese and Koreans are in a mass-hug, a 
scrum of tipsy and emotional rockers. 

Later, back at the YMCA hotel, some of the 
gang shoot the breeze over beer and soju, staying 
up until their airport bus departs at 6:20 a.m. They 
talk about Seoul's passionate rock fans. Aiko of 
advantage Lucy says she doesn't want to play shows 
before Japanese audiences any more *when I think 
about the way it gets so quiet over there." She 
isn't serious, but the other Japanese in the room 
still nod in agreement. = 
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Music & MusiCIANS: II 


Yoko Sings. 
The Blues 


Japanese singer Yoko Noge has travelled a long way 
since she was first gripped by the sound of the blues 


By Julie Sell/CHicaco 


“I HAD JUST FINISHED singing with the band," recalls Yoko 
Noge. "Suddenly the club owner came running toward me. I still 
remember his slow-motion movement. Behind him I saw a 
guy wearing a ski mask, pointing a gun at the owner's back. He 
shot three times and the owner slowly fell to the ground." 

Blues is the sound of heartache, and Noge has plunged her- 
self into both—music and emotion—since leaving Osaka in 1984 
to pursue a career as a singer in Chicago. Witnessing the murder 
of a club owner was one in a string of hard knocks. But she per- 
severed. Twenty years on, she's a fixture in the city that made blues 
famous round the world. At age 47, she's made five CDs and has 
a band with regular gigs around town, and—to help pay the bills— 
a day job as a correspondent for a Japan business daily. More sur- 
prising to herself, though, she has gradually developed more affec- 
tion for the Asian roots she rejected as a young woman. 


May I3, 2004 


Sakya. “But Nagarkot still has tourists. Many people are 
simply skipping Kathmandu.” 

At 2,175 metres above sea level, Nagarkot is high enough 
to clear out your lungs without giving you a headache. And 
it's close enough to Kathmandu for a few hours of shopping 
or sightseeing before a quick return to the hill station for sun- 
sets, clean air and then sunrise views. 

From the outside, the hotel's beige-coloured concrete and 
cinderblock walls can be a bit ofa letdown. Inside, the view is 
a lot better: The restaurant, bar and each bedroom all boast 
some floor-to-ceiling windows, giving a ski-resort feel. The 
bar's circular fireplace set near the windows makes for a 
cosy room to snuggle up in on a cool night. Indeed, the hotel's 
central heating alone is a dream come true for any climber or 
trekker who has shivered over a small open fire in Nepal. 
Other nice touches include plush down pillows and duvets; 








SEE NO EVIL: Tourism is bringing much-needed revenue to Nagarkot 


two-metre-long bathtubs stocked with herbal soaps and con- 
ditioners; and large writing tables with comfy seats. 

And the hotel is trying to do something about those exte- 
rior walls. Pine trees have been planted around the perime- 
ter and ivy down the sides of the building in an attempt to 
make “the hotel disappear into the mountainside,” explains 
the executive manager, Mitra Raj Bhattarai. 

That's not the only way the hotel is attempting to blend 
in. Bhattarai points out that roughly 7096 of the staff are 
from the area, bringing much-needed employment prospects 
to a place where until quite recently villagers scraped the 
hills with terrace-farming and tore down trees for firewood. 
Now, locals employed in the hotels have learnt that the trees 
bring visitors, so they leave them be. The immediate area is 
becoming as lush as the faraway view. 

The last time this writer visited—unlike on previ- 
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ous occasions—there were no requests by children for a bon- 
bon (presumably French climbers brought about this banter). 
Only one child, nine-year-old Ashish Shaeshtha, asked for a pen, 
and that was only after a discussion about his exams. He 
introduced himself by saying “I am not a businessman, I am 
a scholar.” His chum was less high-minded: Suman Nagarkati, 
11, tried to sell me a poster of the mountain view, noting of 
his entrepreneurship, “This is my first business.” 

And that was all the hawking encountered in a village 
where tourists were once feted like Pied Pipers by children. 
Club Himalaya and other hotels have brought a level of pros- 
perity to the village that makes visiting it a beautiful experi- 
ence, when so much else in Nepal is heartbreaking. 

LARA WOZNIAK 
CLUB HIMALAYA NAGARKOT RESORT 


Nagarkot, Nepal. Tel.: (977 1) 441 3632; 
e-mail: clubhim@mos.com.np; www.clubhimalaya.com 


PRICES: From $60, but prices are negotiable. For a cheaper option 
in Nagarkot, try Club Himalaya's Tea House Inn (same contact 
details), a backpackers' rustic lodge with 10 sparse rooms but an 
upmarket dining area. Bed and breakfast from $20 


GETTING THERE: The journey from Kathmandu on well-paved 
roads takes 45 minutes, with great views of the Kathmandu Valley. 
The hotel runs a mini-bus service as part of its package deals; by 
taxi, expect to pay from 400 rupees ($5.67) for a round-trip 





WHEN TO VISIT: Nagarkot is windy all year round, so come pre- 
pared. The best times to visit are April to June and September to 
October, which avoids the wettest and coldest times of the year 
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The Golden Triangle’s grim reputation melts 
away at a resort that offers breakfast with an 
international view and elephant encounters 
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ET [GLE has long lured travellers fas- 
inated by its Botoristy and eager for a shot of some poppy fields 
to send home to the folks. More photos may be needed to con- 
vince them that you can now check in for a luxury stay. 

The Anantara Resort and Spa Golden Triangle is drawing 
attention to Thailand's northern hills for reasons that are 
entirely its own. Early-morning elephant driving or mahout 
lessons, a view over breakfast that takes in two other coun- 
tries—Burma and Laos—and border-hopping for international 
picnics are but a few of the unusual offerings. 

Located at the heart of the Golden Triangle, 70 kilometres 
from Chiang Rai, Anantara's ridge-top perch commands 


TIME FOR TEA: expansive views of the confluence of the Mekong and Ruak 
Moe, bus NÉ rivers and the mountain scenery beyond. Admittedly, a lone 
ae = is a cheaper - Burmese casino does interrupt the vistas, but the oddity merely 
e vid Moli alternative reinforces the context of this unique geographical and cul- 
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GOLDEN MOMENTS: 
A short course in 


elephant training is 
one of the attractions 
at the Anantara 
Golden Triangle 


tural frontier. As does the occasional distant 
drone of boat engines. 

Formerly known as the Baan Boran, the 
resort in its current incarnation incorporates 
much of the previous architecture, including 
distinctive northern Thai roof lines, and mar- 
ries it with definitive Anantara accents. By 
night, soft instrumental music drifts across the 
grounds from a pool-pavilion performance and 
flickering candles add a warm glow. Ponds in 
the reception courtyards and metallic details 
throughout also add ceremonial shimmer. 

Soaring ceilings in the main building give a 
lodge-like feel, which makes it an ideal retreat after a day of 
exploration or a destination for the post-daybed hours. 

Choosing your daybed may be a bit of a challenge. Stake 
a claim by the "infinity" pool or in the bamboo-rimmed gar- 
den below. Or just stay *home." Each of the 9o rooms and 
suites has a generous balcony and luxurious sofas swathed in 
mosquito netting. If you fancy a soak, deep indoor terrazzo 
tubs for two with sliding glass partitions offer another van- 
tage point from which to enjoy the mountain views. 

Or you could check into the Mandara Spa for an expert 
Thai massage with special oils and fragrances. But the real 
treat? Chance elephant encounters. It was the sound of deter- 
mined rustling in the lush bamboo grove below that gave away 
Lawann—one of “the girls." 

The elephant camp's coordinator, John Roberts, can arrange 
a more formal introduction to Lawann and Anantara’s three 
other elephants. The three-day basic mahout, or elephant driver, 
course teaches students the essential commands. They are then 
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Peta Bassett 





put through their paces by “driving in a pretty 
accurate circle, mounting and dismounting," 
explains Roberts. The testing isn't all that rig- 
orous. “I don't feel too guilty for turning less- 
than-competent mahouts out on the streets," 
Roberts admits. "There have been no reports of 
elephant-based accidents when my students 
return home—so far.” All students receive 
certificates; the girls’ reward is 250 kilograms 
of feed a day, or as much as they need to sup- 
plement grazing in the hotel's 64 hectares of 
forest and landscaped gardens. 

Away from the hotel, a stroll down the wind- 
ing driveway leads to the well-designed and informative Hall of 
Opium museum, an evocative reminder of the drug that made 
this area notorious. And the nearby Doi Tung Development Pro- 
ject is a unique area of environmental rehabilitation with fas- 
cinating cottage industries. But the tranquillity of the resort may 
prove too magnetic to leave. And holiday-photo albums will, 
undoubtedly, brim with elephant snaps. Just be sure to include 
your new driver’s licence for additional proof. 

PETA BASSETT 
ANANTARA RESORT & SPA GOLDEN TRIANGLE 
299 Moo 1, Chiangsaen, Chiang Rai, Thailand. 
Tel.: (66 0) 5378 4084; e-mail: info@anantara.com; 
www.anantara.com 
PRICES: From $128 a night 
GETTING THERE: Fly to Chiang Rai, from where it’s 70 kilometres 
on good roads 
WHEN TO VISIT: It's coolest and driest from October to February, 
but the early months of the rainy season, May to July, are atmos- 
pheric in the mountains and it doesn't rain all the time 
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TREKS WITH A VIEW: Jade 
Dragon Snow Mountain 





BELOW THE JADE DRAGON 


Breathtaking views, home cooking and electric blankets await at this mountain retreat in China. 
And you can help save the environment. The only drawback? It takes some getting to 


in the mountains 
of southwestern China is no easy feat. But if getting away is 
the point, then getting there—to a solar-powered courtyard 
house set amid spectacular, snow-capped scenery and tradi- 
tional farming villages—is definitely worth the effort. 

The effort includes a flight to Lijiang, a lovingly restored 
old town of canals and cobblestones in Yunnan province— 
that’s the easy part—then an 18-kilometre hike or horseback 
ride, mostly uphill, through rustic villages and pine forests, 
and finally a gentle descent into a wide valley at the foot of 
the 5,60o-metre-high Jade Dragon Snow Mountain range. 

Nestled in the valley, Wenhai Ecolodge, a cluster of wood 
and stone buildings with 12 simple but comfortable bedrooms, 
is ample reward for the weary urban exile. 

Start with the view. From, say, the Orchid Room, whose 
windows span the length of two walls, the vista is of jagged 
peaks against brilliant blue skies, rolling hills, deep green 
fields of barley or wheat—and a seasonal lake. During the 
rainy summer Wenhai Lake fills up and migratory birds, 
including endangered black-necked cranes and black storks, 
fly in for the winter. In early spring, the lake drains into under- 
ground limestone caves, leaving thick grasslands on which 
horses, goats and cattle graze. 

Then there are the obliging staff and the hearty home cook- 
ing. The lodge is owned by the Wenhai cooperative, compris- 
ing 56 local families from the Naxi ethnic minority. Since mem- 
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RUSTIC REFUGE: Wenhai Ecolodge welcomes weary urban exiles 


bers of the cooperative manage the property, they want to make 
sure guests are happy. The best local cooks are drafted in to whip 
up mouth-watering meals such as pork slivers fried with chives 
and onions, aromatic “wild chicken” soup, and Naxi baba, a 
sweet wheat bread often baked with meat and vegetables. 
And of course there’s the peace and quiet. Wenhai is out of 
cellphone range and there's no television at the lodge. "Most 
people who come here don't want to be bothered,” says lodge 
manager Cun Xuerong, though there is a fixed-line phone in 
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Noge had a long hard climb from her youth in Osaka. Raised 
in a lower-middle-class family, she was a teenager in the 1970s, 
a time of social change and student rebellion in Japan. It was 
also a time when Japan was hit by a Western “blues boom,” and 
Noge still remembers the chill down her spine when she first 
heard a recording of Elmore James singing Talk to Me Baby, 
even though she couldn't understand the English lyrics. “To me 
it was bare-boned spiritual music,” she recalls. 

Her family was less enthusiastic. “Blues music is not some- 
thing Japanese parents would be happy about,” Noge says. 
Undeterred, she formed a band with a friend, found rehearsal 
space in a Buddhist temple, and started experimenting. “I 
thought the Osaka dialect matched the blues,” she recalls. They 
entered a national contest with an original composition and 
won. The tune, Dirty Old Man In the Train Blues, was inspired 
by Noge’s experience as a child when the same man touched 
her every morning on the train to school. 

Noge’s prize included a recording contract, and she 
became known around Japan for her imitations of some of 


HER WAY: 

"| can't be a 
black woman. 

I have to be 
myself,” says 
Yoko Noge, who 
plays with her 
husband, Clark 


Dean (above), 
in the Jazz Me 
Blues Band 
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the great blues divas. But, despite her parent’s opposition (she 
admits she had a bad-girl reputation), she was itching to move 
to Chicago, the home of the blues. At the age of 26, she and 
her guitarist husband decided they were ready to make the 
move. “I knew myself, and I would have gotten into trouble 
with drugs or something if I’d come earlier,” she says. 

By day they lived in cheap rooms, working and study- 
ing English. By night they sought out music clubs in poor 
black neighbourhoods, encountering local blues legends. Her 
husband got some gigs and she worked occasionally as a 
guest vocalist. Despite their being the only Asians in the 
all-black clubs, she doesn't recall any hostility, only sur- 
prise and warmth. 

But she found disappointment too. “Back in Japan we 
thought American blues musicians were living comfortably, 
but then I saw the reality,” she says. “Clubs dont pay much." 
Noge and her husband struggled. Then came the murder at 
a club where they were playing. Not long afterward, her hus- 
band decided to go home. She chose to stay. They went to 
Japan to get a divorce, and she returned to Chicago alone. On 
her first night back she was robbed of all her savings. That 
setback changed nothing: “It never occurred to me I might 
have an option to go back to Japan." 

Life began to look better in 1987. Yoko married Clark Dean, 
a photographer and soprano saxophonist 30 years her senior, 
began her day job as a reporter, and started teaching herself 
the piano after a pianist pulled out just hours before a per- 
formance; she practised six hours a day. Talking to Yoko Noge, 
it's obvious she does nothing by half. 

For the past ro years, Yoko Noge and her five-man Jazz Me 
Blues Band, which includes Dean, have been a staple at 
Chicago's popular Hothouse club. Their music, a mix of 
jazz and blues attracts everyone from serious swing dancers 
to Japanese housewives with children in strollers. On stage, 
Noge looks tiny. But she pounds out some mean boogie-woo- 
gie on the piano and fills the club with her big, deep, husky 
voice, flirting back and forth in duets with saucy lines. The 
guys have started calling her “Mama Yoko." 

The other Asian on stage is bassist Tatsu Aoki, who moved 
to Chicago in 1976 from Japan. He notes that Noge has an 
unusual lifestyle for a Japanese woman. “If this was Japan, 
she'd probably be a social outcast,” he says. “Hanging out with 
all these guys to play this kind of music is not common." 

It seems ironic, then, that after all these years Noge is com- 
ing full circle, acknowledging her roots more in both her 
life and her music. “Japanese people tell me that I'm no longer 
Japanese, but it's not so easy to get rid of your culture," she 
says. Between saucy numbers on stage, she bows properly 
to Japanese guests who come up to greet her. Her repertoire 
increasingly mixes Western classics with traditional Japanese 
songs, and in 2002 she recorded an album in Japan. "Back in 
Japan I was mimicking the sound of black musicians. But 
at a certain point I realized I can't be them, I can't be a black 
woman. I have to be myself," says Noge. *I think I love Japan 
more now than when I left," she adds. “I could even imag- 
ine going back some day." = 

Yoko Noge plays at Casablanca in Iizuka, Kyushu, on May 10 
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Life in the Fast Lane 


It surely makes you lose your brain. This week, readers post 
updates on the unparalleled absurdity level of modern life in Asia 


WOKE UP IN a coach roaring along 
an expressway. I could see I was in the 
fast lane of a three-lane highway. But 


which country was I in? Then I noticed a 


cyclist wobbling straight towards the 
speeding coach. He was placidly pro- 
ceeding in the wrong direction in the 
fast lane of a busy motorway, unruffled 


by the vehicles whistling past him at 110 


kilometres per hour. My question was 
answered: I was in China. 

I read a report recently that said the 
number of cyclists in China was declin- 
ing steeply. Cant say I’m surprised. The 
way cyclists assume they are above both 
man-made laws and the laws of physics 


is definitely a key characteristic of China. 


In fact, a key characteristic of Asia as 
a whole is the surreal nature of life here. 
This week we hand over our column to 
evidence of this from our massive net- 
work of highly placed eagle-eyed opera- 
tives (that's you, the readers). 


DILL PICKLE 
Reader Bill Bikales phoned a food deliv- 
ery outlet in Manila. 
Receptionist: May I have your name 
please? 
Bill: Bill. 
Receptionist: John? 
Bill: No, Bill. 
Receptionist: Dion? 
Bill: Bill. 
Receptionist: Jill? 
Bill: No, Bill. Do you 
know Bill Clinton? 
Receptionist: Yes. 
Bill: My name is Bill, 
like in Bill Clinton. 
Receptionist: Okay, 
Dill Clinton. May I take 
your order, Sir Dill? 


LONG DRINK 

For our continuing Eng- 
lasian linguistic studies, 
reader Sathia Varqa in- 


Hong Kong. 


54 Far Eastern Economic Review 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 


By e-mail: tales@feer.com 





forms us that when buying coffee in 
Malaysia, the fewer items come with 
your the drink, the longer its title. 

Coffee with sugar and milk: Kopi. 

Coffee with sugar but no milk: 
Kopi-o. 

Coffee with no sugar and no milk: 
Kopi-o-kosong. 

Coffee with no sugar and no milk 
and no glass (that is, to take away): 
Kopi-o-kosong tahpau. 


IT WAS DESTINY 

Korea specialist Aidan Foster-Carter 
wanted to add two items to our list of 
memorable names: 

Name of the car-park attendant in a 
landmark parking accident lawsuit in 
Seoul recently: Park. 

Name of the Seoul suburb with a 
massive number of absentee voters in a 
recent election: Nowon. 


POT PLANTS 

From the southern hemisphere, reader 
Lisa Overton staked Australia's claim to 
join our “dumb criminals" hall of fame. 
An outraged 23-year-old Sydney woman 
recently summoned police to her home. 
She showed them the 
collection of marijuana 
plants blossoming on her 
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she'd had more but some 
had been filched. Police 


said she knew it was an 


but it was the principle of 
it," the officer said. 


BY NURY VITTACHI 


TIA JERKER 

Reader Keira Lee received 
a letter from a company 
named TIA in China. 
“DEAR SIR,” it said. “We 
are TIA. Peculiarity: Na- 
tional peculiarity; Special 


balcony and explained that 


arrested her. “The woman 


offence to grow marijuana 
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FIGHT THE GOOD | RIGHT THE WRONG - 
DAGITI UMILI TI LUBONG GAPU TI AYAT NGA 
INTED Ti DIOS KET INNA MET IPAAY EUM KAKABSAT 
A SILILINTEG. 





SECOND COMING: It’s not just 
actors who stand for election in the 
Philippines. Sometimes really big 


guns get involved. (Spotter: Reader 
Rommel Olivar.) 





(readers) peculiarity; Authoritative peculi- 
arity; Scale’s peculiarity; Original cre- 
ations peculiarity; Practical peculiarity; 
Simple peculiarity; Convenient peculiar- 
ity; Timely peculiarity; Services what 
form a complete set peculiarity; The low 
prices peculiarity; Accord with China 
national conditions peculiarity.” 

Keira was not inclined to purchase 
this service, largely because she had no 
idea what it was. It’s only when one 
realizes that English-Chinese dictionar- 
ies list “peculiarity” as a synonym for 
“specialization” that the message stops 
being 100% baffling and becomes only 
95% baffling. 


BEYOND THE CALL 
My colleague Susan Lawrence sent me a 
cutting from The PLA Daily, the newslet- 
ter of China’s army, reporting that main- 
land performers visiting France enter- 
tained audiences and then fixed the 
theatre’s drainage system. Chief per- 
former Wang Delai “rolled up his sleeves 
to dig out feculence from a sewer system, 
he did not give up until the whole sewer 
was removed and the system began to 
function normally. Seeing this, a French 
friend said with emotion: “They would 
not leave unless all feculence in the 
sewer system is removed!” 

Just reading that makes me feel sooo 
very emotional. 
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Fifty Years On 


A veteran of Dien Bien Phu explains why the anniversary 
of this famous battle holds a bitter taste 


The battle of Dien Bien 
Phu marked the defeat 
of the colonial French 
at the hands of the 
communist-led 
resistance in northern 
,. Vietnam. Despite build- 
ing up a large force in 
the northern border 
village, the French 
were no match for 
Gen. Vo Nguyen Giap’s 
military tactics. France 
later quit Vietnam, and 
the country was 
formally partitioned. 
Dien Bien Phu fell on 
May 7, 1954 





LEGACY: Bui Tin (right) 
with Gen. Giap in 1986 
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FIFTY YEARS AGO, after a costly and bloody 
battle lasting nearly two months, the Vietnamese 
dealt the French a crushing blow at a little-known 
place near the Laotian border, Dien Bien Phu. For 
three weeks in April 1954 I was there, leading a 
group of 20 junior officers into battle to replace the 
fallen. Of those 20 men, just three survived. 

In thinking about that victory, I am saddened 
that a cult of secrecy still surrounds our military 
losses. Fifty years later, there is still no accurate 
accounting of Vietnamese casualties at Dien Bien 
Phu. My guess is that between 12,000 and 15,000 
died, and an equal number were seriously injured. 

I think also of the 3,000-or-so French prisoners 
who died between May 7 and mid-September 1954 
in our camps, enduring forced marches on bare 
feet along muddy, rocky paths. 

This historical drama is difficult to pin on any- 
one. It was the natural and inevitable consequence 
of a “tunnel vision” of the world in which there was 
only class struggle and the pitiless dictatorship 
of the proletariat, in which words like “humanism,” 
“humanity” or even “life” had a very different 
meaning from how we normally understand them. 

I often ask myself whether we needed those 
terrible sacrifices to gain our national independ- 
ence. As time goes by, I have more and more 
doubts. Independence was the flag we fought 
under, but in reality Dien Bien Phu was seen and 
hailed by the leaders of the Communist Party of 
Vietnam as above all else a major expansion of the 
communist empire. It fed their thirst for power 
and land. They were proud that Vietnam had 
become a pawn on the world chessboard under the 
label of “popular democracy”—a concoction of 
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Joseph Stalin's that was neither popular nor demo- 
cratic—and a forward post for communism in the 
Cold War world. Today the communist empire 
no longer exists, but Vietnam has still not fully 
recovered its independence and remains tethered 
to that alien doctrine. 

Independence goes hand in hand with freedom 
and happiness, Ho Chi Minh taught us—in theory, 
at least. In today's world, true national independ- 
ence must be accompanied by democracy and 
the fundamental liberties that are the foundations 
of human dignity. Contrast this with the situa- 
tion in present-day Vietnam, where freedom of the 
press, of self-expression, of religion and the right 
to vote are considered subversive. Yet those were 
exactly the freedoms that we fought for in Dien 
Bien Phu, a thought that weighs heavily on our 
minds even today, 50 years on. 

On this anniversary, I think of the tragic fates 
of the battle's true heroes. I think of Gen. Dang 
Kim Giang, logistics commander at the front, of 
Gen. Le Liem, who was in charge of political 
indoctrination, of Col. Do Duc Kien, chief of oper- 
ations .. . Not long after that victory they were 
all arrested and charged as traitors. They died in 
isolation cells, in humiliation. 

As late as last year, another hero of Dien Bien 
Phu, Gen. Tran Do, the commander of Division 
312, who on the night of May 7, 1954, confirmed 
by telephone to Gen. Vo Nguyen Giap the 
surrender of France's Col. de Castries, was 
harassed by police and had his memoirs taken 
from him by force. This brutal act led to the dete- 
rioration of his health and his death. Another 
honoured Dien Bien Phu hero, Col. Pham Que 
Duong, long-time editor of the Journal of Military 
History, was arrested on December 28, 2002, and 
charged with espionage merely because he had 
dared to speak up against the endemic corruption 
of a one-party system and to demand democracy. 
He is now in jail awaiting trial. 

The fates of these men give the wine of this 
soth anniversary a bitter taste. The only way to hon- 
our the memory of those who died there is to work 
for the true democratization of Vietnam and for its 
integration in the international community of dem- 
ocratic countries. A true history of Dien Bien Phu 
and Vietnam remains to be written, when con- 
scientious and objective historians— Vietnamese, 
French and others—can work together to extract 
the real lessons of this tormented past, so that 
we, the Vietnamese, can catch up with the present 
and find a path toward true national independence 
and the freedoms that await us there. — BUI TIN 


Bui Tin was an officer and correspondent in the northern 
Vietnamese army and later a senior journalist on a party 
newspaper. He left Vietnam in 1990 and now lives in Paris 
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Books: INDIA 


Picture Perfect 


Indian photographer Prashant Panjiar pulls 
together a collection of images that looks his 
nation in the eye, writes Jason Overdorf 


WHEN PENGUIN INDIA asked photojournalist 
Prashant Panjiar to edit India: The Definitive Images, 1858 
to the Present, a coffee-table book he came to see as a “visual 
history” of the country, Panjiar did not simply pull out 
his collection or pick the brains of other shutterbugs for 
inspiration. Instead, he talked to a cross-section of pho- 
tographers, writers, journalists, friends and acquaintances, 
coaxing them to recall images and explain the meaning 
they held for them. 

“It struck me that it was important to investigate which 
photographic images the average Indian knew best,” he 
writes in an explanatory note. “Could we, by studying these 
images, arrive at some understanding of our nation?” 

The answer to that question, at least in the form of this (Cicokulso Pontio le) 
collection, must be yes and no. India is a schizophrenic — "#8 Rai ant has rent 
country—one of “too many people living too close to each camat Foto File NB RM 
other," as Khushwant Singh writes in the accompanying 
text—so it is no surprise that The Definitive Images is a 
schizophrenic collage. 

Divided into three sections— "Timeless India," “The 
Road to Freedom” and “The Years of Freedom —the book 
ranges from the hackneyed exoticism of Steve McCurry's 
“Dust Storm," a shot you feel certain you have seen in post- 
card form; to Henri Cartier-Bresson's powerful image of Jawa- 
harlal Nehru announcing Mohandas Gandhis assassination; 
to an uncredited journalist's picture of three young sisters, 





WONDER! WOMAN 


In 1959, Leila Seth became the first alone, so, young lady, you should havea qualities that are rare in extremely 
woman to top the London bar exam’s second child,” Sachin Chaudhuri, the successful people. Seth, now retired at 
pass list. When she returned to India and barrister persisted. "Mr. Chaudhuri, | 73, was highly accomplished in her field. 
sought apprenticeship with a (male) already have two children,” Seth contin- But she was an accidental lawyer. When 
barrister, he told her, “Instead of joining ued. The barrister gave up. “Then come she went to England in 1954 with her 
the legal profession, young woman, go and join my chambers, you are a persist- husband who had been transferred 
and get married." ent young woman and will do well at the ^ there, she planned to do a Montessori 
“But sir, | am already married,” bar," he said. Not only did Leila Seth do course. Instead she chose law, because 
replied Seth. "Then go and i poda c WT, SUB eventually became she needed a course where the atten- 
have a child," he said. “I have OS) thefirst woman chief justice of dance requirements were not too strict 
a child," Seth, countered. "It is a high court in India. so she could look after her son, Vikram. 
not fair to the child to be On Balance, Seth's autobio- She didn't do too badly: This is the same 
graphy contains many such Vikram who has authored, among other 


[ On Balance ] by Leila Seth. 
Penguin Books India/The Viking 
Press. $11.15 


anecdotes, told without rancour, works, A Suitable Boy. 
and with honesty and humility, Being a woman, and a lawyer at 





hanging by the neck, who killed themselves because their 
family was too poor to arrange their dowries. 

The book’s creators decided to locate the beginning of 
modern India in 1858, after the event that Indian patriots 
call the First War of Independence and the British know 
as the Sepoy Mutiny. But it contains few photographs 
from the period preceding the Freedom Movement of 
Gandhi and Nehru, which began in the 1920s. Only a hand- 
ful of photographs, most portraits, represent the final 
days of the British Raj—a shortcoming that the exceptions, 
like Felice Beato's staged photo of Secundra Bagh after 
the British slaughter of 2,000 rebels there in 1858, make 
one regret. Alongside its newsy shots of political events, the 
book includes an embarrassingly sentimental shot of crick- 
eter Sachin Tendulkar wielding a bat (and looking remark- 
ably like he does today) at age five, as well as publicity 
stills from various Bollywood films. 

For all its flaws, however, The Definitive Images is a stir- 
3 ring collection, evoking what many have called India’s “con- 
ES. X. tradictions." More importantly, perhaps, it reveals Pan- 
| jiar to be the best sort of patriot, one who sees his coun- 
try, spots and all, and can love it and hate it at the same 
time. It took no small courage to include, in a book of 
this sort, Raghu Rai's photograph of one of the 31 men 
blinded with bicycle spokes and acid by police in Bhagalpur, 
Bihar, in 1980; the notorious photograph of the Roop Kan- 
war sati, which ultraconservatives used to glorify a widow 
who in 1987 burned herself to death on her husband's 
funeral pyre, an outlawed practice; and D. Ravinder Reddy's 
picture of Hindu fanatics storming the Babri Masjid at Ayo- 
dhya in 1992. This unflinching gaze undermines the myth 
of India favoured by the country's Hindu nationalists. 
Instead, juxtaposed here with Gandhi seated next to his 
spinning wheel and Nehru delivering his "Tryst with des- 
tiny" speech, these photographs stake a claim for an India 
with an unwavering commitment to a progressive, enlight- 
ened social justice. & 

Jason Overdorf is a writer based in New Delhi 





[ India: The Defini- 
tive Images, 1858 
to the Present | 
Photo editor Prashant 
Panjiar. Penguin 
Books India and 


Dorling Kindersley. 
$28.16 








TRYST WITH PHOTOGRAPHY: (C/ockwise from top left) A boy leaps 
into an ancient step well in the heart of New Delhi, 1976; Raman 
Bind, a victim of the 1980 Bhagalpur blindings; Naga ascetics charge 
into the holy river Ganga at an auspicious moment during the Festi- 
val of the Great Pitcher in Allahabad, 2001; Nergis and Raj Kapoor 
act in the hit film Shri 420, 1955; bodies being cremated at the ghats 
in Banaras, 1994 


that, wasn't easy anywhere in the world 
then, but especially in India. Seth 
doggedly fought prejudice to take up 
complex cases that her male counter- 
parts tried to keep her away from. She 
writes that her husband, Premo, to 
whom her book is dedicated, has 
always been the rock in her life. “Premo 
is not like other men | know or meet, 
who are apprehensive of their wife's 
success," she writes. "He has given me 
the space to grow and not held me 
back; rather, he has encouraged me." 
There were lighter moments. Once, 
while she was intently reading a judg- 
ment, she heard a buzz of voices and 
shuffling of feet and looked up to see 


the courtroom suddenly packed with 
people staring at her. On enquiring, she 
was told, "The crowd is a group of 
farmers . . . invited to Delhi to see the 
sights. They have just visited the zoo: 
and now they have come to see the 
woman judge in the Delhi High Court." 
Seth often worried whether her 
children were getting enough attention. 
It was difficult balancing work and 
home, but once, a very young Vikram 
said to her, "Mama, | am so glad you 
work and use your mind and don't talk 
to me only about the price of onions and 
the stupidity of servants." Spoken like a 
Seth. In Vikram Seth's A Suitable Boy, 
the close-knit Seth family inspires many 


characters and jokes. Vikram took six 
years to finish this novel, most of which 
was written in his parents' house in 
Delhi. At one time during those six 
years, Leila Seth writes that the family 
driver told a friend of the family that 
Vikram "sits upstairs just reading and 
writing and sleeping and eating and 
living off his parents." 

While Leila Seth is anything but 
partisan in writing about her three 
children, her autobiography has enough 
tales to satisfy those who admire the 
writings of Vikram Seth as well. 

Shailaja Neelakantan 


Shailaja Neelakantan is a writer 
based in New Delhi 





CHRISTOPHER WOOD, 
president, Estee Lauder Group, Japan 
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Say It With Flowers 


The founder of Estee Lauder once said, ‘Beauty is an attitude.’ No surprise, then, that 
confidence-building and encouraging words for top sales clerks are company policy 






CHRISTOPHER WOOD, president of Estee 
Lauder Group's Japanese unit, would do anything 
not to miss out on his weekend routine. Dressed 
in casual clothes, he walks into one department 
store after another and showers his sales clerks 
with big hugs and encouraging words. . 
“We have to make beauty advisers © 
excited, happy and passionate every 
day,” he says. 

In Wood's view, it's the 
sales clerks—or “beauty 
advisers” as he calls 
them—who know customers 
best. So the 43-year-old lawyer 
educated in Canada and France 
sees it as his mission to moti- 
vate his employees frequently 
and directly, encouraging them 
to boost sales in Japan’s com- 
petitive cosmetics market. He’s 
following in famous footsteps. 
Estee Lauder’s founder, Josephine 
Esther Mentzer, who died aged 97 late 
last month, is said to have been given 
space in New York City’s Saks Fifth Avenue 
in the 1940s only after persistently approaching the 
department store’s owner. 

In Japan, the American cosmetics giant runs 
IO cosmetics brands and has some 2,000 beauty 
advisers and makeup artists—mostly women— 
working at counters. Half of them are employed 
by the department stores and the other half by 
Estee Lauder, but Wood says he doesn't distin- 
guish people by employment contracts and treats 
everyone equally. 





























excuse for bad business,” he says. This year, Estee 
Lauder aims for sales growth two or three per- 
centage points higher than the average market 
growth rate in Japan, driven by its wide array 
of cosmetics brands from the popular Clinique 
to expensive, trendy brands like Mac and Stila. 
Overall, the company posted $5.12 billion in 
global sales in 2003, up 7.2% from a year earlier. 

Wood shares with beauty advisers as much infor- 


mation as possible. He doesnt limit sales figures to 


people in headquarters as the company used to 
do in the past. He believes beauty advisers 
should know the status of their business 
on a daily, weekly and monthly basis, 
because that could prompt them to think up 
ways to make improvements. Meanwhile, 
top salespeople are rewarded with a bonus. 
But Wood knows that giving more 
information and bonuses aren't enough . 
to motivate beauty advisers. *For most 
people . .. money is not the most impor- 
tant thing. People want to know that the 
work they do is significant," Wood says. 
That's where the surprise weekend 
visits come in. When Wood visits his com- 
pany's cosmetics counters, he always tries to 
find something to praise—everything from 
how nicely the counter is organised to how 
hard the staff worked to overcome tough times. 
He gives out a personal award each month, com- 
plete with a bouquet of flowers and a hand-writ- . 
ten card that says "You make a difference." Win- 
ners have varied from a team that generated high 
sales to a clerk who won praise from a customer. 
Wood makes a point of sending flowers when 


a new brand launches a new counter in a department 
store or a counter undergoes major renovation. The 
flowers are chosen carefully to match the brand's 
image. For example, he picks big, colourful flowers for 
Mac, which has an artsy image, and simple white 
flowers for the Clinique brand, which is packaged in 
subdued mint green. Then, within a few weeks of the 
new launch, he pays a visit to the counter to personally 
congratulate the clerks. "They feel really good," Wood 
in four months in February, but have yet to see a says. "If I spend the whole time just going from counter 
sustained recovery. to counter, I can guarantee you I can raise sales." 
Still, Wood is optimistic. “The economy is no ICHIKO FUYUNO 


Wood, who joined Estee Lauder Group in 
1993 after spending six years at L'Oreal, recalls 
that Japan was a big challenge for him when he 
arrived in January 2003. He had just been trans- 
ferred from Seoul, where the luxury-cosmetics 
market was growing rapidly. By contrast, the Japan- 
ese market was mature. Japanese department 
stores, which make up the bulk of Estee Lauder's 
sales in Japan, marked their first sales increase 
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As a company dedicated to originality, Canon obtained 1,992 patents in 2003. 
Indeed the company ranks as the number two company in terms of 
the total number of U.S. patents secured over the last 10 years. 
Canon's pursuit of uniqueness makes it possible for you to have 


a leading-edge experience in digital imaging — easily. 
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Around the world, there’s 
anew name for trust. 


At the Association for Investment Management 
and Research®, our world renowned Chartered 
Financial Analyst® Programme has set the global 
standard for education, testing and ethical 
conduct among investment professionals. 


Now, we're bringing that good name and 
the reputation of our 70,000 members in 115 
countries — including 57,000 CFA? 
charterholders — into the name of our 





global organisation. 


Our members have voted overwhelmingly to 
change AIMR®’s name to “CFA Institute; to 
better reflect our mission: 


gu To lead the investment 
profession globally by setting 
the highest standards 

of education, integrity and 
professional excellence. 





"CFA Institute" also creates perfect synergy 
among our name, our membership, our 
initiatives to advance financial-market 
integrity, and the most sought-after credential 
in the investment world: CFA. 


ATFA spells trust ` 


THE GLOBAL STANDARD FOR 
INVESTMENT PROFESSIONALS À 


, 


For information on CFA Institute and our 129 member societies in 50 countries and territories, visit www.cfainstitute.org or call 852-2868-2700. 
©2004 CFA Institute. 











SURELY WITHIN BOUNDS 
Your article Madness in Their Method 
[Mar. 25] implies that the Cambodian 
Womens Crisis Centre may have been 
"operating outside legal and ethical 
boundaries" in helping convict Gra- 
ham Cleghorn of raping five girls. This 
is based on claims that two girls, Pol 
Mela and Thouk Sam Ang, were held 
prisoners by the CWCC and pressured 
to testify that he sexually abused them 
when he did not. You also suggest that 
the CWCC encouraged potential wit- 
nesses to look forward to large com- 
pensation from the defendant. 

The five girls who testified, and five 
others questioned by police and the 
CWCC but who did not, were poor girls 
aged 11-19 who lived with Cleghorn and 
his girlfriend, supposedly as domes- 
tic helpers. The case began when five 
mothers complained to police that 
Cleghorn had sexually abused their 
daughters. Then, staff at two clinics 
told police that Cleghorr's girlfriend 
regularly brought young girls there 
for anti-pregnancy injections. Police 
obtained hospital tests showing five 
girls had had intercourse. 

Cleghorn was convicted on testi- 
monies by the five victims, not those of 
Pol Mela or Thouk Sam Ang. Because 
victims of sexual abuse are reluctant to 
reveal what they experienced, and 
Cleghorn had to young girls living with 
him as domestic helpers when one or 
=- two would have been enough, the 
CWCC twice questioned these two girls 
to determine the truth. The CWCC has 
a practice of informing victims that 


.. monetary compensation is legally pos- 


sible if there is a conviction. The 
CWCC did not hold any girl prisoner. 
. Police directed Sam Ang’s mother to 
take her to the CWCC. Seven people 
witnessed mother and daughter com- 
ing to the CWCC. 

v CHANTHOL OUNG 
Executive Director 


Cambodian Women's Crisis Centre 
Phnom Penh 


SOUND BUSINESS 
In response to Dan Fineman's The 
Dinosaur [Shroff, Apr. 29], Hutchison 


& Whampoa would like to correct some of 


the mistakes in his litany of errors. First, 





itis incorrect and misleading to portray 
the merger of our very successful fixed 
line, broadband and optical-fibre oper- 
ations at Hutchison Global Commu- 
nications with Vanda Systems & Com- 
munications as being designed to "flat- 
ter" profitability. That restructuring was 
undertaken to create a next-generation 
integrated telecommunications and IT 
provider that we expect will become a 
leading player in China and Southeast 
Asia, while providing strong earnings 
in the future. 

The HGC-Vanda merger repre- 
sents an innovative example of the type 
of company offering the "needed" 
goods and services—high technology 
and international know-how—that the 
article states are in demand in China. 

Finemar!s reference to "friends in 
the People's Liberation Army" is grossly 
unfair and untrue: We have stated 
repeatedly that there is no link what- 
soever (nor evidence of any) between 
our company and the Chinese military. 

Our ports, retail and energy divi- 
sions are driving strong rises in earn- 
ings, and we remain confident that our 
3G vision and first-mover status will 
soon be rewarded. 

In terms of Hutchison Whampoa's 
corporate structure, management and 
business models, our efficiency, pro- 
fessionalism and sound business 
model have proven highly successful 
with year after year of profit growth 
and market approval in many ways, 
including international recognition 
through numerous awards—such as 
the REVIEW's annual REVIEW 200. 

LAURA CHEUNG 

General Manager, Group Corporate Affairs 


Hutchison Whampoa 
Hong Kong 


REASONABLE ACCESS 

I agree with your editorial, Not So Free 
[Apr. 29], on Abu Bakar Bashir. The 
United States should give Indonesian 
authorities access to Hambali. 


SUTOYO PARTO 
Jakarta 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530: 
By e-mail: letters@feer.com 


Paul E Steiger, 
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Another Day Trip to Pyongyan 








` Junichiro Koizumi should note that engagement with North Korea carries a heavy price 





~ Is JUNICHIRO KOIZUMI headed for North Korea again? 
- Although newspaper reports said the Japanese prime minister 
. had asked the Foreign Ministry to arrange his second visit to Kim 
. Jong Is curious fiefdom, Mr. Koizumi has refused to com- 
. ment about this. So we'll take it that he plans to go. Nevertheless, 
. we hope that Mr. Koizumi's reluctance to say more means he can 
~ still be persuaded to change his mind. 
. The purpose of Mr. Koizumi's visit would be to secure the 
. release of family members of Japanese abducted by North Korea. 
: Following Mr. Koizumi one-day trip to Pyongyang in 2002, five 
- surviving abductees were allowed to return to Japan. Their chil- 
dren, however, were made to stay behind because Pyongyang 
. insisted that the abductees should come back to their kidnap- 
pers after their furlough. Needless to say, they didn’t. Whether 
or not Mr. Koizumi pays another visit to Pyongyang presumably 
now hinges on what ransom Kim agrees to accept. 

Incredibly, a regime that systematically kidnapped for- 
eigners to train its spies in the language and culture of their tar- 
get nation today still exists unreformed. Even more incredible 
is that those victims were held for so long that they raised 
families in their captors' nation. However, it also stretches 
credulity that Mr. Koizumi should think he can engage a regime 
responsible for such an outrage. 

No one can fault Mr. Koizumi for wanting to reunite fami- 
lies. But there are better ways of doing this. One would be to con- 


tinue to pursue the freedom of the pode concerned through the | 


six-party-talks format. While the focus of those talks has been on 


the North's nuclear programme, those discussions in fact are 


meant to cover a broad range of issues intended to wring hon- 
esty out of the North. And importantly, the multilateral format 
prevents Pyongyang from cutting side deals with individual 
nations that only end up strengthening the Kim regime. 

Itis scandalous that Pyongyang could still receive food, med- 
ical and other aid to set free people it has no right to hold as pris- 
oners in the first place. Nor does it deserve the opportunity to 
use a visit by the leader of a major nation as propaganda to claim 
the regime's legitimacy. 

Mr. Koizumi likely is betting that if he manages to come 
home with the relatives in tow, it would give his party a boost in 
parliamentary upper-house elections scheduled for July. Simi- 
lar political considerations were behind his first trip, which was 
believed meant to revive his sagging popularity. Yet playing 
domestic politics with North Korea opens up the risk of being 
in turn played by Kim Jong Il, a shrewd manipulator. And if Mr. 
Koizumi ends up paying for the freedom of those relatives, who 
knows what else North Korea might hold hostage to Japanese 
generosity in the future? 

Families deserve to be together. But we suspect that any price 
the Japanese prime minister may be ates D EL 
would be too dear. Mr. Koizumi, just don't go. = 





THE PHILIPPINES can be a violent 
place. Election-related deaths since this 
year's campaigning began numbered over 
100 by the end of polling day on Monday. 
And a sign outside an entrance to a 
Manila club—“No Firearms”—raises 
some interesting questions. No wonder it 
can be difficult to get ordinary Filipinos 
worked up about the violence caused by 
terrorists—what's the difference between 
that and simple criminal violence? 
| But the announcement in early May 
. ofa key arrest should awaken people to 
. threats sponsored by international ter- 
rorists. According to a briefing by the 
Philippine Defence Department, the 
arrest last month of a money changer, Jor- 
dan Abdullah, in Cotabato City in Min- 
danao, has provided details of how about 
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$25,000 travelled into the Philippines. 
Information from American interrogation 
of suspected Jemaah Islamiah (JI) oper- 
ations chief Hambali and of Khalid 
Sheikh Mohammed, an alleged architect 
of the September 11, 2001, attacks, appar- 
ently tie the funds to Al Qaeda. 

It is claimed that some of the money 
was given to a suspected JI bomb expert, 
and some went towards buying a safe 
house in Cotabato City. There is no evi- 
dence, however, that the money has been 
put to use in an attack. Nevertheless, the 
revelation bolsters belief that JI is oper- 
ating in the Philippines, and that puts the 
country, along with Indonesia, squarely 
on Al Qaeda's radar screen in Southeast 
Asia. The question is, what do Al Qaeda 
and Jemaah Islamiah have in mind? 


é ) 
N O Gu TLS Filipinos need to be persuaded to be on greater guard dgainet terrorism 


Admittedly, $25,000 isn't a lot of money. 
Still, the sort of mischief terrorist groups 
inflict does not cost much to finance. 

While at the senior level in government 
there apparently is a genuine worry about 
terrorism, that hasn't necessarily filtered 
down. Take, for instance, a political rally on 
Saturday where presidential candidate Fer- 
nando Poe Jr. was to speak. About a dozen 
police officers were checking bags on one 
side of a broad avenue leading to the rally 
site. On the other side, however, people 
walked in freely and unsearched. 

Threats from terrorism in the Philip- 


pines are real enough to merit concern. . 
The challenge for the government is to _ 
persuade people to take them more seri- 


ously than they do ordinary acts of crimi- 
nal violence. @ 
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When we combine the expertise of our 
two networks, we can help to integrate 
yours in ways you never dreamed. 


HP and Cisco. Taking IP Telephony further. Get the best 

of both worlds. Through our combined expertise in IP | 
Telephony and IP Contact Centre, we can help you create an : 
empowered and effective work environment. Our solutions | 
will help reduce management, bandwidth and application 
integration efforts. Whilst also providing network-to-desktop 
contact management for phone and Internet communications. 
They are effective methods of increasing overall productivity 
and can save up to an incredible 30% on your network costs. 
Together, our unified expertise in IT infrastructure and services, 
will give your company the best possible solutions available. 
With HP and Cisco, it's ok to dream. 


Please visit www.hp.com/apac/iptelephony for more information. f 
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China and U.S. 
Discuss Uighurs 


Delicate negotiations are continuing between United States 
and Chinese officials over the fate of 22 Chinese nation- 
als—apparently all ethnic Uighurs—who are among the nearly 
600 remaining detainees at the American military base in 
Guantanamo Bay, Cuba. The U.S. is reviewing the Chinese 
detainees on a case-by-case basis to determine “whether or 
not they pose a continuing threat and are a person of concern," 
says a senior U.S. official. A key factor in each determination: 
China's ability to produce persuasive documentation of a 
detainee's links to terrorist organizations. Those detainees 
who are found to pose a continuing threat could be returned 
to China, the official says, if Beijing provides assurances 
that they will be treated in ways consistent with U.S. obliga- 
tions under United Nations and other international conven- 
tions. But the U.S. would likely seek resettlement in a third 
country in those cases where China is unable to produce such 
documentation, where the U.S. does not have other evi- 
dence of terrorist links, and where the detainee “can cite a fear 
of persecution or a legitimate claim that their human rights 
could be violated" if he were returned to China, says the 
official. He describes this second category of detainees as likely 
having been “in the wrong place at the wrong time" when they 
were detained. China wants all its nationals returned. 


BP SPLASHES OuT FoR PAPUAN VILLAGERS 
The 500 inhabitants of coastal Tanah Merah village in Indone- 
sia's Papua province will soon be living in style. Oil-and-gas 
giant BP wants to build a $2.5 billion liquefied-natural-gas 
processing plant on the site of their village in northwest Papua’s 
Bintuni Bay and has agreed to resettle the villagers in 127 
new $30,500 homes in July. Tanah Merah Baru, as the new 
village will be called, also comes with two churches—one Protes- 
tant and the other Catholic—and a mosque. The relatively high 
cost of the homes, which the villagers helped design, is due to 
the fact that BP had to go all the way to the province of Kali- 
mantan to buy legally harvested timber. BP is building the new 
plant to tap into the giant Tangguh gas field. Some non-gov- 
ernmental organizations fear that the new village will make 
Tanah Merah Baru's neighbours jealous, but BP says it has 
addressed such concerns by involving local communities in an 
economic development plan. BP is also adopting a new strat- 
egy of community-based security in Papua, hoping that if it gives 
villagers a stake in its project they will help protect it. 


CHINESE LEADER VISITS MASSACRE SITE 

In an apparent bid to burnish his nationalist credentials, 
China's President Hu Jintao paid an unpublicized, 40-minute 
visit to the Nanjing Massacre Memorial at the beginning of 
May. The site houses the remains of some of the estimated 
300,000 Chinese soldiers and civilians slaughtered in the 


8 Far Eastern Economic Review 


Jerry Lu/EyePress 





W 





MEMORIAL: Bronze footprints of survivors of the Nanjing massacre 


eastern city in 1937 by the Japanese army. An employee at the 
shrine confirms Hu's visit, but refuses to relate what the pres- 
ident said during the visit. But the employee rejects as ground- 
less reports on Chinese-language Internet sites that Hu had 
warned of resurgent Japanese militarism and assailed Japan- 
ese leaders for visiting Tokyo's Yasukuni Shrine commemo- 
rating Japan's war dead. The employee says that while secu- 
rity was tight for Hu's visit, the memorial was not closed to 
visitors. Hu solemnly mourned the massacre's victims, then 
emerged from the memorial waving to enthusiastic crowds. 
State media reported on Hu's trip to Nanjing to meet with 
model workers and inspect a new railway line, but made no 
mention of the visit to the memorial. 


THAI RIGHTS Group GETS DEATH THREATS 

Members of Thailand’s National Human Rights Commission 
say they have received death threats in connection with their 
investigation of allegations that Thai security forces used 
excessive violence to put down lightly armed suspected Thai 
militants in the southern provinces of Songkhla, Yala and Pat- 
tani on April 28. Members of the independent commission 
say that at least two commissioners received the anony- 
mous death threats by telephone. They come in the wake of 
the mysterious disappearance of prominent Thai Muslim 
human-rights lawyer Somchai Neelahphajit, who was work- 
ing closely with the commission and representing nine sus- 
pected Thai militants in court. Four high-ranking police 
officers have been charged with his abduction, allegations they 
deny. Commissioners have interviewed scores of witnesses to 
the April 28 violence, and plan to conduct a more in-depth 
investigation later this month. According to their preliminary 
findings, many of the killed suspects were shot from behind 
after they had been captured by Thai security officials. Fifteen 
suspected Thai militants in Songkhla were all shot from 
behind in an open-air restaurant, according to eyewitness 
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accounts received by one human-rights commissioner. A gov- 
ernment spokesman, however, says Thai security forces killed 
only in self-defence. (See article on page 17.) 


SHRIMP WOES FOR CHINA AND VIETNAM 
Some Chinese and Vietnamese shrimp-exporting firms may 
not fare as well as their Thai and Indian competitors when 
the United States concludes its shrimp anti-dumping inves- 
tigation in the coming months. In a Federal Registry notice 
on May 3, the U.S. Department of Commerce requested com- 
ments from American companies on a proposed change to 
its handling of “nonmarket economies” in anti-dumping cases 
that would treat private companies from countries such as 
Vietnam and China as if they were government-controlled. 
The change would no longer allow these companies to try 
to prove that they are independent and not state-owned as had 
been the case in previous anti-dumping rulings. If this change 
is formalized, private companies from China and Vietnam 
could end up being charged much higher tariffs than those 
from the other four countries being investigated by the U.S. 
International Trade Commission for allegedly selling shrimp 
to the U.S. at below-market prices. In cases where a product 
is considered to come from a market economy, the U.S. gov- 
ernment often imposes different levels of tariffs on differ- 
ent companies within the same country, depending on a 
detailed investigation of their price and cost structure. 


HAINAN ForuM Proves USEFUL TO Hu 

International talking shops have their practical uses. After 
delivering his keynote address at the April 24 Boao Forum for 
Asia annual conference in Hainan, China’s President Hu Jin- 
tao agreed to take a single question from the audience. Ear- 
lier, Boao Forum organizer Long Yongtu had approached 
Nicholas Platt, president of the Asia Society, and asked him 
to raise the issue of overheating in the Chinese economy. Platt 
obligingly asked Hu the question, 
and the Chinese leader expressed 
concern about overinvestment in 
fixed assets and excessive bank lend- 
ing. As soon as Hu returned to Bei- 
jing he went into a meeting of the 
Politburo on April 26, at which he 
reportedly relayed concerns about 
the economy that he’d heard voiced 
at Boao. By the end of the next day, 
an iron-and-steel project in Jiangsu 
province had been cancelled and 
local officials accused of making 
illegal investments in the plant pun- 
ished. Within the next few days reg- 
ulatory authorities ordered curbs on bank lending ahead of 
the May Day holiday. Observers say that Hu may have used 
the concerns about overheating expressed at Boao to throw 
weight behind attempts to rein in growth and head off a 
potential loss of external confidence in China's economy. = 
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TALKING SHOP: 
China’s President 
Hu Jintao acted 
on a question 
raised at the 
Boao Forum 
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Living To Deliver 







A father of the bride, you want your 
daughter's wedding to be perfect 
even if you can't be there yourself. That's 
why one father in Taiwan entrusted an 
urgent package of a precious and senti- 
mental wedding shawl to FedEx - the 
world's most reliable air express company. 
And, it's a good thing he did. 


This was the first time that the customer 
had used an international air express 
service and he had no ideas about the 
US regulations for textiles import. As the 
wedding was to be held on the coming 
Saturday, the worried father contacted 
the FedEx customer service representative 
in Taiwan for help, and the FedEx team 
went into action. 


First of all, the 
customer serv- 
ice representa- 
tive urgently 
notified her US 
counterparts in 
Indianapolis 
and Memphis 
of the situation 
and prepared 
them to work 


fast on this —— 
case. Then she laa ing = 
helped the 


father gather all the required informa- 
tion, including the material breakdown of 
the shawl, and completed all the neces- 
sary clearance paperwork for him. 


With not much time to spare, the shawl 
was released by the US customs late on 
Friday and FedEx had pre-arranged a 
special Saturday delivery to ensure the 
package arrived before the wedding 
ceremony started. 


Thanks to the quick thinking, teamwork 
and professionalism of the FedEx cus- 
tomer service teams on two continents, 
the bride enjoyed a perfect day with the 
shawl that meant so much to her. 


Regional Briefing 





THIS WEEK 


Arrest Warrant Issued for Indonesia’s Wiranto 


A United Nations-backed tribunal in East Timor 
issued an arrest warrant for Gen. Wiranto, 
Indonesia’s former armed-forces chief indicted 
for war crimes and now running for the presi- 
dency. Earlier this year he was charged with hav- 
ing ultimate responsibility for murder, deporta- 
tion and persecution “committed in the context of 
a widespread and systematic attack on the civilian 
population” during East Timor’s transition to 
independence from Jakarta in 1999. The retired 
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WANTED: Gen. Wiranto 


TAIWAN 


Taiwan began a recount of its 
contested March 20 presidential 
vote, in which incumbent Chen 
Shui-bian narrowly won re- 
election. Court officials, lawyers 
and representatives of both 
sides aim to finish examining all 
13 million ballots ahead of Chen’s 
May 20 inauguration, a process it 
is hoped will help address opposi- 
tion claims of vote-rigging and 
help patch the political rift that 
has divided Taiwan since the 
election. Independent analysts 
think it is unlikely the recount will 
lead to a reversal of Chen’s 
victory, though in the first few 
days of the process lawyers for 
the opposition, led by the Kuom- 
intang or Nationalist Party, said 
the recount had uncovered 
several irregularities, including 
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four-star general, who is the 
presidential candidate of the 
Golkar party, denies the 
charges and described the 
warrant as “an effort at char- 
acter assassination.” The 
warrant will now be lodged 
with Interpol, meaning that 
Wiranto could be arrested if 
he leaves Indonesia. 


ballots that weren’t properly 
marked or stored. Chen’s Democ- 
ratic Progressive Party said they 
were examples of carelessness by 
poll workers, not of vote-rigging, 
and that they didn’t systemati- 
cally benefit either side. 
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COUNTDOWN: Moving sacks of sealed ballots 


AFP 


PHILIPPINES 


Exit polls indicated that 
incumbent Gloria Maca- 
pagal-Arroyo won the 
May 10 presidential 
election. The opposition 
alleged fraud, but the 
official result is not 
expected until late May. 
(See article on page 16.) 


An anti-corruption court 
ruled that at least 27% of 
San Miguel should be 
taken from chairman 
Eduardo Cojuangco. The 
Presidential Commission 
on Good Government 
said the shares in the 
food-and-drinks giant 
had been illegally 
acquired during the rule 
of the late President 
Ferdinand Marcos. 


ee 


The curtain fell on India’s 
five-round election in 
which 370 million people 
voted, with exit polls 
showing the ruling Hindu 
nationalists losing seats 
and suggesting a hung 
parliament. Meanwhile, a 
key parliamentary ally of 
India’s ruling Bharatiya 
Janata Party-led coalition 
was trounced in state 
elections. Andhra 
Pradesh Chief Minister 






forces at the mountain- - 
-ous site in 1954 led to - 3 
. the end of French rule. A 
i colourful civilian and | s 
military ceremony was 
held at the battle's site, - 
though the French were - 
-not invited. In Paris, — - 
President Jacques ae 
. Chirac and dozens of — 
-= veterans of the battle ` 
| attended a oeramany 54 
= Les Invalides. - 








Chandrababu Naidu 
resigned after the defeat 
of his Telugu Desam 
Party. The Congress 
Party-led opposition took 
226 of 294 seats. 


A suicide-bomb attack 
left at least 14 people 
dead and more than 100 
injured at a Shia Muslim 
mosque in the southern 
city of Karachi. The 
attack, which came 
during Friday prayers, 
triggered clashes 
between Shia and Sunni 
Muslims that left at least 
one more person dead. 


Opposition leader 
Shahbaz Sharif was 
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deported after briefly 
returning home from 
three years in exile. The 
authorities put the 
brother of former Prime 
Minister Nawaz Sharif on 
an aircraft just two hours 
after he flew into Lahore 
on a flight from London. 


SRI LANKA 


Norwegian Foreign 
Minister Jan Petersen met 
Liberation Tigers of Tamil 
Eelam leader Velupillai 
Prabhakaran in northern 
Sri Lanka in efforts to 
revive peace talks 
between the government 
and the guerrillas. 


LAOS 


The United States House 
of Representatives 
adopted a resolution 
calling on Laos to 
improve its human rights 
record and stop alleged 
violence against ethnic 
Hmong rebels. 


THAILAND 


Billionaire Prime Minister 
Thaksin Shinawatra 
confirmed that he is on 
the verge of buying a 
30% stake in top British 
football team Liverpool 
for a reported $100 
million. A government 
spokesman said public 
funds would be used to 
purchase the stake, 


though private money 
might also be used. 
Thaksin was later more 
cautious about the sale 
after a rival bid was 
received from the club’s 
third-largest shareholder. 


NEPAL 


Prime Minister Surya 
Bahadur Thapa handed 
in his resignation in a bid 
to help defuse the 
country’s political crisis. 
But the opposition 





RESIGNED: Nepal’s Thapa 


refused to meet King 
Gyanendra, who sacked 
the elected government 
in 2002, and launched a 
two-day general strike 
that brought the country 
to a standstill. 


NORTH KOREA 


Six-nation talks on the 
Korea crisis opened in 
Beijing. Hopes for a 
breakthrough were not 
high as the North Kore- 


PREMIER'S GOAL: Liverpool tours Thailand last year 
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ans want the talks to 
focus on aid, while the 
United States wants to 
discuss Pyongyang's 
nuclear programme. 


SOUTH KOREA 


Military authorities 
arrested the top South 
Korean officer on the 
Korea-U.S. Combined 
Forces Command on 
charges of embezzling 
army funds. Gen. Shin Il 
Soon denied the charges, 
saying the missing money 
was used for official 
parties and other army- 
related events. 


JAPAN 


Toyota has become the 
first Japanese company 
to turn in a net profit of 
more than ¥1 trillion. The 
car maker said its net 
profits rose 55% in the 
year to March 2003, to 

Y 1.16 trillion ($10.2 
billion), with sales up in 
every major market. 


AUSTRALIA 


The conservative govern- 
ment presented a budget 
promising tax cuts, 
increases in family 
support and a rise in 
defence spending. The 
attractive budget sparked 
speculation that Prime 
Minister John Howard 
will call an election as 
early as August. 


REGION 


Personal-computer sales 
in the Asian-Pacific 
region, excluding Japan, 
rose 16% in the first 
quarter from the same 
period of 2003, with 
Hewlett-Packard edging 
out Lenovo as the 
region’s top seller, 
according to research 
consultancy Gartner. 
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HONEST 
MISTAKE: 
Opposition 
head 
Naoto Kan 





PENSION PALAVER 


After a decade of corruption scandals, Japan is 
bringing its politicians to book for a new brand of 


. white-collar crime: failing to make payments into 


the troubled national pension system. 

Chief Cabinet Secretary Yasuo Fukuda was 
the first to resign for this offence on May 7. He 
was the government’s senior spokesman and a 
top adviser to Prime Minister Junichiro Koizumi. 
But the threat to Koizumi’s administration bal- 
anced out three days later, when Naoto Kan, head 
of the Democratic Party, the biggest opposition 
group, quit for the same reason. 

The two were driven to resign by public out- 
rage over what seem to have been innocent 
lapses. Kan appeared not to have known that 
he failed to make pension payments for 10 
months after he became health and welfare min- 
ister in the 1990s—presumably because the job 
change meant he had to switch between differ- 
ent versions of the complex system. 

So why the fuss? The slip-ups became an 
issue because the pension system is creaking 
under of one of Japan’s biggest long-term prob- 
lems: a rapidly ageing society. The workforce has 
peaked, meaning fewer active workers to support 
Japan’s mushrooming elderly population. The 
government estimates a ¥65 trillion ($580 bil- 
lion) shortfall in the pension system by 2025. 

Pressure for resignations flows from the — 
anger of corporate employees, whose payments 
are deducted from their pay cheques. A half- 
dozen other members of Koizumi’s cabinet also 
face scrutiny after admitting they failed to make 
the payments. Sebastian Moffett 
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EAST TIMOR 


Not Yet Ready 
To Go It Alone 


The United Nations was to have quit East Timor at midnight on May 19. Although the 
country has made progress since it gained independence in 1999, concerns about corruption and 
problems with its economy mean that it isn’t yet self-sufficient 


By John McBeth/ DIL! 





WHEN THE CLOCK strikes midnight on 
May 19, genuine independence will 
remain elusive for East Timor. That was 
supposed to be the latest deadline for 
the United Nations to withdraw its con- 
tingent of about 2,100 military peace- 
keepers, civilian experts, police and police 
advisers and hand over all responsibility 
to the Timorese. However, concerned 
about the immaturity of the nation’s secu- 
rity and civil institutions, the UN is likely 
to secure Security Council approval for 
a reduced nursemaid role for at least 
another year. That should allow the strug- 
gling nation enough time to reach what 
UN Secretary-General Kofi Annan calls 
“the threshold of self-sufficiency.” 

Given the litany of problems and chal- 
lenges still facing the country, which won 
its freedom from Indonesia in a tumul- 


PEACEKEEPERS: The UN 
will trim its force but 
won't leave completely 





tuous, violence-filled vote in 1999, the East 
Timorese understand that they aren't ready 
to completely go it alone. "What we want 
to do is build the state as an institution," 
Prime Minister Mari Alkatiri told the 
REVIEW in a late-April interview in the 
same office where an Indonesian gover- 
nor once presided over the former Por- 
tuguese colony. “The judiciary is our weak- 
est point and parliament is still too weak 
to initiate its own laws. But the constitu- 
tion is clear: What we're looking for is rule 
of law in a democratic country.” 

If the UN mandate is extended as 
recommended by Annan in a recent 
report to the Security Council, East 
Timor will still assume responsibility for 
internal and external security from May 
20. That will leave the UN to provide mil- 
itary support in exceptional circum- 
stances. The world body will drastically 
pare down its peacekeeping force and 
nearly cut in half the number of its civil- 
ian advisers. But the likely departure of 
the UN next year is being greeted, per- 
haps naturally, with a high degree of trep- 
idation among many Timorese. 

Critics worry about Alkatiri’s hard- 
headed leadership style and penchant for 
micro-management. In a broad sense, 
many Timorese are concerned about cor- 
ruption, which raises a worrying spectre 
once the UN ends its life-support. It is no 
coincidence that Western experts effec- 
tively still run the Finance Ministry and 
keep a tight rein on the nation’s spending. 
Says one UN official: “People are con- 
cerned about the proclivity towards cor- 
ruption because of bad habits learned 
from Indonesia.” 

Joao Mariano Saldanha, executive 
director of the Timor Institute of Devel- 
opment Studies, shares those con- 
cerns—and worries about the chance for 
future unrest in a highly politicized soci- 
ety. "Our future remains a big question 
mark," he says. "Pessimism is growing. 
There is concern over the economy, there 
is concern over employment. Our 
democracy isn't in jeopardy, but it is 
experiencing tests, and when the UN 
leaves we are worried we will go along 
the path of authoritarianism." 

All the same, East Timor has come a 
long way since Indonesian-backed militia 
gangs laid waste to the territory in Sep- 
tember 1999 after Timorese voted to free 
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EAST TIMOR'S 


LITANY OF WOES 
e The United Nations is 


likely to delay its 
planned departure 


* The economy still bears 
the scars of a violent 
split with Indonesia 


e The civil service lacks 
enough skilled staff 


* The border with West 
Timor is a concern 





themselves from Jakarta's 25-year rule. 
More than 700 of the 900 schools burnt 
in the ensuing violence have been rebuilt, 
health centres are now spread across the 
country, cars and motorcycles crowd Dili's 
sun-drenched streets, and four-fifths of 
a budgeted 13,100 civil service positions 
have been filled. 

Much remains to be done. East 
Timor's 18-year national development 
plan, launched after nationwide consul- 
tations in 2002, prioritizes health, edu- 
cation, infrastructure and agriculture in 
that order. The nation has, for example, 
only 20 doctors, with another 50 cur- 
rently studying aboard. Alkatiri reckons 
it needs 250 to be self-sufficient. The 
nation's 6,000 teachers are deemed suf- 
ficient, but too many live in the nation's 
two biggest cities. 

In economic terms, East Timor has 
some valuable natural assets, but it also 
must rehabilitate and develop several key 
sectors of the economy almost from 
scratch. The first revenues are coming 
in from the newly producing Bayu-Undan 
gas field in the Timor Sea, though inter- 
national donors still contribute about two- 
thirds of the country’s $90 million 
budget. East Timor is now engaged in 
testy seabed-boundary negotiations with 
Australia that could give it a larger share 
of the big Greater Sunrise field—and a 
total revenue windfall of somewhere 
between $3 billion and $12 billion over the 
next 20-30 years. 

Alkatiri has been tough in the nego- 
tiations, but he says that he knows > 
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the limitations of a one-prod- 
uct economy. “I don't want us 
to be a petroleum-dependent 
country,” he says, ticking off 
fisheries, tourism and coffee as 
future foreign-exchange earn- 
ers. For the moment, however, 
he will probably have to live 
with East Timor’s status as the 
world’s newest petroleum 
state, simply because natural 
gas provides the only finan- 
cial lifeline that may eventually 
buy self-sufficiency. 

Broadening the economy 
will take much work—and 
money. Tourism is hostage to 
a lack of infrastructure and 
also to prohibitively high air 
fares from Darwin and Bali, 
which deter the backpackers 
that often pioneer new adven- 
ture destinations. In all of East 
Timor, only Dili has a regular 
power supply, and even in the 
capital it is turned off in the 
small hours of the night. 
Roads across the island’s 
mountainous spine are often 
nearly impassable. 

On the steep hillsides 
west of Dili, unkempt coffee bushes and 
the trees that shade them are testimony 
to years of neglect that have denuded 
East Timor’s once-lush plantations of 
prized arabica beans. Last year, the poor 
quality of the harvest meant that East 
Timor exported barely one-fourth of the 
8,000 tonnes produced. “The cost of 
rehabilitation is going to be huge,” says 
Alistair Laird, an enterprise-development 
officer for the USAID-funded Coopera- 
tiva Café Timor. 


RICE-FARMING HAS SUFFERED 

It has also been an uphill struggle for 
East Timor to attain self-sufficiency in 
growing rice. The irrigation systems 
around Viqueque and other rice-grow- 
ing areas along the southern coast are 
still being rehabilitated, but only in a 
piecemeal manner. 

Farmers lack the seeds, fertilizer and 
know-how to boost their yields from 
the current range of between 1.5 tonnes 
and 4 tonnes a hectare. And until that 
changes, East Timor will need to keep 
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A LONG ROAD: Rehabilitating the nation's agriculture won't be easy 


importing rice to meet the demands of 
its 800,000 people. 

Beyond the economy, the country has 
enjoyed relative political stability in spite 
of lingering tensions between Alkatiri 
and President Xanana Gusmao. Their dif- 
ferences grew over the way that Alkatiri, 
leader of the ruling centre-left Falintel 
party, was widely seen to have used the 
party's 55 seats in the 88-seat parliament 
to ram through a new constitution that 
left Gusmao as an elected but mostly sym- 
bolic head of state. 

The low point in the relationship came 
in November 2002 when Gusmao called 
for the resignation of Interior Minister 
Rogerio Lobato, Alkatiri's powerful ally. 
Gusmao eventually backed down, and 
diplomats say that the relationship 
between the two has steadied over the past 
year because they seem to realize that the 
country needs the strengths of each other: 
Gusmaos cult-like popularity and Alkatiri's 
capabilities as an administrator. 

For all its many problems, East Timor 
has a tiny core of dedicated political lead- 


ers and civil servants that 
many small Third World 
nations can only dream of. 
The depth of expertise needed 
to run a country, however, 
remains a shortcoming. After 
May 19, the UN plans to 
reduce the number of its ex- 
perts in the Dili administra- 
tion from 100 to about 60, 
most of them working in 
financial, judicial and engi- 
neering positions for which 
there are still no qualified Tim- 
orese to take over. 

Meanwhile, the UN peace- 
keeping force will be cut from 
1,750 troops to a lighter, more 
flexible 300-man force that 
will respond only to big secu- 
rity threats and conduct recon- 
naissance. The UN also plans 
to retain a 125-man interna- 
tional police “response detach- 
ment” to plug what the UN 
refers to as “gaps in the secu- 
rity structure.” That will be in 
addition to 160 police advisers, 
who will continue to help 
develop the 3,000-man Tim- 
orese police force. 

The UN may feel that such a signifi- 
cant reduction in its peacekeeping force 
is justified by reduced fears of Indonesia- 
based militia activity from neighbouring 
West Timor. Western military sources say 
it is time for the UN to reduce its Level- 
Five alert status, which is in fact higher 
than in war-torn Baghdad. “I think the 
TNI [the Indonesian military] is trying 
to do the right thing," says one senior 
Western officer. “I don't think there is any 
real external threat to East Timor." The 
Timorese themselves only plan to main- 
tain 200 Border Patrol policemen along 
the winding frontier. 

UN officials say considerable progress 
has been made in demarcating the 170- 
kilometre border between East and West 
Timor, which was once seen as a source 
of potential conflict. But while about 9096 
of the technical work is done, it still has 
to go to the political level for approval. 
Says Alkatiri: "We need to improve our 
good relations with Indonesia and try and 
get the TNI to understand that the time 
for confrontation is over." = 


May 20, 2004 


cw i 


T s "a t 1 | 
"q " " Pes." ins 
m ws 
1 ` ‘ <¥ . » 
ie at S ' 
“ges $t a a s4 4 
^. > 4 ow " 
? " "VT mp dr " 
[| JC 4, tw P a Wy sm 
-—— — 
“i X p , "i 
^A " > , C 
An. T Toe —— ^ a d 3 -— 
, " E 
" I wv ^. al as 1 
UM A m j u^ c T d 
A A ' f -— 
- i » y > A w 
^ J 
s ' ^ A ^ 
A! v t | » 
- 


ee 


= = 4 
SETS — ^ p 7 f v^ j 
- a’. <T 4 = = : 
- "ts . R ^ K3 
— = e ^ A v 
I Tu T^ y "mg 
t y > 
> wait 2 , "m 
€ z e eee 
X eng < . e v noe - 
. " "Me ^ ^s c. 
m IL ! > 
» iin . . -- - 





Your companies' employee benefit plans are a valuable resource. Too many multinational companies 
waste their resources by not pooling their employee benefit plans. The Swiss Life Network is the leading 
provider of tailor made international employee benefit solutions allowing you to pool your local plans and 
thereby control your costs, claims and benefit levels worldwide. Nothing could be simpler. Or clearer, 


thanks to our transparent, consolidated reports which will provide you with new insight into your hidden SwissLife 
resources. To tap this source, contact us. Stop your resources from running dry. Network 





www.swisslife-network.com 





PHILIPPINES 


The Long Wait 


Gloria Macapagal-Arroyo, confident she’s been 


elected, continues to act presidentially 


By Margot Cohen/MANILA 


TWENTY-ONE HOURS after voting concluded in the Philip- 
pines on May 10, a visibly confident President Gloria Maca- 
pagal-Arroyo urged her countrymen to display “prudence” and 
“sobriety” as the vote count inches forward. But not every- 
one appears willing to heed her advice. 

Official results from the process of inspecting 35 million 
ballots by hand were not expected until the end of May. Arroyo 
supporters took comfort in a nationwide exit poll that gave 
her a nine-percentage-point lead over her chief rival for the pres- 
idency, Fernando Poe Jr. But the same poll fuelled yet another 
messy denouement to elections in a country marked by weak 
political parties, perennial vote-buying and an entrenched 
culture of mistrust in the political process. Thousands of Poe 
supporters spilled onto the streets of Manila’s Makati busi- 
ness district on the evening of May 11 to protest against what 
they called “massive cheating” in the polls, which also fea- 
tured voting for the national legislature and local officials. 

Some denounced the exit poll as a phony tool aimed at per- 
suading the public to accept the results. They cared little 
that local TV anchormen had emphasized that the exit poll 
prepared by the Manila-based Social Weather Stations—which 
accurately predicted the outcome of the 1998 presidential con- 
test and forecast, based on interviews with 4,627 voters, 
that Arroyo would get 41% of the vote—was no substitute 
for the official count. 

Rally organizers say that more protests are on tap. Still, 
despite the Philippines’ experiences with public demonstra- 
tions toppling its leaders, some analysts predict that such gath- 
erings won't be potent enough to deprive Arroyo of a popular 
mandate to pursue economic and political reforms. 
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VOTE COUNTING: The painstaking process of tallying 
votes by hand is expected to take weeks 


“There isn't much coherence and emotional bonding in 
the opposition camp,” says Joel Rocamora, executive director 
of the Manila-based Institute for Popular Democracy. “I really 
doubt that they are going to get very far.” 

Meanwhile, military leaders advised vigilance, reiterating 
concerns aired before the election about terrorism. “What we 
are afraid of is that these terrorists might take advantage of 
the confusion of the election,” Defence Secretary Gen. 
Eduardo Ermita told television viewers on May 11. Election- 
related disputes have already claimed 117 lives, up from 87 
lives in 1998. Jitters remain over threats to sabotage elec- 
tricity supplies and thereby disrupt vote-counting. 

Whether Arroyos grasp on victory is firm or tenuous, there 
is little doubt that she ran a slicker and better-funded cam- 
paign than did movie actor-turned-candidate Poe. Her crown- 
ing gambit was locking in millions of votes from influential 
non-Catholic Christian organization Iglesia ni Cristo. 

In the run-up to the elections, some analysts claimed that 
poor, less-educated voters would be dazzled by the charismatic, 
gravel-voiced movie star known as “FPJ,” while the elite would 
side with policy wonk Arroyo, who was installed in 2001 after 
President Joseph Estrada was ousted. 

The picture turned out to be more nuanced. In many 
cases, respect for educational credentials cut across class 
lines. With little debate on substantive issues during the 
campaign, many voters were left with a basic choice between 
a high-school drop-out and an incumbent president with a 
doctorate in economics. 


EDUCATION MAKES A DIFFERENCE 

Rather than identify with Poe, many doubted him. “FPJ would 
not be a good president. He's like me, he only got to his sec- 
ond year of high school. Only the people around him try to 
make him a president," says Christopher Canja, a 39-year-old 
beach sweeper in the Visayas region, where exit polls gave 
Arroyo an overwhelming 62% of the vote. 

Rose Balinea, a 35-year-old middle-class mother and 
marketing manager waiting to cast her ballot at a Manila 
elementary school, said that Poe gave *a bad impression to 
youth: you don't have to study, and even if you drop out of high 
school, you can run for president." 

Meanwhile, many among the Filipino elite professed 
disgust with the way Arroyo capitalized on her incumbency 
during the campaign. Freshly painted billboards erected across 
the archipelago touted everything from her bridge-building 
programmes and highway-maintenance jobs to her “Gloria 
Rice” high-yielding rice scheme. Some critics bristled at her 
moves to speed up delivery of health insurance and water in 
the months preceding the elections. 

Cabinet members offer no apologies. “You combine good 
economics and good public service, and if it results in good 
politics, why should the president be attacked for that?" 
asks Romulo Neri, Secretary of the National Economic and 
Development Authority. = 


May 20, 2004 


‘THAILAND 


Love vs. War 


Is a heavy hand or a friendly touch the best way to 


end southern violence? Thaksin’s men can’t agree 


By Shawn W. Crispin/BANGKOK 
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HEARTS AND MINDS: Thaksin visits southern Thailand 


IN THE AFTERMATH OF the deadliest day yet in a continu- 
ing conflict with suspected Muslim militants in southern Thai- 
land, Prime Minister Thaksin Shinawatra's cabinet and top 
advisers can't agree on what to do next. 

As the conflict threatens to create greater regional insta- 
bility and spook foreign investors, the split between hawks 


- who want to send more troops and doves who support an end 


to martial law is making it difficult for Thaksin to devise a 
cohesive approach to quell the violence. 

Thai security forces killed 107 suspected Muslim militants 
in April 28 clashes that began when youths attacked police 
and army posts in Thailand's three southernmost provinces; 
five security personnel were killed. At least 75 public-school 
teachers, government officials and security personnel have 
also been killed in hit-and-run attacks so far this year. 

Some members of Thaksin's cabinet, including his 
defence minister and a deputy prime minister, Gen. Thama- 
rak Isarangura, are advocating a stronger military presence. 
According to an army official, their recommendation is 
driven in part by concerns that international terrorist groups 
could infiltrate Thai insurgent movements. Bangkok recently 
deployed an additional 1,400 troops to bolster the 2,500 
already present in the south, most of whom had been 
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deployed after martial law was established there in January. 

"The government is doing the right thing now," says Gen. 
Kitti Rattanachaya, Thaksin's security adviser. “We need to send 
in the military to protect the people." But some in the adminis- 
tration, including the interior minister and the chief of the National 
Security Council, have called for a more nuanced approach. 
Days prior to the April 28 violence, Deputy Prime Minister 
Chaturon Chaisang, a former student activist and ex-member of 
the Communist Party of Thailand, drafted a conciliatory seven- 
point strategy for the region. Drawn up at Thaksir’s request, the 
plan called for the lifting of martial law, amnesty for insurgents 
not involved in recent assassinations of government officials, 
and the withdrawal of police from Islamic schools. 

That plan was shelved when hawks in the administration 
baulked at the draft's mention of Thai security forces' involve- 
ment in "abductions" and "torture" of suspected Muslim 
militants. Similar allegations have been made by Thailand's 
independent National Human-Rights Commission. 

Kitti says Chaturon's plan was *good" but *incomplete" 
because it failed to allow for a long-term military presence 
in the region. Moreover, Thaksin's appetite for a conciliatory 
strategy may have been diminished after April 28. Chaturon 
is now revising the plan for the cabinet's consideration. 


NO SIMPLE CONFLICT 

Thaksin, a leader who has been particularly decisive in eco- 
nomic policymaking, has vacillated between the two 
approaches and has yet to indicate his next move. Thailand's 
southern reaches are notorious for organized crime syndi- 
cates, and Thaksin has said that crime groups with links to 
local politicians have played a role in the recent unrest—indi- 
cating a need for stronger law and order. He has also blamed 
insurgent groups for the April attacks. 

A former police officer, Thaksin peeved members of 
Thailand's politically powerful military establishment when 
he disbanded two southern army-led security agencies in April 
2002 and handed sole responsibility for security in the pre- 
dominantly Muslim south to police. 

In mid-March, Thaksin removed his police chief and 
defence and interior ministers, all widely considered hard- 
liners, replacing them with officials with mixed perspectives. 
But since April 28, hawks in his administration have been 
reasserting themselves, lobbying to bolster security forces 
in the region. On May 7, Thaksin agreed to a Ministry of 
Defence request to establish a new military technical training 
centre in the south. 

On the softer side, Thaksin has visited the families of some 
of the slain attackers, promised to accelerate the south’s eco- 
nomic development and visited a historic mosque, dam- 
aged in recent fighting, alongside ambassadors from 12 
Middle Eastern and Asian Muslim countries. 

But the escalating conflict and heavy-handedness of secu- 
rity forces in Thailand's south, which adjoins Malaysia, have 
raised fears of a wider sectarian conflict. “Thaksin's policies 
run the risk of radicalizing moderate Muslims and the region,” 
says a Bangkok-based European diplomat. “That could make 
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a big problem even bigger.” = 
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UNITED STATES 


Indians Find 
Their Voice 


American politicians are beginning to pay more 
attention to the stepped-up political activism of 
Indian Americans 


By Murray Hiebert/WASHINGTON 
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A POLITICAL CAREER was the very last thing on Swati Dan- 
dekar's mind when she first arrived in the United States from 
India in 1973. But just over three decades later, Dandekar 
decided to run for the local school board in the Midwestern 
state of Iowa after she became alarmed that her youngest son's 
school was "watering down its curriculum." Following this 
initial victory, Dandekar's hard work and savvy in school 
politics prompted local Democratic Party leaders to urge 
her to run for the state legislature in 2002 from a district that, 
by her estimate, is 99.99% white. 

Dandekar, who hails Iowan voters for being progressive, 
snared 57% of the vote even after her opponent raised ques- 
tions about whether an Indian immigrant was “adequately 
prepared to represent Midwest values.” The 53-year-old is now 
busy campaigning for re-election and promoting Democratic 
candidate John Kerry’s effort to topple President George W. 
Bush in the November 2 presidential election. 

After sitting on the political sidelines since they first began 
arriving in the U.S. in sizeable numbers in the 1960s, Indian 
Americans are now finding their political voice. Some, like 
Dandekar, are running for office. Others are getting appointed 
to positions in the administration or in Congress, raising 
money for candidates and lobbying on such issues of concern 
to the community as immigration and U.S.-India relations. 

Other Asian communities, especially the Japanese and 
Chinese, are stepping up their involvement in U.S. politics, 
but none are as organized as the Indians. 

Like most immigrant groups arriving in the U.S., Indian 
Americans focused initially on settling in. But over the past 
four decades, they have become one of the most economically 
dynamic forces in the country with disproportionate clout 
in health care, hotel ownership and software development. 
And as this educated community of 1.8 million has emerged 
as the wealthiest ethnic group in the U.S., politicians have 
begun courting them for their money and their vote. 


c6 " e ee 
We need to get more involved in politics. 
Who'll watch out for us if we don't make 
° ° 99 
sure our issues rise to the top? 


SANJAY Puri, U.S.-INDIA POLITICAL ACTION COMMITTEE 


At the start of the 2004 election cycle, eight Indian Amer- 
icans were running for the Senate or House of Representa- 
tives, five were seeking state legislative positions and four were 
running for city mayoral posts. The most prominent ethnic 
Indian running for office is Bobby Jindal, 32, who last year quit 
his administration post as assistant secretary of health and 
human services to run as governor of the southern state of 
Louisiana. Jindal, a Republican, lost by only four percentage 
points and is now running for a congressional seat. 

If he’s elected—and recent polls have suggested that’s a 
good possibility—Jindal tells the Review that his priorities will 
include working on issues that affect Americans in general 
and Indian Americans in particular. These include: the >> 
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GOING PLACES: Bobby Jindal is tipped to win high political office 
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war against terrorism; tax reform, which is of interest to many 
businesses and hotel owners (nearly 40% of whom are Indian 
Americans); and medical-malpractice tort reform, a particu- 
lar concern of doctors in the U.S. (some 38,000 of whom 
are Indian Americans). 

About a dozen Indian Americans serve in prominent posts 
in the Bush administration, including Neil Patel, Vice-Pres- 
ident Dick Cheney's special assistant. More than 40 others 
work as legislative aides to such congressional heavyweights 
as Senate Majority Leader Bill Frist and New York Sen. Hillary 
Clinton. Other Indian Americans volunteer as organizers and 
fund-raisers in both the Bush and Kerry campaigns. 

Bush's campaign-finance chairman, Mercer Reynolds, 
estimates that Indian Americans have already donated about 
$1.2 million to the president's re-election bid. “In the last 
six months, we've seen a huge influx of Indian Americans that 
want to support this president," Reynolds says. The reason? 
Many Indian immigrants like Bush's efforts in the war against 
terrorism, his work to ease tensions between India and Pak- 
istan and his "pro-family" policies, he says. 

Shared Lakhanpal, who heads the Association of Ameri- 
can Physicians of Indian Origin, is one of three Indian Amer- 
ican Pioneers in the Bush campaign, which means he's raised 
more than $100,000. Lakhanpal says he supports Bush 
because “he’s friendly with India" and “he’s not bashing India 
for outsourcing [of American jobs] like Kerry is doing." 


SUPPORT FOR CHALLENGER KERRY 

But some younger, second-generation Indian Americans sup- 
port the Democratic challenger. A year ago, Reshma Saujana, 
a 28-year-old New York corporate lawyer, founded South Asians 
for Kerry, the first political grouping in the U.S. to include both 
Pakistani and Indian Americans. The group is busy conduct- 
ing drives to recruit new voters and preparing policy papers for 
the coming presidential campaign on issues important to South 
Asian Americans, such as education and immigration. 

Saujana says her group's supporters are attracted to Kerry 
because they are worried about the Bush administration's 
deficit-budget spending, the suspension of civil liberties in 
the wake of the 2001 terrorist attacks in New York and Wash- 
ington and the U.S. pre-emptive war in Iraq. ^A lot of Bush's 
radical agenda has institutionalized higher debts and [created] 
less friends around the world," Saujana says. Adds Mitul 
Desai, a lawyer who is helping draft a platform for the Kerry 
campaign that highlights issues of concern to South Asian 
Americans: "Kerry will make our country safer, but he will do 
it without taking our freedoms away." 

Kerry also has prominent Indian American donors. One 
of these is Krishen Sud, manager of a health-care hedge fund 
on Wall Street, who calls himself a Republican *by default" 
and who voted for Bush in 2000. *I think personally Bush 
may be a decent person, but his policies are too ideologi- 
cal," Sud says. Sud didnt oppose the U.S. invasion of Iraq, but 
says that "once the military win was achieved, [Bush] should 
have handed it over to the United Nations," which would have 
saved American lives and money. 

Some Indian immigrants are using the community's 
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INDIANS FOR KERRY: Supporters Krishen Sud and Reshma Saujani 


financial security to encourage the younger generation to enter 
politics. Varun Nikore founded the Indian American Lead- 
ership Initiative three years ago to “identify, train and fund” 
future leaders. Already several hundred young Indians have 
gone through the group’s training programmes. “I started 
asking myself, ‘Why aren't we getting more bang for our 
dollar?'," Nikore says. “The biggest impediment to folks 
entering politics is that they don't know how to get started." 

American politicians are beginning to pay attention to 
the stepped-up political activism of Indian Americans. Fully 
185 members from both parties in the House of Representa- 
tives have joined the Congressional Caucus on India and 
Indian Americans, making it the largest single country-spe- 
cific grouping on Capitol Hill. ^It's a reflection ofthe activism 
of Indian Americans calling their members of Congress to sign 
up," says Republican Congressman Joe Wilson, who co-chairs 
the caucus. In April, 32 senators out of roo signed up for the 
new Friends of India grouping in the Senate. 

Some Indian Americans are using their status as a wealthy 
political bloc to lobby on issues of concern to the community. 
Sanjay Puri, who heads an information-technology service com- 
pany, has established the U.S.-India Political Action Commit- 
tee, which raises money for both Republican and Democratic 
candidates from its 27,000 members and lobbies politicians 
on issues of priority to the Indian American community. One 
concern is the delays faced by some 50,000 Indian Ameri- 
cans in bringing their wives and children to the U.S., Puri says. 
Another is hate crimes against Sikhs and Indian Muslims. 

To leverage their political clout, the committee has started 
to team up with the powerful Jewish lobby in America. Last 
July, Indian and Jewish lobbyists cooperated to get Congress 
to pass an amendment pressuring Pakistan to stop Islamic 
militants from crossing into India. A few months earlier, they 
worked together to lobby Washington to agree to Israel's sale 
of four Phalcon early-warning-radar aircraft to New Delhi. 
“We need to get more involved in the political process," 
Puri says. "Wholl watch out for us if we don't make sure 
our issues rise to the top?" = 
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INDONESIA 


Message ina 
Bottleneck 


The country’s top judge is leading efforts to 
reform the legal system. But the leadership’s lack 
of political will for change is a major obstacle 






By John McBeth/]AKARTA 


FOR THE PAST FIVE YEARS, officials from the world's top 
international financial institutions and the major economic 
powers have trooped through Jakarta with the same message: 
Without profound legal reform, Indonesia won't get the for- 
eign investment it needs to help pay off its mountain of 
debt and generate jobs for its battalions of unemployed. 
The passage of landmark constitutional amendments in 
2001 that created an independent judiciary was a necessary 
and promising start. So too was the creation of a constitutional 
court and separate commercial, tax and human-rights courts. 


But under President Megawati Sukarnoputri's three-year rule, 
government-initiated reform has ground to a halt. Indeed, a 
spate of recent court cases involving foreign firms suggest 
it might be in reverse. 

Given the absence of direction from the top, the task of 
pushing reform has fallen to an unexpected alliance between 
Supreme Court Chief Justice Bagir Manan and the Institute 
for an Independent Judiciary (IJ), a private independent legal 
think-tank. Since joining forces last October they have drawn 
up Indonesia's first ever blueprint for judicial reform, which 
covers the Supreme Court, a proposed Judicial Commis- 
sion, personnel and financial management and education. 
They also initiated amendments to the Supreme Court law 
and the judicial-powers law—passed by parliament in 
December—which reinforced 2001's separation of powers by 
removing all courts from the control of the Justice Ministry 
and placing them under the Supreme Court. 

The reform-minded Manan has also tried to bring about 
change within an ossified Supreme Court. He and his young 
allies have made progress by avoiding confrontation and 
engaging conservative judges. But the chief justice and legal 
experts say that without genuine political will for change, it 
will take at least 10-15 years before the judiciary is on the path 
to professionalism, transparency and accountability. 

One graphic illustration of the obstacles the reformers 
face is the way Megawati took more than a month to endorse 
last year’s amendments to the Supreme Court and judicial-pow- 
ers laws. “Her sense of what is important, her sense of >> 


CENTRE COURT: Police guard the Supreme Court, which is the focus of renewed efforts to reform the Indonesian judiciary 
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urgency, just isn't there,” sighs one former law minister. "She's 
different from us. She puts her priorities somewhere else." 

So does the Indonesian elite, which has little appetite 
for changes that would impose constraints on the way the rich 
and powerful have traditionally done business in Indonesia. 
*Since when is it in the nature of people to voluntarily sacri- 
fice their own interests?" asks the ex-minister. “It [legal reform] 
not only restricts their movements, but they're afraid they will 
become the first victims of the law." 

Manan acknowledges it has been a *big struggle" to initiate 
reforms that he says must cover not only the judiciary, but 
also legal education and the way legal services are administered. 
*It seems to me up to now that it's been a game of politics, 
notan effort to solve the problem," he told the REVIEW in a recent 
interview. ^We need legal reform, we need judicial reform, 
but if they don't provide the budget then it will be difficult.” 

Finance Minister Boediono has also made it clear that 
Indonesia will never be able to end its investment drought 
unless it commits itself to a reform blueprint that will provide 
better legal safeguards for foreign investors. But the outcome 
of recent court actions against foreign companies has fuelled 






concern that little has changed since a panel of judges declared 
Canadian insurer Manulife bankrupt in a dispute with its for- 
mer Indonesian partners two years ago. The Supreme Court 
later overturned the decision. 

In the latest high-profile case, a commercial court in 
Jakarta last month declared the Indonesian arm of Britain's 
Prudential insurance company bankrupt because of its fail- 
ure to pay a consultant's fee. Although the intent of the 1998 
Bankruptcy Law was to force business debtors to pay back 
loans, one clause allows judges to declare a firm bankrupt 
for nonpayment of a single debt even if the company is 
solvent. The ruling, criticized by Boediono, exposes leg- 
islative loopholes and highlights the need for further reform, 
say legal experts. 

Manan, 62, has been at the vanguard of the reform effort 
since 2001, when he was transferred from a senior Justice 
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Ministry position to become head of the Supreme Court. The 
chief justice has brought new blood to the 38-member court, 
which was made up of career judges when he took over but 
now includes r7 recruits from other branches of the legal pro- 
fession and from academia. But legal experts say it's going 
to take more than that to bring about change. "The reality is 
that Manan doesn't control the Supreme Court,” asserts one 
Western legal expert familiar with Indonesia's court system. 
"There are big divides between reformers and nonreformers, 
between career and noncareer judges, general court judges 
and religious court judges." 


APATHY AT THE TOP 

There's also the apathy at the top to contend with. Megawati and 
Justice Minister Yusrul Mahendra have paid scant attention 
to what lawyer Zacky Husein, the head of the Asia Foundation's 
law-reform programme in Indonesia, describes as “an impor- 
tant national priority.” Consideration ofa bill establishing a judi- 
cial commission to discipline errant judges and select new 
Supreme Court justices has languished for months because 
Megawati has yet to appoint a government representative to take 
part in parliamentary committee deliberations. 

Manan finds this lack of urgency difficult to explain, given 
the way the commission could help rid the district courts in 
particular of their continuing corrupt image and instil pro- 
fessionalism. “It’s a lack of understanding of the implica- 
tions of legal reform,” he says. But why doesn't the president 
take the lead? “It might be she is so busy.” 

Parliament offers little promise either. Manan acknowl- 
edges that while the legislation passed in December placed 
all courts under Supreme Court jurisdiction, it has done noth- 
ing to introduce structural changes. “Parliament hasn't a clue 
what the problems are and what laws are needed to solve 
the problems,” says a disappointed Rifqi Assegaf, executive 
director of the IIJ. “It would have been better not to change 
the laws at all if it was going to be like this.” 

Manan is unhappy that lawmakers failed to impose lim- 
itations on the number of civil cases the Supreme Court is 
compelled to adjudicate—currently there is a backlog of 
19,000. More importantly, the legislation keeps in place a hier- 
archical system that values length of service, fails to reward 
competence and, perhaps more troubling, still can't bring itself 
to challenge vested interests. 

In what Manan describes as a “compromise,” 300 Jus- 
tice Ministry officials are being grafted on to the Supreme 
Court’s 1,000-strong staff to help administer the nation- 
wide court system. Analysts worry that they will bring with 
them the culture of corruption and financial mismanagement 
that pervades the lower courts. That in turn could make the 
chief justice’s mission that much more difficult. 

For most reformers, however, more reform is needed if 
Indonesia is to build the foundations needed for its budding 
democracy. The Supreme Court seems an obvious place to 
begin, but it is going to take a lot more commitment by the gov- 
ernment to bring about lasting improvements. “In future,” 
Manan sighs, “it would be better if the chief justice focuses 


n» -— 


on cases and doesn't have to think about legislation." = 
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Opening Up China’s Air Marke 


By David Dodwell 


The writer, now based in Hong Kong as a public-policy 
consultant with Golin/Harris Forrest, has written numerous 
studies on aviation. He has worked as a consultant both to 
Cathay Pacific Airways and the Hong Kong Airport Authority 


Negotiations between Beijing and Hong Kong on the devel- 
opment of air services between Hong Kong and the mainland 
bring into sharp focus Asia's biggest aviation question: How 
is China's sudden "conversion" to rapid air-services liberal. 
ization going to affect the shape of the aviation industry across 
Asia? Nowhere in Asia is this question more significant than 
in Hong Kong. Its future as Asia's leading international 
aviation hub is in the balance. The upcoming agreement 
with Beijing might offer significant opportunities—but there 
are challenges, too, that could erode Hong Kong's pre-eminent 
position if the upcoming talks do not bear fruit. 

Until a year ago, China's air-services negotiators stuck 
doggedly to a cautious approach to opening the country's 
aviation market. The domestic priority appeared to be to con- 
solidate China's local carriers into three large groups—around 
Air China in Beijing, China Eastern in Shanghai and China 
Southern in Guangzhou. Air-services deals were tightly focused 
on building international routes through Beijing in the north, 
and Shanghai in the east. But in the past year, China's nego- 
tiators have shown an increasing willingness to liberalize. 

Liberal deals have been negotiated with Japan, Australia, 
Singapore and a number of other key aviation partners. These 
include rights to take passengers and cargo on to other coun- 
tries-—so-called “fifth freedom" rights—as well as rights to 


* Hong Kong needs an aggressive expansion of 
traffic rights to Beijing and Shanghai. It also needs 


stronger links to second-tier mainland cities,, 


fly to more mainland cities. For example, Qantas is now 
planning cargo services from Sydney to Chicago via Singapore 
and Shanghai. A full *open skies" agreement has been reached 
with Thailand that may greatly enhance the use of Bangkok as 
a hub to Southeast Asia, and will allow Thai carriers to drop 
off and pick up passengers and cargo in China, and then carry 
them on to North America. Shenzhen has been granted its first 
international air rights—to Singapore. Guangzhou's Baiyun 
airport today has links with 20 cities outside China, compared 
^. with r1 just five years ago—aimed at making Guangzhou a key 
-. hub for East and Southeast Asia. 

. The new deals have focused renewed attention on China as 








Asia's only "continental" aviation market—alread: 


| the world’s fifth-largest according to the Work 


Travel and Tourism Organisation, but one th 


| has been largely closed to global carriers for the pas 


half-century, and which is underdeveloped by th« 
standards of Europe or the United States. 

The deals have reminded Asia's aviation indus 
try of the radical impact that China's re-emergen 
as a regional and global economic force is likely to 
have. As China's hubs grow and become more effi. 
cient, leading regional hubs see the threat of diver. 
sion of traffic—none more so than Hong Kong 
Without aggressive development of air rights 
between Hong Kong and mainland cities, Hong 
Kong’s pre-eminent role as a springboard to ana 
from the mainland could be under threat. 

It seems odd that British Airways and Virg 
Atlantic can now fly directly from London 
Shanghai when Cathay Pacific—one of Asia's lead. 
ing airlines—cannot fly to Shanghai from Ho: 
Kong. As more global airlines win rights to | 
directly to mainland cities, so Hong Kong's tv 
carriers appear increasingly vulnerable: Cath 
Pacific is unable to match its huge internation 
aviation network with any mainland connectio 
except to Beijing, while Dragonair is unable to li 
its 20-city mainland network to any significa 
international network. 

Evidence of the potential for diversion from 
Hong Kong is already clear. Flights from Hor 
Kong to mainland destinations have jumped by 
2296 since 2001—but they have jumped by 31 
from Bangkok, 4096 from Singapore, 3796 fro 
Seoul, 5596 from Osaka and a staggering 120 
from Tokyo. =. 

As a minimum, Hong Kong needs an me 
sive expansion of traffic rights to Beijing a: 
Shanghai. It also needs to build stronger links. 
second-tier mainland cities. Mainland carriers also 
need to be encouraged by code-shares and fifth 
freedom rights to use Hong Kong as a preferred 
international gateway. If Hong Kong does not cap- 
ture this growth, others will. 

Compare Hong Kong's 593 flights a week to 
mainland cities to the 4,200 flights from Lon- 
don to European cities or the 1,900 flights a week 
from Sydney to other Australian cities, and it 
clear how far there is to go before China’s 1.3 b 
lion population is well served in terms of their a 
ation needs. The simple reality is that the opening 
of China’s aviation market is in the process of 
redefining the shape of aviation in Asia. = 
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Escalating Tension Over 


Hong Kong Democracy 


The Hong Kong government offered a watered- 
down version of how to proceed with electoral 
reform proposals as it sought to walk a middle road 
between Beijing and pro-democracy forces in Hong 
Kong. Chief Secretary Donald Tsang, who leads the 
city’s civil service, said it would be futile for Hong 
Kong to push too hard for fast democratic change 
following the pre-emptive strike delivered by 
China’s National People’s Congress last month. The 
NPC delivered a stern repudiation of any hopes 
Hong Kong may have had to directly elect its chief 
executive or its entire legislature as early as 2007. 
The conflict escalated when the Chinese govern- 
ment’s liaison office in Hong Kong said on May 8 
that any motions in the Hong Kong legislature to 
voice discontent with the NPC’s ruling are “against 
the law as well as the 
constitution.” Hong 
Kong’s democracy 
advocates said they 
would go ahead with 

, legislation condemn- 
= ing the NPC. An earlier 


m E j| d motion to criticize the 
ee EN E Ar | ruling was blocked in 


the legislature. 


WARNING: Donald Tsang (right) 





CHINA SEEKS TO CURB GROWTH 
After taking several steps, Beijing is considering further action aimed at 
slowing the growth of the economy, which China's leaders fear might be 


Photos: AFP 





JOINT VENTURE 


French car maker 
Renault has signed a 
deal with China’s third- 
largest vehicle manufac- 
turer, Dongfeng Motor, 
according to the govern- 
ment's official English- 
language China Daily. 
Renault refused to 
comment on the report, 
and a Dongfeng 
spokesman said he knew 
of no such deal. Accord- 
ing to the newspaper, the 
deal involves a 50-50 
joint venture, which 
would be Renault's first 
in China, to be estab- 
lished in Shenzhen. The 
joint venture is to be 
capable of making 
300,000 cars annually. 


TAIWAN 


Beijing claimed that it 
has international sup- 





PREMIER WEN Jiabao 
visited Britain for 
discussions with 
Prime Minister Tony 
Blair on a range of 
topics that focused 
on economic and 
trade issues but also 
touched on such 
things as democracy 
in Hong Kong and 
human rights. 
Chinese business 
executives were 
expected to sign 
deals worth $1.8 
billion during the 
visit to Britain, part 
of a tour of Europe. 


in the WHO. Taipei is 
hoping that the WHO's 
member governments 
will consider its applica- 
tion to be granted 
observer status at a 
May 17-22 forum of the 
Geneva-based United 
Nations organization. 


FARM LENDING 


Banks increased their 


port for blocking Tai- 
wan's bid to participate lending to farmers in 

in the World Health the quarter ending on 
Organization. A March 31 to 1.34 trillion 
spokesman for the renminbi ($163 billion), 
Foreign Ministry in 2396 more than in the 
Beijing said that "China same period in 2003. 
expresses strong The increased lending 
dissatisfaction" with represented a concerted 
Taiwan's current effort effort by the govern- 

to gain observer status ment toreversea PP 


getting out of hand. On an 11-day trip in Europe, Premier Wen Jiabao said on 
May 6 in Belgium that the economy was like a speeding car hurtling down 
the highway: “It’s so fast we can’t fully apply the brakes. We can only touch 
the pedal lightly to slow down.” The touches came in the days that followed. 
The government told provinces to cap price increases for utilities if inflation 
is too strong. Also, Beijing promised to examine banks’ books to discourage 
risky loans. The nation was also reported to be considering the first 
increase in interest rates since 1995. Since that time, eight reductions have 
halved the benchmark one-year lending rate to 5.31%. The moves 
contributed to steep stockmarket declines throughout Asia. 
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BUSINESS DIGEST 





HUTCHISON SELLS JOINT-VENTURE STAKE 
Hong Kong-based Hutchison Whampoa sold its 20% stake in a joint 
venture in China with Procter & Gamble to its partner for $1.8 
billion. The sale is the latest in a series this year intended by 
Hutchison to bring in cash to help support its third-generation 
mobile-phone business, which the company expects will lose 
HK$22 billion ($2.82 billion) this year before interest and taxes. 
The former joint venture sells household and personal-care prod- 
ucts in the mainland including shampoo and diapers. Hutchison 
described the joint venture as a “noncore asset.” Hutchison’s 
3G business, which it launched early last year in Britain and Italy, 
has since been rolled out in other European markets as well as 
in Australia and Hong Kong. Analysts say that the 3G business has 
made a slower-than-expected start. 


GREATER CHINA IPO SPREE 

CSMC plans to become the second Chinese semiconductor maker 
to go public overseas when it seeks to raise HK$780 million ($100 
million) on Hong Kong’s stock exchange. Semiconductor Manufac- 
turing Industries became the first Chinese chip maker to sell shares 
overseas when it went public in March. The company’s shares 
have tumbled by about one-third since that listing, driven down by 
investor concerns that the chip industry’s growth may peak next 
year. Such poor sentiment has done little to dash the Greater 
China IPO market this year, which for the first time looks set to 
surpass the United States IPO market this year in terms of money 
raised. Investors expect to see a slew of new mainland Chinese com- 
. pany listings in China and Hong Kong this year. 


MERRILL LYNCH BREAKS BARRIER 

Merrill Lynch became the first foreign financial-services institu- 
tion this year to win a licence to invest in China’s A shares, ren- 
minbi-denominated stock that was once reserved for domestic 
investors. Merrill Lynch is the 13th company to win designation as 
a qualified foreign institutional investor (OFII), but it is the first 
to win the licence so far this year. China approved 12 companies 
under OFII rules last year, but then backed away because of mis- 
givings that the scheme might be used for currency speculation. 
The licence will enable Merrill Lynch to invest about $100 million 
in 1,300 Chinese A-share companies. 


TRADE FIGHT WITH EUROPE 

China agreed to slightly ease plans to sharply restrict its exports 
of coke, a key ingredient for Europe's steel industry. China exported 
15 million tonnes of coke last year, which represented half of the 
world's trade in coke. It had planned to slash 2004 exports to 
between 8.5 million and 9.8 million tonnes to safeguard supplies for 
its own rapidly growing economy. In talks with European Union trade 
negotiators in Brussels, China's Trade Minister Bo Xilai said the coun- 
try would increase its coke exports by up to 2 million tonnes this 
year. The European Commission, the EU's executive arm, praised 
the increased exports but said it would continue to press Beijing 
to drop its coke licence-and-quota system. 
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decline in grain produc- 
tion caused by the 
conversion of farmland 
to industrial use, 
according to analysts. 


COMPANIES 


Once high-flying Euro- 
Asia, the orchid-growing 
company founded by 
disgraced tycoon Yang 
Bin, who is now in jail in 
China, was ordered to be 
wound up by a Hong 
Kong court after a 10- 





YANG: Jailed tycoon 


month rescue bid by the 
company's liquidators 
failed. Yang was arrested 
in 2002 and charged 
with a series of financial 
crimes including forgery 
and fraud. He became a 
symbol of how some 
Chinese entrepreneurs 
had artificially inflated 
the performance and 
prospects of their 
companies to obtain 
stockmarket listings. 





SCHOOL'S OUT: 8,600 Internet cafes closed 


CREDIT QUALITY 


Standard & Poor's 
upgraded its ratings of a 
handful of companies in 
mainland China and 
Hong Kong as it con- 
cluded that overall 
corporate credit quality 
in Greater China is 
improving. In its biannual 
report for Greater China, 
the ratings company 
issued no downgrades. 


REUNIFICATION 


Premier Wen Jiabao will 
consider the introduction 
of legislation that would 
mandate eventual 
reunification between the 
mainland and Taiwan. 
The significance of such 
a bill, according to legal 
experts, could be to 
legally require Chinese 
leaders to attack Taiwan 
if the island ever 
declared independence. 


INTERNET CAFES 


China has shut down 
more than 8,600 unli- 
censed Internet cafes in 
the past three months, 
according to the govern- 
ment, many for admitting 
juveniles. China bans 
such cafes from being 
within 200 metres of 
schools. One government 
ministry said that Internet 
cafes that admit minors 
“have brought great harm 
to the mental health of 
teenagers” and interfered 
with education. 
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Bush to Chen: 
Don’t Risk It 


The U.S. is getting tough with Taiwan in the run-up to 

Chen Shui-bian’s inauguration. The message: Make clear that 
Taiwan is not moving towards independence, or risk 

losing American support. The first test of whether Chen 

is listening will be his inaugural speech 


AS CHEN SHUI-BIAN prepares to be 
sworn in for a second term as Taiwan's 
president on May 20, United States offi- 
cials are sending unusually blunt mes- 
sages to his government that U.S. support 
for Taiwan has its limits. 

If Chen tries to use the next four years 
to formalize Taiwan's de facto independ- 
ence from mainland China, U.S. officials 
are warning him both privately and pub- 
licly that he will jeopardize American sup- 
port for Taiwan. A senior U.S. adminis- 
tration official tells the REviEw, "The cost 
for Taiwan is its security" —U.S. officials 
are increasingly convinced that China, 
which claims sovereignty over Taiwan, 
would respond militarily—"its economy, 
its relationship with us, its relationship 
with Japan." Says the official, “One of the 
things we continually reinforce with our 
friends in Taipei is exactly what they 
would be putting at risk." 

In testimony before a congressional 
hearing on Taiwan on April 21, Assistant 
Secretary of State James Kelly argued, 
"Realistically, any unilateral move towards 
independence will, in our view, avail Tai- 
wan of nothing it does not already enjoy 
in terms of freedom, autonomy, pros- 
perity and security." On the other hand, 
he warned, “such measures could carry 
the potential for a military response from 
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the PRC—a dangerous, objectionable and 
foolish response—that could destroy 
much of what Taiwan has built." 

U.S. officials claim not to have an opin- 
ion about what eventual relationship Tai- 
wan and the People's Republic of China 
ought to have with each other—whether 
they should merge, stay separate, or some- 
thing in between. But at a time when the 
U.S. military is tied down in wars in Iraq 
and Afghanistan, the administration's top 
priority, officials say, is to maintain peace 
and stability in the Taiwan Strait. 


WASHINGTON'S 
WISH-LIST 


The Bush administration 
wants Chen to: 


* Leave Taiwanese sover- 


eignty out of constitu- 
tional-reform plans 


* Put forward a pragmatic 
vision for Taiwan’s 
relations with China 


e Take seriously Beijing’s 
threat to use force 








The U.S. government’s sober calcu- 
lation is that any efforts by Chen to estab- 
lish a legal status for Taiwan's de facto 
independence—for example, through the 
referendum on constitutional change 
that Chen plans to hold in 2006, to pave 
the way for a new or revised constitu- 
tion in 2008—could ignite a war with 
China. The U.S., by virtue of its com- 
mitments under the 1979 Taiwan Rela- 
tions Act, would almost certainly be 
drawn into such a war. Beijing has repeat- 
edly warned that it will resort to force to 
prevent Taiwan's independence, Kelly 
said, and “it would be irresponsible of us 
and of Taiwan’s leaders to treat these 
statements as empty threats.” 

The U.S. has unparalleled leverage 
over Taiwan. It supplies almost all the 
island’s defence hardware, and is work- 
ing with the Taiwan military on an ambi- 
tious programme to improve its effec- 
tiveness, focusing on doctrine, training 
and joint operations; modernization of 
command, control, communications, 
computer, intelligence, surveillance and 
reconnaissance systems; air and missile 
defence; and anti-submarine warfare. 
The threat of U.S. intervention in any 
cross-strait conflict has for half a century 
deterred China from trying to take 
control of the island by force. The U.S. 
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PRESSURE TACTICS: 


EC g TIRITI: 


mu 


Taiwan TV news 


shows Chen 


responding to 


Bush's public rebuke 


in December 


is also Taiwan’s most powerful champion 
in its efforts to raise its international 
profile, including its effort to win 
observer status in the World Health 
Organization. 

But Chen has so far proved stubbornly 
resistant to U.S. attempts to rein him in. 
A White House official, James F. Mori- 
arty, then the National Security Coun- 
cil’s Asia chief, made three secret trips 
to Taipei to convey Bush's concerns over 
Chen's plans to hold referendums 
opposed by China. Moriarty's last trip was 
in the first week of December 2003. Chen 
rebuffed him, forcing Bush to make his 
concerns public in a rare rebuke of Chen 
during a December 9 meeting at the 
White House between Bush and visiting 
Chinese Premier Wen Jiabao. Even then, 
Chen went ahead and held two referen- 
dums on March 20, the same day as the 
presidential election, though he changed 
the subject of the referendums to make 
them less provocative to China. 

Even U.S. officials concede they don't 
know whether their current all-out efforts 
to persuade Chen to exclude sovereignty 
and independence issues from his plans 
for constitutional reform will succeed. 
Says the senior administration official, 
who asked to remain anonymous, “... 
everybody at the senior level in Taiwan has 
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gotten this directly at this point, more than 
once, has gotten this message in person 
... they realize that we have real concerns. 
Whether or not they can act on them, 
we're going to keep pressing." 

To drive home the message, Michael 
J. Green, senior director for Asian affairs 
at the National Security Council, made 
an unpublicized visit to Taipei shortly 
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Chen’s plans for constitutional reform, 
the official says. "And therefore what we 
want to hear is a clear and unequivocal 
statement that sovereignty and inde- 
pendence are not part of that process." 
Reflecting the degree to which Chen's 
first four years in office have undermined 
U.S. trust in him, the official warns the 
Taiwan president, a trained lawyer, 


A SENIOR BUSH ADMINISTRATION OFFICIAL IS 
SPECIFIC ABOUT WHAT THE U.S. DOES AND DOES NOT 
WANT TO HEAR CHEN SAY AT HIS INAUGURATION 


after Chen's narrow re-election. (Chen's 
opponents dispute his victory. A vote 
recount began on May ro.) Top Chen 
advisers Chiou I-jen and Ke Cheng-heng 
flew to Washington in late April for 
more consultations. 

The first test of Chen's willingness to 
heed American concerns will be his May 
20 inauguration speech, which the U.S. 
government will review before Chen 
delivers it. The senior administration offi- 
cial is specific about what the U.S. does 
and does not want to hear Chen say that 
day. "We're not asking to hear it, but we 
expect that we're likely to hear" about 


against, “lawyerly sub-clauses or condi- 
tional sentences or three sentences later 
saying the status quo is that we're already 
sovereign and independent." 

The official says the U.S. is not insist- 
ing that Chen repeat the "five noes" 
pledge he made in his first inaugural 
address—no declaration of independence, 
no change in Taiwan's official name, no 
inclusion in the constitution of the asser- 
tion that China and Taiwan have “state-to- 
state" relations, no referendum on the 
question of independence or unification, 
and no abolition of Taiwan's Guidelines 
for National Unification or of the PP 
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National Unification Council. But the 
official says the five noes "concept was 
important, because it took something off 
[the table]. If he doesn't do something like 
that, it will raise real questions around 
the world about just where Taiwan is 
heading." 

Finally, says the official, “it would be 
very useful for Taiwan and its relationship 
with its friends around the world to put 
forward a pragmatic vision . . . of how in 
the long run China and Taiwan will relate. 
In other words, making it clear that what 
Taiwan is about is not splittism or inde- 
pendence, but that it sees some future in 
the relationship, to be worked out." 

In an attempt to disarm his critics and 
present himself as committed to work- 


ing for stable relations with China, Chen 
on February 3 unveiled a proposal for a 
“Peace and Stability Framework" across 
the Taiwan Strait. But the senior admin- 
istration official makes clear that is not 
what Washington has in mind. "It would 
be very good if Taiwan gave some vision 
of cross-strait relations and interaction and 
dialogue that is grounded in practicality, 
instead of this peace and stability frame- 
work that was full of poison pills, proba- 
bly intentionally so, so that Beijing would 
reject it," the official says. 

Among the elements of Chen's frame- 
work: a commitment by both sides to 
resolve disputes peacefully; the creation 
of a demilitarized buffer zone between 
the mainland and Taiwan, requiring the 





CHEN'S INAUGURAL SPEECH: WHAT TO EXPECT 


With emotions still raw after Taiwan's bitterly contested March 
20 election, security will be extra tight on May 20 when Presi- 
dent Chen Shui-bian is scheduled to take office for a second 
four-year term. Security officials have expressed concern that 
opposition protests on that day could boil over into violence. 
They also worry about intelligence they say they've received 
suggesting that someone might use a remote-controlled 
aircraft to fly a bomb to the scene of the ceremony in Taipei. 

Those fears may well come to nothing. But even if all goes 
smoothly, Chen's inaugural address could have sweeping 
implications for peace and stability well beyond Taiwan's 
capital. Analysts and government officials around the world 
will be parsing his speech closely for signs of whether Chen 
will show the restraint needed to calm increasingly tense 
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relations with China, or whether he will continue to pursue a 
defiant stance, which many observers fear could lead to war. 

Chen's speech will have to perform many functions. It will 
need to both rally supporters and reach out to opponents still 
angry after Chen won re-election by just 0.2% of the vote. 
Teams of judges, lawyers and court officials on May 10 began 
a recount of the vote, which is expected to be completed by 
inauguration day. The process is widely expected to confirm 
Chen's victory and could ease domestic discord. 

Chen must also use his speech to chart the course for his 
next four years in power. This includes controversial plans to 
rewrite Taiwan's constitution while convincing China, the 
United States and other countries that he is not using constitu- 
tional revision to formalize Taiwan's independence. Beijing 
claims sovereignty over the island despite 55 years of separate 
rule, and has threatened war to prevent a permanent split. 

Perhaps most important, Chen must use the speech to 
placate mounting frustration with his government in the U.S., 
Taiwan's most important foreign friend and likely protector if 
China were to attack. American concern that Chen is reck- 
lessly risking war was enunciated starkly last month by Assis- 
tant Secretary of State James Kelly (see main article), and has 
been repeated numerous times since then by other U.S. 
officials. Both Douglas Paal, the top U.S. emissary to Taipei, 
and his deputy David Keegan, have repeated Kelly's remarks 
almost verbatim in recent speeches covered by Taiwan televi- 
sion news stations. The point appears to be registering with at 
least some in the Chen government. 

“The message is heard here in Taiwan. It's loud and clear,” 
says a senior Chen administration official, speaking on condi- 
tion of anonymity. In particular, the official says, Taipei has 
registered Washington's adamant opposition to any formal 
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DEFENCE HARDWARE: U.S.-made F-16s and 
Taiwan-made jet fighters in annual exercises 


removal of combat personnel, equipment 
and deployed missiles; the establishment 
of a political relationship based on 
“mutual respect”; the posting of repre- 
sentatives to each other’s capitals; mutual 
recognition of jurisdiction; and nonin- 
terference in each other’s diplomatic 
affairs. For Taiwan to be “trying to score 
points with its friends in the U.S. and 
Japan and elsewhere with grandiose peace 
and stability frameworks” that include 
provisions intolerable to Beijing is “not 
helpful,” the official says drily. 

The U.S. is not all about scolding. 
Officials are also emphasizing all that the 


U.S. offers the island. The people of Tai- 
wan “have no better friend than the U.S. 
and the U.S. is willing to do quite a lot for 
Taiwan, for its economy, for its people, 
for its security,” says the official. “What 
President Bush said in April 2001 was 
deliberate,” the official notes. Bush said 
then that in the case of a mainland attack, 
the U.S. would provide Taiwan “whatever 
it took to help Taiwan defend herself.” 
The U.S. offers Taiwan robust arms pack- 
ages and what the official calls “sincere” 
support for Taiwan's participation in the 
WHO. But, the official adds, "Taiwan 
shouldn't take that for granted and should 
know that we do have a one-China policy 
and we oppose any unilateral change to 
the status quo by either side." & 





change in the status quo governing relations across the Taiwan 
Strait during the constitutional-revision process. "We will make 
sure to put in [the inaugural address] that in the constitutional 
process the sovereignty issue won't come up." 

According to the official and senior members of Chen's 
Democratic Progressive Party, no change in the status quo is 
likely to mean making clear in the inaugural address that any 
new constitution won't alter Taiwan's formal name, Republic of 
China (ROC), its flag or its national anthem, which are symbols 
connecting the island to China. Indeed, in recent weeks Chen 
and the DPP have embraced the trap- 


pings of the ROC with unprecedented Chen must use 


vigour. He has told supporters that they his speech to 
should wave ROC flags at his inaugura- placate U.S. 
tion, and DPP leaders are pointedly frustration with 
using "Republic of China," both to his government 


reassure the international community 
and to placate domestic critics who accuse Chen of wanting to 
establish a "Republic of Taiwan." 

Likewise, Chen aides and allies say he may use his inaugu- 
ral address to allay fears that a new constitution will change 
the ROC's official borders, which, in a holdover from the days 
of Chiang Kai-shek, still encompass all of mainland China and 
Mongolia. While the prospect of such a change has worried 
many, the current constitution actually doesn't specify the 
ROC's existing boundaries; it merely prescribes the legislative 
mechanism for changing them. "The way to get around it is not 
to change the article in the existing constitution," says the 
Chen administration official. "If we leave it the way it is people 
can interpret it the way they want." 

Other conciliatory points, however, are likely to be miss- 
ing from Chen's speech, say aides and political allies. Admin- 
istration officials say he isn't likely, for example, to repeat the 
"five noes" from his 2000 inaugural, a group of pledges that 
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essentially amounted to forswearing a formal declaration of 
independence. Officials say his speech this time will advance 
a more "positive" message. Similarly, Chen is unlikely to 
repeat another line from his 2000 inaugural about the possi- 
bility of a "future one China," a formulation that gave China's 
leaders some comfort that their goal of ultimate unification 
isn't being ruled out. 

And Chen isn't likely, say officials and senior members of 
his party, to relent entirely on his insistence that the island is 
already an "independent, sovereign country," though he may 
soften the statement by referring to the ROC instead of 
Taiwan. Recognizing Taiwan's de facto independence is a 
pillar of the DPP's governing philosophy, and polls show most 
people in Taiwan agree with it. 

Nor has Chen shown any inclination since his re-election 
to tone down his condemnation of Beijing. In an April 20 
meeting, for example, with Ross Terrill, a staunch critic of 
Beijing and author of the 2003 book 7he New Chinese Empire, 
Chen took the opportunity to blast China's government and 
predict that “as a traditional autocratic empire, it will certainly 
one day also collapse." 

Some analysts have said that December elections for 
Taiwan's 225-seat legislature, in which the DPP hopes to win a 
majority for the first time, could trigger more anti-China moves 
by Chen. But polls show that voters in legislative races care 
far more about individual candidates than their parties, sug- 
gesting that such a strategy would be unhelpful. 

DPP leaders these days tend to stress Chen's pragmatism, 
which they say will compel him to use his speech to allay the 
worst fears about his second term. "Chen Shui-bian is a very 
practical politician," says Tuan Yi-kang, a centrist DPP legislator. 
Such pragmatism drove Chen to push for more controversial 
issues during the presidential-election campaign, Tuan says, but 
now "he doesn't need to go taking risks." Jason Dean 
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Targeting a new breed of consumers with conscience, a United States-based sneaker 
maker selects an Asian factory that doesn’t trample workers’ rights 


By Jeremy Wagstaff/J AKARTA, and Joseph Pereira/BosTON 
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THE BATTLE FOR the multi-billion-dollar 
sports-shoe market is taking on a new twist: 
Sneaker makers—who have long been 
accused of using cheap Asian sweatshop 
labour—are now crowing about their fair 
treatment of workers in a bid to appeal to a 
new breed of socially aware consumers. 

Bienestar International, a small United 
States-based clothing manufacturer, is one 
of a growing number of companies that 
want to tap into new consumer demand 
for products made without child or sweat- 
shop labour. As more companies target 
consumers with a conscience, it could 
encourage sweatshops in Asia to clean 
up their act. 

The company selected a plant in Indo- 
nesia to make its new No Sweat sneaker. 
Bata Indonesia, a subsidiary of Canada- 
based shoe giant Bata Limited, looks more 
like a park than Jakarta’s few parks do. 
Wide, tree-lined avenues lead to clean, spa- 
cious work sheds. There's a grassy pitch for 
soccer matches. And a clean, well-stocked 
medical clinic is situated near the main 
gate. Fabio Bellini, an Italian designer who 
worked in several Indonesian shoe facto- 
ries over the past 15 years before joining 
Bata a few months ago, guides visitors 
around the plant as workers make their way 
to the factory’s two canteens. “Elsewhere 
these workers would be forced out of the 
factory grounds to eat, and the gates locked 
behind them,” he says. 

“The Indonesian shoe workers are the 
iconic sweatshop workers of the last cou- 
ple of decades,” says Bienestar vice-presi- 
dent Jeff Ballinger, who once headed the 
Jakarta office of the U.S. trade union group- 
ing, the American Federation of Labour- 
Congress of Industrial Organizations. 

Bienestar’s marketing strategy is to 
promote their shoes as exploitation-free: 
In each shoe box, it will insert details 
about the wages and benefits of the work- 
ers involved in making the sneakers. The 
company hopes to appeal to a new labour- 
conscious consumer, and prod their 
rivals—the likes of Nike and Reebok— 
into making similar reforms. 

Nike and Reebok, however, reject the 
notion that they're employing sweatshop 
labour overseas. Nike, for example, has 
80 people monitoring conditions in its 
suppliers' factories and has partnerships 
with labour-rights groups. Earlier this year 
it joined in successfully putting pressure 
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on one of its 14 contractors in Indonesia 
to reinstate more than 200 workers after 
they were locked out for demanding the 
country’s minimum wage. But problems 
remain: Indonesia’s Manpower Ministry 
has recently accused Nike suppliers and 
more than Go local companies of neglect- 
ing workers’ rights. 

“International labour organizers esti- 
mate that less than 20% of the estimated 
80,000 garment and sneaker factories 
worldwide permit some form of labour 


CONSUMER 
CONSCIENCE 


e Sneaker makers have 
long been accused of 
using sweatshop 
labour 


e Bienestar advertises its 
commitment to using 
only unionized labour 


e The company believes 
the consumer would 
prefer to buy ethically 
made products 


representation among shop workers. 
And being a democracy doesn't guaran- 
tee good labour practices, says Adam 
Neiman, Bienestar’s founder and chief 
executive officer. Countries such as Tai- 
wan and South Korea, he notes, are turn- 
ing increasingly to immigrant labour, 
much of it illegal or poorly regulated. 
"It's hard to unionize when you're sub- 
ject to being booted out of a country at 
a moment's notice." 

Finding Asian suppliers with well- 
organized labour unions, good working 
conditions and enlightened management 


wasn't easy for Bienestar. Indeed, after 
months of looking, Bienestar marketing 
manager Anne O'Loughlin could find 
only one candidate: PT Bata Indonesia, 
a sprawling shoe-making factory in south- 
ern Jakarta set up in the 1930s and so 
much a feature of the local community 
that the suburb, Kalibata, takes its name 
from the company. 

Just finding a factory wasn't enough. 
O'Loughlin had to convince Bata's man- 
agement she was serious about using 
their plant to make shoes. "They thought 
I was some undercover activist or jour- 
nalist, they had never had someone ask- 
ing so many questions," she recalls. "In 
the end they thought it was a good gim- 
mick." Bata's finance director, Dean B. 
Turner, acknowledges he was initially puz- 
zled until he and his colleagues grasped 
Bienestar's approach. “Gimmick is the 
wrong word," he says. 

"The marketing strategy they have is 
they want to appeal to customers that are 
prepared to pay a bit more for a product and 
be comfortable that it's been made in an 
ethical manner." The workers themselves 
were similarly bemused. "It was surpris- 
ing for us," says Harun Umar, the acting 
chairman of the only union at the Bata 
plant, the All-Indonesia Workers Union. 


CAPTIVE UNION? 

There's some question, too, about whether 
having a union is in itself a guarantee that 
the workers are adequately represented. 
The union is the same government-spon- 
sored union that was, until recently, the 
only permitted workers' organization in 
Indonesian factories. Its chairman has 
been in the union movement since the 
1970s and on the union's factory com- 
mittee since the 1980s. 

Management and union leaders say 
there's no other union because workers 
aren't interested in having one, but activists 
monitoring the plant say some workers 
complain the union is too close to the com- 
pany. "From talks we had with the work- 
ers," says Ewald Sihotang, a researcher 
at a non-governmental group, the Urban 
Community Mission, "they were hoping 
to have a counterpart union, but it just 
hasn't happened." The Urban Commu- 
nity Mission and Sihotang, whose parents 
and relatives work at Bata, have helped 
Bienestar to research the plant and >> 
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stress that conditions in the factory are bet- 
ter than those found in other factories they 
have looked at. 

An initial delivery of 1,500 pairs of 
the company's No Sweat sneaker went 
on sale in the U.S. on May r, priced at 
$35, about the same as Nike's Converse 
All Star, the shoe it closely resembles. 
But where the Nike sneaker costs about 
$2 to make, the No Sweat counterpart 
costs about $4.50. Each No Sweat shoe 
box contains information describing 
workers’ benefits, ranging from free 
health care and a monthly rice allowance, 
to a pay package that is about 30% above 
Indonesia’s minimum wage. “Is it per- 
fect? No of course it’s not,” says Neiman, 
“But these benefits would look excellent 
in the U.S.” 

About half the original order of No 
Sweats has been pre-sold through Bien- 
estar's Web site (www.nosweatapparel.com). 
No Sweat's appeal will mostly be to activist- 
oriented consumers and to so-called Gen- 
eration Y American consumers, born in 
the early 1980s, predicts Neiman. As 
opposed to their Generation X predeces- 
sors, “Gen Y” people have been exposed to 
consciousness-raising efforts by their 
teachers about such topics as sweatshop 
factories and the environment. 

As a group, Gen Y people have tended 
to prefer lesser-known brands in their 
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: Kalibata has taken its name from the company 


choice of shoes and apparel. But Bienes- 
tar may soon face more competition in that 
market from bigger players. Last month, 
for example, San Francisco-based Gap 
Inc.—which in the past has been targeted 
by anti-sweatshop protesters—announced 
it would use a newly unionized factory 
in El Salvador to make its clothing and 
accessories. Similar deals by other com- 
panies could follow, as pressure to choose 
unionized operations increases. 


Association, a not-for-profit organiza- 
tion that monitors how companies com- 
ply with codes of conduct for working 
conditions and labour rights. Other FLA 
members include shoe manufacturers 
like Reebok and Adidas-Salomon. 

Nike has long been skewered by 
activists who charge the apparel and 
footwear giant with using what they call 
sweatshop labour to produce its sneakers 
and clothes. Organizations also criticize 
the FLA for being too lenient on compa- 
nies like Gap, Nike and Reebok. 

A Reebok spokeswoman said the com- 
pany “didn’t want to engage in a debate 
about unions and factory working condi- 
tions." Instead she referred to a recent 
announcement by the FLA crediting the 
company with "substantially complying" 
with its working-conditions requirements 
for athletic-footwear factories. 

The statement "indicates that the com- 
pany comprehensively monitored its 
footwear facilities and exceeded FLA re- 
quirements," the April 29 statement said. 
The requirements include meeting stan- 
dards banning child labour, forced labour, 
abuse and discrimination, collective bar- 
gaining, guaranteeing worker health and 
safety, and freedom of association. 

Meanwhile, three international labour 
and social-justice consortiums—Oxfam, 
Global Unions and Clean Clothes Cam- 
paign—have banded together to send 
40,000 e-mails and letters to Asics Corp., 


“Ts it perfect? No of course it's not. But these 
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benefits would look excellent in the U.S. 


ADAM NEIMAN, CHIEF EXECUTIVE OFFICER, BIENESTAR 


Bienestar’s Neiman says he’s sent let- 
ters to the chief executives of Nike and 
Reebok, urging the two companies to 
include in each shoe box the wages and 
benefits received by the lowest-paid 
worker at the shop that manufactured the 
shoe. If consumers come to expect to see 
such tags in their boxes, Neiman argues, 
more mainstream sports-shoe companies 
may seek unionized suppliers. 

Nike spokeswoman Caitlin Morris 
says: “Nike opposes any situation where 
workers are mistreated.” Morris sug- 
gested that Bienestar join the Fair Labour 


Puma, Umbro, and Sport Brands Inter- 
national LLC and the International 
Olympics Committee, urging the sports- 
wear companies to use suppliers that 
allow workers to unionize as they gear up 
to manufacture uniforms and athletic 
equipment for athletes competing in the 
Olympic Games this summer. 

It will be “the first time the unions 
have joined a coordinated effort with 
NGOs [in making] trade-union rights a 
clear priority,” says Ballinger. = 

Stephanie Kang in Los Angeles 
contributed to this article 
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Micro-LENDING 


Not Just Alms 


In an effort to end begging in Bangladesh, 


Grameen Bank helps beggars become salesmen 





By Sayed Kamaluddin/DHAKA 


GULECHA, A 48-YEAR-OLD woman from Brahmandi, a vil- 
lage 40 kilometres southwest of Dhaka, has been begging for 
the past five years. One morning late last year, when she 
visited a house for alms, she was wearing the Grameen 
Bank badge, which prompted the lady of the house to ask her 
to come inside, and offer Gulecha a place to sit. “I was flab- 
bergasted. Never before [had] anyone treated me like this,” 
says Gulecha, as tears roll down her cheek. Beggars, she 
explains, are often treated “as dirt.” 

What was so special about the badge? It showed that 
Gulecha was part of Grameen Bank's project to eradicate beg- 
ging as a profession. The bank, whose name means “village,” 
claims to have reached 7,000 beggars, or as the bank calls 
them, “struggling members,” in Bangladesh; its target is 
25,000 by the end of this year. It offers small interest-free 
loans of between $10 and $30 to start a business. Muham- 
mad Yunus, the managing director of Grameen Bank, wants 
to see more than half of the villages 
in Bangladesh beggar-free. His tar- 
get for December is to eliminate 
begging in about one-third of the 
nation's villages. 

No cash is given. Bank operatives 
make arrangements with wholesale 
shops to give the struggling members 
a credit line up to a given amount, 
which varies. The bank promises to 
make payments in case of defaults. 

With the first loans, struggling 
members are given identity badges 
that carry their photographs, names 
and the bank’s logo. They are asked to 
sell merchandise while they beg. What 
they sell is up to the individual, but so 
far many have chosen light items such 
as matches, saris or bangles. If young- 
sters accompany them while begging, 
a condition does apply: The children 
should go to school. 

Sceptics abound. Is it Utopian? 
Just a Band-Aid? So far, 12 beggars 
have died after receiving their first 
loan of around $17 and their loans 
have been written off. 
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SALES AND LOANS: Offering alternatives to begging 


Innovation 


The Grameen Bank project was founded in 1976 by 
Yunus, and converted into a formal bank in 1983 to pro- 
vide micro-credit to poor people without any collateral. The 
micro-credit operation has made a cumulative loan dis- 
bursement of $4.2 billion through 1,200 branches in the 
country—95% of the recipients are women. It is said to have 
a 98% repayment rate. 

Yunus, who sits on the board of the United Nations 
Foundation created after American TV magnate Ted Turner 
donated $1 billion to the UN for the poor, is well aware of 
the controversy his Grameen system has generated. He says 
he has answered a lot of questions but cannot get bogged 
down, as “he has work to do.” 

This involves the likes of Ismail, 45, who suffers from 
tuberculosis and says he can no longer work. Only three 
months ago he became a beggar in his village of Nagar- 
kunda, which is about 55 kilometres southwest of Dhaka. 
Though he turned to begging when employment dried up, 
he immediately grabbed the bank’s offer to start his own lit- 
tle enterprise while asking for alms. 


PENSION PLANS 

Ismail now sells pickles in front of a school and at the market 
place. He gets his supply from a shop and earns up to 100 taka 
($1.70) a day. He repays 22 taka a week and has started dream- 
ing of opening his own shop soon. 

He may even try for a pension. The Grameen Bank's pen- 
sion fund calls for people to invest 50 taka a month; after 1o 
years their money is doubled. In less than three months after 
e a struggling member, Gulecha, still a part-time beg- 
gar, but also now a vendor of betel 
nuts and pan, a common chew for vil- 
lagers, offered to subscribe to the pen- 
sion fund. However, the scheme was 
not intended for struggling members 
but rather those who have taken 
micro-loans. 

When asked how she could afford 
to put away 50 taka a month for a 
pension, the bankers say she said: 
“I am still getting two to two-and-a- 
half kilograms of rice from door-to- 
door begging. And even if I can't 
make enough from my little trading, 
I can sell this ‘two days of rice’ and 
pay 50 taka." 

Some critics might say this is 
proof that the system doesn't work. 
She hasn't given up begging. But as 
Yunus told the Review: “There is no 
harm as long as she can make the pay- 
ment. Who are we to refuse her?” He 
appeared incredibly confident that 
Gulecha would not only be able to pay 
her monthly pension-fund contribu- 
tion, but would also become an entre- 
preneur in her own right. = 
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Must Our Machines Die? 


Diamonds may be forever, but gadgets seem to have built-in obsolescence. They break down right 
after the warranty expires. Is it all just a conspiracy to turn us all into shopaholics? 


IT'S BEEN one of those weeks when everything 
technical seems to have died on me. My Canon 
computer scanner started burping when I tried 
to scan in my bank statements, possibly because it 
couldnt believe the overdraft charges I was facing. 
Then two of my label writers stopped working. 
Then some of the keys on my Nokia cellphone 
started misbehaving so that all my text messages 
looked as if they had been tapped in by someone 
who really hated the letters M, N and O. Then 
two separate flash-memory devices—gadgets that 
let you store and move data between devices, like 
photos, or documents—failed. Then my HP 
printer made a noise like someone chewing a 
cheese grater. When I took it to the local HP repair 
shop they told me they'd stopped making that 
model about 25 years ago. 

Could all this be a case of built-in obsolescence, 
I wondered? How come all these things seemed to 
be designed to fail? Was it a coincidence that they 
all seemed to stop working a few months (OK, in 
some cases a decade or two) after their guarantees 
had expired? Was this all part of a grim conspiracy 
to turn us into permanent consumers? 

I knew I wouldn't get a straight answer to these 
kinds of questions as a journalist, so I decided it 
was time to revive one of my alter egos, a charm- 
ing octogenarian called Ethel Girdle, who loyal 
readers might recall wreaking havoc on the cus- 
tomer-service departments of some major tech- 
nology companies two years back (Tea, Sympa- 
thy And Service, July 25, 2002) with her questions 
about the Internet (“How do I get on, and do I need 
special goggles?") and her colourful memories 
(“I was a fighter pilot in the war, you know"). Find- 
ing out about built-in obsolescence was definitely 
a job for the plain-speaking Ethel. 


HELP-DESK HELL 

Sadly, not everyone has woken up to the power 
of an elderly lady with a Yahoo account. Canon, 
the big camera and optics manufacturer, did 
not respond to Ethel's e-mail: "Dear Sir or 
Madam, I won't take up your time, but I’m very 
upset, and even a cup of tea won't calm me down. 
At my age this sort of thing is not conducive. I 
fought in the war, you know! 
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“Anyhoo [sic], I have a Canoscan N656U and now I don't. It 
broke down last night when I was scanning in some pictures of 
one of my 16 grandchildren. It just burps now when I ask it to 
scan. I’m 84 next month and I’m still working, why can't my scan- 
ner?" She concluded: “I’d like to know how long this product is 
supposed to last, and what you're going to do about my prob- 
lem, please. I don’t want a new scanner, or some smooth talk from 
some college-educated PR person, I want things I buy to last more 
than the guarantee does. Is that too much to ask? Yours frustrated, 
Ethel Girdle (Ms.)." 

The frustrated Ethel is still waiting. When she tried to fill 
out a form on Nokia's Web site she was only told “an error 
occurred while processing this directive." Casio at least replied, 
albeit somewhat unhelpfully. 

Dymo, the label-printing folk, were somewhat baffled. After 
filling in all the details on their on-line form, including the serial 
number on the bottom of the printer, Ethel was told to "Please be 
sure to read the Solution carefully". The Solution: “If this is the 
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case please provide us with the following information so we 
can create an RMA for you’. This sounded a bit like one of those 
Catch 22 situations, so she wrote back, somewhat indignantly. An 
H. Brannigan replied, somewhat ungrammatically: “Solution: 
I’m not sure why you are seeing any solution. Try calling tech- 
nical support directly at 203 588 2500.” 

HP were more charming. Delighted to find she could write 
directly to Chairman and Chief Executive Carly Fiorina, Ethel 
was fulsome: “Dear Carly, it’s so good to see a lady in charge 
of a company for once.” Then she opened fire: “Anyhoo [sic], 
I have an HP DeskJet Goo and when it broke the nice man at 
the HP repair shop said it was too old to fix! Too old to fix, I 
asked him? I’m 84 next month and I'm still working, why can't 
my printer?" 

Ethel then got to the point: ^I have a cupboard full of cartridges 
for this printer. What do I do with those? Throw them at the 
invader?" Fiorina, if it was she, wrote back promptly, albeit a lit- 
tle vaguely. An anonymous message said: "Hello. As you may 
already know technology changes rapidly. Your particular unit 
became obsolete July 1996 and parts are no longer available. You 
can donate extra cartridges to local charity. We appreciate the feed- 
back." Ah, Ethel thought, a sign that obsolescence wasn't a myth, 
and a useful piece of advice! On reflection donating the cartridges 






Josh Estey 


seemed to make more sense than hurling them 
at the enemy. 

But it still left some questions unanswered. 
For that, Ethel had to turn to SanDisk, the maker 
of flash memory—which you'll find in your cam- 
era, cellphone, or on those key ring chains that 
people carry around these days. Ethel was 
delighted with the response to her complaint 
about her 128 megabyte SanDisk SmartMedia 
card, which has "stopped storing stuff, includ- 
ing some pictures of my grandchildren trying out 
a new batch of my gooseberry jam." Jerry from 
SanDisk Retail Sales wrote a helpful, long and per- 
sonal response to Ethel's predicament, conclud- 
ing: “I am sorry to hear about what happened. 
Memory, like many electronic devices, may last 
forever or may fail." 

Jerry's missive, though not addressing built- 
in obsolescence head on, has mollified Ethel and 
may be the answer to her question. It's not a con- 
spiracy after all. Stuff, it seems, may last forever 
or it may fail. = 

More musings at Loosewireblog.com 


Quite a few of you wrote in about my 
column on how long-winded spam Web- 
site names may actually contain 
a deep and meaningful guide to love 
(A Love Affair With Spam, Apr. 29). 
Jeremiah Glodoveza of FrontBridge 
Technologies in California wrote: "As a 
PR manager for a company that filters 
thousands of spam subject headlines, 

. your column... was hilarious. Keep on 
with the humour." 

Caroline, who works in Darwin in 
Australia's Northern Territory, said, “I 
seldom write to journos about their 
articles, however yours struck a 
chord. The laughing chord to be 
precise. Very funny and quite some- 
thing as a 29-year-old nearing 30 who 
has had her fair dose of dating. And 
on-line dating? l've been there, done 
that, too. In Australia, rsvp.com.au is 
a huge one, but my friends and I 
never really had much luck with it. | 
have heard of success stories 
through it nonetheless and have 
some fun (and not so fun) memories 
of my time on it. Thanks for your wit 
and the chuckles." 

Intrigued by Caroline's response 


(and the obvious flattery contained 
therein) | asked her to share some of 
her on-line experiences and lessons. 
This is what she's offered (which may 
explain why we're withholding her 
family name and place of work): 

* “Never give your personal mobile 
out to prospective dates. Take theirs. 
| had a date with someone I'd met in 
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cyberspace almost one year ago. There 
was no chemistry for me, but a year on, 
he still calls, still e-mails and just won't 
get the hint. 

* "The other wisdom is, don't get 
too invested in exchanging lengthy 
essays about yourself on-line before 
you've met the guy. Chances are the 
chemistry will not provide the fission 
off-line that it did on. The trap is you've 
spent long hours whiling away at your 
computer (when you should be work- 


ing) telling this guy your life's history, 
dreams and plans for the future and 
within the first three seconds it takes 
to form an impression on meeting, 
you're over him. Not good. Face to face 
speaks a million words. Save your 
million words and just meet up. 

* "Also, ensure they have a photo 
ondine—preference is password-pro- 
tected so you know they're not a total 
‘Im here, come and get me ladies’ 
desperado. For us, we really need that 
photo on display 24/7 as men, well, 
argh, they are visual creatures and you 
do generally need to assure them you 
don't have two heads. 

* "And one last thing to watch out 
for: The on-line dating service will never 
leave you alone once you've registered. 
My inbox is flooded with social parties 
to go to, suggested matches for me, 
reminders of the great men on-ine and 
Valentine's Day tips for dates. Really, 
once you've moved out of singledom 
(albeit one can never be too smug) you 
really don't want to be reminded of the 
days you weren't so lucky in love." 

Thanks, Caroline, great advice. 

Best, Jeremy 
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DEBT RESTRUCTURING 


Lessons From 


The Fall 


As they near the end of their banking sector clean-up, Southeast Asian countries 
have some valuable lessons to teach the rest of the region, the most important being 
the need for speed when dealing with bad loans 


AT THE END OF APRIL, with little fanfare 
and no fireworks, the Indonesian Bank 
Restructuring Agency, or Ibra, pulled 
down its shutters and closed shop. What 
little attention was paid to the closure was 
mostly critical, focusing on what Ibra had 
tried to do and failed, or on what it had not 
even attempted. Almost nothing was said 
about just how much the agency had 
achieved in its brief life. 
Established in the 
depths of the Asian Crisis in 
1998 to salvage what it 
could from the carnage in 
the Indonesian banking 
system, Ibra was saddled 
with some 373,000 non- 
performing loans with a 
face value of 341 trillion 
rupiah ($39 billion at 
today's exchange rate). 
Today, six years later, 
Syafruddin Temenggeng, 
Ibra's last chairman, is able 
to claim that at closure, 95% 
of those bad debts had been 
successfully resolved. 
Viewed like that, 
Indonesia's progress is 
impressive; but it is not 
unique. Among the other 
countries affected by the 
1997-98 crisis, Thailand, 
Malaysia and South Korea 
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all established agencies to resolve their 
own bad-debt problems. Each country now 
hopes the disposal process is finally 
approaching its end. 

In Malaysia, Zukri Samat, managing 
director of Danaharta, the national asset- 
management company, or AMC, expects 
his agency will be wound up for good next 
year. The Bank of Thailand is also planning 


ONLY HALFWAY THERE... 
Asia has disposed of $1 trillion in bad loans, 
but has another $1 trillion still to get rid of 


$ billion 
A Unresolved NPLs in 


By Tom Holland/HoNc KONG 


to shut down its Corporate Debt-Restruc- 
turing Group in 2005, while in Korea, 
Kamco, the Korea Asset-Management 
Company, is winding down its operations. 
Sadly, these closures will not mark the 
end of Asia's bad-debt problem. Although 
the crisis countries of 1997 have now 
largely resolved the nonperforming debts 
that plagued their banking sectors, prob- 
lems elsewhere remain 

untackled. 

"There has been a 
clean-up, but not as much 
as the market would like," 
says Kevin Colglazier, head 
of global fixed interest at 


NPLs disposed government asset- — NPLs in First State Investments in 
. of since Asian management financial London. “The good work 
. financial crisis * corporations X institutions 
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done in places like South- 
east Asia is mitigated by the 
unresolved problems in 
China and other places." 
In India, legislation has 
only recently been put in 
place to address the legacy 
of bad debts bequeathed by 
the “socialist” economy of 
the country's past. In Japan, 
bank restructuring pro- 
ceeds at a glacial pace. And 
in China, observers fear a 
whole new generation of 
bad debts will be created by 
last year's ballooning credit 
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CLEANING UP ITS ACT: China must not create new bad loans even as it writes off old ones 


growth. If these landmines are to be 
defused safely, argue Syafruddin, Zukri 
and others, it is essential that the lessons 
of bank restructuring from the crisis 
countries are closely studied across 
the region. 

Ask almost any of the officials or 
bankers who have been involved in 
restructuring or disposing of nonper- 
forming loans in Asia over the past few 
years what they have learned from the 
experience, and they will answer that 
speed is all important. 

“The longer restructuring takes, the 
worse it gets," says Syafruddin. It is a 
lesson that Indonesia learned the hard 
way. When Syafruddin took over Ibra in 
April 2002, the agency had disposed of 
only a fifth of the debt on its books in 
three-and-a-half years. Biting the bullet, 
Syafruddin introduced a crash pro- 
gramme to resolve the remaining bad 
debts. In the end Ibra recovered around 
2896 of the face value of the assets it held; 
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low, perhaps, but the same as the rate 
achieved by Kamco in Korea. 

The sooner nonperforming loans can 
be disposed of, agree officials and private 
sector financiers, the better for Asia's bank- 
ing systems and its economies at large. 
Until banks are relieved of their nonper- 
forming-loan burdens, they will not 
resume productive lending, explains Harjit 
Bhatia, Asia-Pacific president of GE's 
Global Financial Restructuring unit. "We 
need to move much faster in Asia to bring 
back growth," says Bhatia. "We need to 
clean up our act so banks can get back to 
their basic business of lending." 

Although a rapid resolution of bad- 
debt problems is vital, it is impossible 
without solid political backing. "Success 
depends on political and regulatory lead- 
ership," says Bhatia, who controls some 
$2 billion worth of bad debt in 40 port- 
folios across Asia. "Governments have 
to acknowledge the problem exists." 

In 1997 and 1998, the solution 
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favoured by Asian governments was to 
establish monolithic official agencies to 
manage the process. In retrospect, admits 
Syafruddin, that may not have been the 
best approach. Government-run agencies, 
he says, are too susceptible to political 
manipulation. Syafruddin himself was 
Ibra’s seventh chairman in less than four 
years. During that period, the agency was 
plagued by political interference. As a 
result, its recovery rate on some portfolios 
of bad debt was as low as 6%, he says. 

In the future, countries dealing with 
nonperforming-loan problems should 
push their banks to dispose of bad assets 
through the private sector. “Make the 
market work,” he says. “Never set up big 
institutions like Ibra.” But before private 
investors risk their own capital, they 
require a transparent and efficient legal 
framework to ensure their commercial 
rights are respected and that the processes 
followed are predictable. 

Nowhere is this more important than 
in China, where analysts have estimated 
that as many as 45% of all bank loans may 
be nonperforming. “Given the magnitude 
of the problem the Chinese banking sys- 
tem faces, it is imperative that clear rules 
are put into place,” says Bhatia from GE. 

Finally, governments must ensure that 
similar explosions of bad debt do not 
recur. That can only be done by ensur- 
ing sound macroeconomic management 
and by rigorously promoting the best 
standards of corporate governance, says 
Tumnong Dasri, head of the corporate 
restructuring unit of the Bank of Thai- 
land. “During the crisis, too many com- 
panies got into property development,” he 
laments. Today, the bank of Thailand is 
stepping up its monitoring of commercial 
bank lending, says Dasri, to ensure that a 
nascent property boom in Thailand does 
not lead to a similar situation. 

Its a point that resonates with 
Syafruddin. One of Ibra's main problems, 
he says, was the woeful quality of the 
assets it held. Inspecting properties 
advanced as collateral on bank loans, 
Syafruddin recalls finding that one turned 
out to lie below the high water mark. “You 
could see it at low tide,” he recalls; another 
turned out to be a Jakarta cemetery. Only 
with better corporate governance can 
similar abuses of Asia’s banking systems 
be avoided in future. = 
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Kookmin has set 
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Korean banks 
building a global 
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Imaginechina /Bloomberg News 


The Search for Quality 


By adopting aggressive rish-management practices, Korea's largest bank has dramatically 
improved asset quality, cut losses and restored profitability 


COMING OUT OF the Asian financial crisis, Korea's biggest 
bank, Kookmin, took a hard look at where it was going and 
set some ambitious targets. The first was to join the ranks 
of the world's top 30 banks by 2006. The goal: a market 
capitalization of $25 billion. 

Itis a brave aspiration for a bank with a capitalization half 
that amount and that booked the first loss in its history 
last year after making huge provisions for bad credit-card, 
corporate and consumer debt. Now 
trading at 43,000 won ($36), it would 
need to see its share price go to 80,000 
won to realize the goal. 

But industry analysts have been 
impressed by the readiness of Kook- 
min’s management to face hard deci- 
sions in cleaning up the hangover from 
the 1997-98 financial crisis. As Kook- 
min struggled under the dead weight 
of bad debt, it simultaneously started 
to lay the foundation for recovery. It 





used early retirement schemes and CUTTING CORPORATE RISK: Lee (/eft) and MacKenzie 
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branch closures to cut costs, while seeking to improve asset 
quality. The bank introduced new risk-management tools, 
improved collection processes and set in place tougher credit 
checks. “We have been reducing our exposure to poor-quality 
customers and replacing that with increasing exposure to 
higher-quality customers," says Donald MacKenzie, a Kook- 
min executive director. 

Although it deliberately slowed asset growth while it 
cleaned up debt, Kookmin has also 
launched a range of new products to 
strengthen its place as the country's 
leading retail bank. One innovation has 
5 been its mobile-banking service. Tak- 
| ing advantage of the Korean fascina- 

tion with gadgetry, particularly any- 
thing to do with mobile phones, Kook- 
min allows customers to make in- 
quiries and transfer funds by placing 
a “smart chip" on their mobiles. “They 
are the market leaders and they are 
becoming more so," comments one 
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Seoul-based financial analyst. "They do tend to be the first 
to do many things." 

Kookmin’s emergence from the financial crisis is a testa- 
ment to the readiness of its senior management to make dif- 
ficult changes. And although Kookmin might have set the pace, 
change is evident industry-wide. Since the 1997 crisis, merg- 
ers and consolidations have reduced the number of banks from 
33 to 19. The industry is now dominated by several big players, 
notably Kookmin, Woori and Shinhan. "The government 
decided it must have big banks," says Kang Jeong Il, a professor 
in the business department of Yonsei University. 

Within Kookmin, the willingness to reform has been 
most apparent in the field of risk management. The bank's 
risk-management group is headed by MacKenzie, a lanky 
Canadian, who was initially brought on board as an adviser 
four years ago and is now a senior executive vice-president. 
MacKenzie had worked in Japan for 18 years, including a 
stint as country manager for ING Bank before moving to 
Seoul. Facing the daunting task of overhauling Kookmin's 
risk-management systems, he immediately noted the con- 
trast between Korean and Japanese attitudes to the bank- 
ing malaise. 

"One of the things that struck me was the desire to change 
and improve [in Korea], whereas in Japan now for a decade or 
more there is a desire to keep everything the 
same and cross your fingers and hope the 
economy will improve," says MacKenzie. One 
of the central problems he identified was that 
in the drive for growth Kookmin and its com- 
petitors had failed to focus on asset quality. 
Retail and corporate lending was commonly 
based on collateral without any heed to the 
borrower's ability to pay. 

At Kookmin, MacKenzie oversaw a rapid, 
organization-wide shake-up of risk manage- 
ment, including systems to improve loan 
approvals and collections. The risk-manage- 
ment system is now being expanded to 
include the beleaguered KB Card, which was 
fully absorbed into Kookmin in September 28, 
last year. The changes to risk management 


applied to retail and small-business cus- 
tomers, who in the past had been expected 
to give no more than the most rudimentary information 
before being given credit. 

Senior managers including chief executive Jung Tae Kim 
knew reform had to come and were strong supporters of 
MacKenzie's risk-management team. But not surprisingly, the 
speed of change ruffled a few feathers in lower manage- 
ment and in the branch network. Says MacKenzie: *I think 
there are still some vestiges of the old way of thinking but 
for the most part they're gone. We realize we can't do business 
that way any more." 

The greater focus on asset quality also prompted Kook- 
min to reduce its exposure to big corporate lenders by 2 trillion 
won to 4.7 trillion won during the past two years. This year, 


May 20, 2004 


Employees: 


Branches: 
included much more stringent tests being 1,085 





growth in the corporate-loan portfolio is expected to be held 
to 0.2%, according to the head of the corporate-banking group, 
Lee Jeung Lak. “We have reduced our large corporate out- 
standing [exposure] by about 30%,” says Lee. “We have no 
problem exposures now.” 

The same rigour is being applied to small to medium-sized 
enterprises, or SMEs. Lee says the bank aims to reduce loans 
to SMEs by 1 trillion won this year by calling in loans as 
contracts reach their due date. The tougher approach to new 
loans and existing borrowers is starting to produce modest 
results. Unprecedented loan-loss provisions led Kookmin to 
report a 753 billion won loss in 2003, despite operating income 
increasing by 13.1% to 4.5 trillion won. Bad credit-card loans 
accounted for more than 60% of the loss. 


IMPROVING ASSET QUALITY 

The good news is that the bank expects to reach the credit- 
card business to break even in the next few months. The 
corporate banking group turned a small profit in the first 
quarter this year, after accounting for 1 trillion won of last 
year’s 6.1 trillion won in loss provisions. 

But Kookmin executives caution that the effort to improve 
asset quality could take another couple of years to benefit 
the bottom line. Given the bank’s retail focus, profitability will 
depend on the state of the South Korean econ- 
omy. After a slowdown in 2002 and 2003, the 
government hopes to see faster growth this 
year. Kookmin, 74% foreign-owned, aims to 
consolidate in its home market by pursuing 
products such as bancassurance, structured 
deposits and investment-trust product sales. 
In December, the bank bought back the gov- 
ernment's remaining 9% stake. 

Kookmin, however, does have ambitions 
to expand in Asia. Last year, it bought a small 
stake in Bank Internasional Indonesia as 
a platform to gain experience in foreign 
markets. But any serious acquisition outside 
Korea is unlikely to come for another two to 
three years. Analysts have endorsed the strat- 
egy of domestic consolidation. In an April 
report, Deutsche Bank’s equity-research unit 
forecast Kookmin’s share price would go to 
56,000 won, pointing to Kookminr’s small first 
quarter profit of 169 billion won. 

But privately analysts say Kookmin’s goal of joining the 
world's top 30 banks by market capitalization will depend 
on factors beyond its control. Says one analyst, “To almost 
double their market capitalization in the next two years is not 
only going to take cleaning up their assets, it's going to take 
a bounce in the economy as well." 

Kookmin executives admit there is still some way for 
the bank to go, including changing an internal branch culture 
that permitted a credit free-for-all. However, they are confident 
they have turned the corner in coming out of the 1997 crisis. 
“I steadfastly believe Korea is moving in the right direction, 
but it will take time," says MacKenzie. = 
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BANK MANDIRI 


Breaking 
The Mould 


Formed through the merger of four state-owned 
banks, Mandiri is shedding its bureaucratic 
legacy to become more commercially focused 


By Joel Baglole/JAKARTA 


AT THE START OF THIS YEAR, in an effort to further reha- 
bilitate its image, Bank Mandiri took out advertisements in 
newspapers across the country urging clients not to offer 
the bank’s employees gifts, bluntly stating that such overtures 
would be viewed as bribes and subject employees to the loss 
of their jobs and possible legal action. 


NEW FOCUS: Mandiri will rely on consumers rather than corporates 
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Six years after being cobbled together out of the wreckage 
of four large state-owned lenders, and having had $23 bil- 
lion in bad loans taken off its books by the government, Bank 
Mandiri, now Indonesia's largest lender by assets, still strug- 
gles to convince investors that it is committed to becoming 
a responsible, corruption-free financial institution. 

“We have to do a lot of work to counter the negative image 
of Bank Mandiri and show that our internal controls are 
strong. But we take that as our challenge," says Keat Lee, 
the bank's chief financial officer. 

E.C.W. Neloe, Mandiri's chief executive officer, echoes the 
sentiment, saying in an interview that the mantra within 
the bank today is *No delays. No errors. No bribes." 

While much work is still needed for Mandiri to reach 
the ambitious goals its top executives have set for the lender, 
many things have been going right for the bank over the 
past year. Some analysts are now cautiously optimistic about 
Mandiris future and praise its turnaround since it was formed 
in the aftermath of the 1997-98 Asian financial crisis. 

"Mandiri is moving towards [being] a profit-driven bank," 
says Raymond Kosasih, a senior analyst at Credit Lyonnais 
Securities Asia in Jakarta. "The government intervention is 
still there. But they've done a lot to improve their opera- 
tions. You have to remember that Mandiri was formed out 
of the crappiest of banks. So if you look at it in those terms, 
they're moving in the right direction." 

Today, Mandiri, which is 7096 government-owned, tow- 
ers over Indonesia's crowded banking sector. According to 
the central bank, there are 133 lenders in this country of 
220 million people. With total assets of 249.44 trillion rupiah 
($28.7 billion), Mandiri is nearly twice as large as Indone- 
sia's second-largest lender, Bank Central Asia (BCA). 

In 2003, Mandiri recorded an after-tax profit of 4.59 tril- 
lion rupiah, up 2896 from 3.59 trillion rupiah a year earlier. The 
bank lowered the government bonds on its books to 122.91 tril- 
lion rupiah, down 17.4% from 148.85 trillion rupiah in 2002. 
And, its ratio of nonperforming loans to total loans now stands 
at 8.6%, above the industry average of 8% but far below the 
staggering 7026 NPL ratio it had when it was founded. Mandiri 
last year grew its gross loans by 16.196 to 75.84 trillion rupiah, 
a rate analysts say is fast but sustainable. 

To analysts, more impressive than its financial results 
have been the steps Mandiri has taken over the past year to 
bolster corporate governance and diversify its operations. 
Neloe says 30% of his senior managers are now from out- 
side the four legacy banks that created Mandiri. Analysts say 
Mandiri's transparency has improved markedly since it went 
public last July, listing shares on the Jakarta Stock Exchange. 
The bank now discloses financial information each quarter 
and speaks regularly to analysts and fund managers, and is 
subject to outside auditing by accountants Ernst & Young. 
Some analysts say it was impossible to speak with Mandiri 
executives in the past. 

The initial public offering was a success. The offer was 
seven times oversubscribed and Mandiri's shares rose 2696 
on their first trading day, closing at 850 rupiah per share. The 
bank's share price is now 1,200 rupiah. Foreign insti- >> 
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A thin line separates fame and recognition. | 
It’s called the Asia Business Leader Awards 2004. 
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Vision, foresight and unwavering commitment to stay on top of the 
competition. This is the profile of a true business leader. 


And there's only one world-class event in Asia that recognises and 
rewards these outstanding and inspiring business leaders. 


Centred on the theme "Defining Success through Leadership", the 
Asia Business Leader Awards 2004 is a unique opportunily for 
Asia's sharpest minds to prove their mettle. | 


This year's event will be held from May 25 to May 26 at the world's 
fastest growing business capital - Shanghai, China. 


A befitting venue that not only inspires greatness in leaders but 


also celebrates it. 
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GOING PUBLIC: CEO Neloe (second from right) at the launch of Mandiri's hugely successful initial public offering 
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tutional investors who have bought into Mandiri include 
Fidelity Investments, Morgan Stanley and the Singapore gov- 
ernment’s investment arm. 

Taking a cue from rivals such as BCA and Bank Danamon, 
Mandiri is trying to bolster its commercial and consumer lend- 
ing and lessen its dependence on risky loans to corporates. 
Mandiri has already shed its brokerage, hotel and property- 
insurance businesses, and in the process thinned its ranks to 
18,000 employees from 26,000 at the time of its merger. 


NETWORK BANKING 

As part of the effort to boost its consumer business, Mandiri 
last year adopted new technology that for the first time gives 
it the capability to conduct Internet banking, phone bank- 
ing and even SMS banking, which allows people to conduct 
transactions over cellphones. The bank also opened 43 new 
branches last year (taking its branch network to 730), expanded 
its automated bank-machine coverage, bought itself out of its 
credit-card joint venture with GE Capital Corp. and took 
sole control of a Visa-branded credit-card business. It has also 
taken a 4996 stake in a new joint venture with AXA Asia Pacific 
Holdings to sell life-insurance and wealth-management prod- 
ucts such as mutual funds. 

As Mandiri pushes mortgages, car loans and credit cards, 
it has also begun to encourage customers to put money into 
savings accounts rather than time deposits, which lowers the 
bank's cost of funds through lower interest rates. "I think 
going after consumers is the right strategy," says Bill Stacey, 
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head of regional financial research at Credit Suisse First 
Boston in Hong Kong. “The number of quality lending can- 
didates in Indonesia’s corporate sector is small,” he adds. 

Mandiri has a lot of room to grow in consumer banking. 
According to management consultants McKinsey & Co., 
Mandiri only has a 5% share of Indonesia's consumer- 
and commercial-banking market. By comparison, Mandiri 
dominates the country's corporate-banking sector with a 
2296 market share. 

Jonathan Zax, head of investor relations at Mandiri, 
notes that of the 5 million credit cards currently in circu- 
lation in Indonesia, only 350,000 are Visa cards issued 
by his bank. New York-based Citibank dominates Indone- 
sia's credit-card market. However, Zax estimates that up to 
30 million people in Indonesia could own a credit card and 
he notes that consumer borrowing as a percentage of GDP 
in Indonesia is only 7%, compared to 40% in neighbour- 
ing countries such as Thailand. "Consumer finance is in 
its infancy here,” he says. 

Still, Mandiri executives and outside observers agree that 
it will be a challenge for the bank to bolster its consumer-bank 
business in a country where people are considered well off if 
they have an annual disposable income of $1,500. 

Other problems persist at Mandiri. Neloe, the chief exec- 
utive, admits the bank faces a continuing struggle to change 
the mindset of employees from that of a government bureau- 
cracy to a more profit-driven, results-oriented focus. He also 
acknowledges that the government frequently turns to &» 
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Mandiri with loan requests, though he stresses that the 
bank endeavours to make loans based solely on merit. "There 
is interference in the sense that the government still asks 
us to consider certain projects,” says Neloe, adding, “but if a 
project is not feasible, we will tell the government that." 

Also, Mandiri remains heavily exposed to Indonesia's trou- 
bled corporations, with the bulk of its loan portfolio 
concentrated on corporates. Zax says the 
bank is making a concerted 
effort to improve its cor- 
porate-lending decisions, 
by avoiding loans to interest- 
rate-sensitive sectors of the econ- 
omy such as pulp and paper, 
property, tourism, hotels and tex- 
tiles. Instead, Mandiri is trying to 
focus its corporate lending on 
agriculture, energy and other nat- 
ural resources. 

Yet critics point to poor lend- 
ing decisions over the past year, 
such as Mandiri's decision to take 
1.7 trillion rupiah of loans 
related to pulp-and-paper 
company Kiani Kertas 
from the Indonesian Bank 
Restructuring Agency, or 
Ibra. Mandiri downgraded the loans to nonperforming last 
November. Kiani Kertas was established by Mohamad Bob 
Hasan, a crony of former Indonesian President Suharto, lead- 
ing to accusations of political motives behind the deal. Mandiri 
executives say they're continuing to try to restructure the Kiani 
Kertas loans and that they have been fully provisioned. How- 
ever, critics say that overall Mandiri took too many loans from 
Ibra, which shut down earlier this year. 

Furthermore, critics say Mandiri needs to bring more out- 
siders into the bank to help change its culture and do more to 
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TOWERING PRESENCE: Mandiri is Indonesia’s biggest bank by assets 
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BANK MANDIR L, sn 


Total assets: $28.7 billion 
Gross loans: $8.73 billion 
Number of employees: 18,000 
Number of branches: 730 
Number of credit cards in circulation: 350,000 
IPO share price: 675 rupiah 

Number of managing directors: 11 

Number of independent commissioners: 4 
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enhance its risk management—a difficult task in a country 
that still doesnt have a consumer-credit bureau, and where 
the domestic credit-rating agency, Pefindo, is rudimentary. 
Also, some analysts note that Mandiri has achieved a low non- 
performing loan ratio because the government continues to 
allow the bank to write off bad loans or takes the loans from 
Mandiri in exchange for bonds. 
Rizal Prasetijo, head of equity research 
in Indonesia at JPMorgan 
Chase, notes that Man- 
diri's portion of special- 
mention loans—those that 
are one day to 9o days overdue 
and on the verge of becoming 
nonperforming—is 15%, signif- 
icantly higher than the 12% aver- 
age among the next ro largest 
lenders in Indonesia. And critics 
say Mandiri is moving at a much 
slower pace than competing 
banks such as BCA and Bank 
Danamon, which have moved 
more aggressively into con- 
sumer lending. 

“The sheer size of 
Mandiri means that the 
government cannot let 

Mandiri fail. So the government will do everything it has to, 
[to] help this bank," says Prasetijo. 

Bucking the critics, Mandiri executives have ambitious 
plans for their bank going forward. Chief Executive Neloe 
says the goal is for Mandiri to become “100% privately 
owned" in coming years. He also says that he wants Mandiri 
to expand outside its home base by 2008 and become 
Indonesia's first regional bank, perhaps by acquiring for- 
eign lenders in neighbouring countries. "The goal is to 
go from being a domestic powerhouse to a regional cham- 
pion," he says. 

To that end, Mandiri is trying to meet new guidelines 
set by the central bank and grow its capital base to 50 tril- 
lion rupiah from 20 trillion rupiah presently and lower its 
nonperforming-loan ratio to 596. At its recent annual gen- 
eral meeting, Neloe also mused about the possibility of acquir- 
ing smaller domestic banks. The central bank is urging con- 
solidation among Indonesia's lenders. And Neloe says Mandiri 
is trying to engage China, opening a representative office in 
Shanghai last month to help facilitate two-way trade and 
investment with China. 

While analysts' applaud Mandiri's ambitions, many of 
them say it is unlikely that the Indonesian government will 
fully privatize Mandiri. Several analysts say they expect the 
government to retain 6096 ownership of the bank. Several 
bank watchers also say it's unrealistic for Mandiri to overex- 
tend itself and look for acquisitions beyond its borders. “I 
would prefer for Mandiri to focus on its domestic operations," 
says Prasetijo at JPMorgan in Jakarta. "The potential here 


in Indonesia is endless, so why look overseas?" & 
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Aiming higher. 


Here's to the head start. To the will to win 
through. 


At Deutsche Bank we share your passion to hit 
the ground running, to seize the opportunity, to 
make it happen. 


It’s what makes us one of the world’s leading 
financial institutions. And it’s why the world’s 
most demanding clients trust us to perform. 


Across disciplines, across regions. With absolute 
dedication, leading-edge insights, powerful 
solutions. 


Are you ready? 
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BANGKOK BANK 


Back With 
A Bang 


Bangkok Bank was badly burnt in the 1997 crisis 
but, thanks to smart financial re-engineering 
and a booming economy, it has bounced back 


By Christopher Gay/BANGKOK 


AS THAILAND’S ECONOMY was free-falling toward its post- 
devaluation nadir, there arose the sort of talk that gives bank- 
ing dynasties pause. Thailand’s banking sector was in for a 
good weeding out, or so went the chatter, and the survivors 
would have to become more transparent and consumer- 
oriented. The families would have to live with smaller— 
and not necessarily controlling—stakes, and cold-hearted cal- 
culation would replace loyalty-driven deal making. Old Boy 
staffs were on the way out, foreign partners and independ- 
ent managers on the way in. 

Five years and one recovery later, have things really 
changed all that much? Well, yes and no, to judge by Bangkok 
Bank, Thailand’s biggest commercial lender and an exemplar 
of its old-school banking style: opaque, conservative and 
focused on so-called relationship banking. It’s widely agreed 
that Bangkok Bank, like its Thai competitors, has become 
more transparent, efficient, due-diligence-savvy and con- 
sumer-oriented. It has also sold more of itself to foreigners, 
who own just under the maximum stake allowed, 49%, com- 
pared with 25% six years ago. 

Yet one thing has not changed: The Sophonpanich fam- 
ily, whose patriarch helped found the bank 70 years ago, still 
runs the show, despite having watched 
its stake fall to an estimated 10%-20% 
now from perhaps 35% before the cri- 
sis. “Go look at the annual report,” says 
Thanawat Patchimkul, head of research 





; 2003 


BANGKOK BANK 





2, 1997, when Thailand's central bank lost a long-running strug- 
gle to defend the beleaguered baht, delinked it from the dol- 
lar and let it plummet. The dollar obligations of Thai corpora- 
tions quickly doubled in baht terms, saddling banks with a pile 
of nonperforming loans that by early 1999 reached half of 
the total. (Bangkok Bank's peaked at 5196.) 

That year, Bangkok Bank, like its competition, raised 
critical capital by issuing a form of hybrid debt—preferred 
shares bundled with debentures—that would mature in 2006. 
Reflecting the high interest rates prevailing at the time, that 
debt cost between 1196 and 22.2596 a year to service. In the 
meantime, the bank endured three years of losses, return- 
ing to profit only in 200r. 

But last year it came back with a vengeance, as net income 
soared 8196 to 11.4 billion baht ($288 million). For the first quar- 
ter of this year, net income jumped a 
year-on-year 7496, due largely to a sharp 
fall in interest expenses, which should 
drop further now that bank has just 
retired the bulk of that hybrid debt 


at DBS Vickers Securities in Bangkok. 
"Start with the board of directors. You 
will see the same faces [as before the 
crisis]. Everybody is still there. I think 
that probably tells the story." 

But Executive Vice-President Bor- 
din Unakul is quick to point to post- 
crisis hires such as Vice-Chairman 
Staporn Kavitanon, formerly of Thai- 
land's Board of Investment. 

No lender was closer to the epicen- 
tre of the Asian Crisis that began on July 
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Unconsolidated year on 
($ million) year 


| Loans 17,900" 
Í Assets 34,200 
Net income 285.7 


| 


*Net of loan-loss provisions Source: Bangkok Bank 





(which carried an early-redemption 
option) and negotiated down the cost 
of the remainder. 

Credit agencies and analysts are 
once again looking positively on Bang- 
kok Bank, as they are on its Thai rivals. 
Phatra Securities—which has a “buy” 
recommendation on the bank for the 
first time since the devaluation crisis— 
recently raised its 2004 earnings pro- 
jection by 45%, saying the bank is poised 
to gain market share while slashing 
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nonperforming loans. Goldman Sachs makes Bangkok Bank 
its top pick among Thai lenders, saying it’s best positioned to 
exploit a widely expected rise in capital spending. 

What explains the turnaround? Fundamentally, a reflat- 
ing Thai economy, which expanded 6.7% last year and looks 
set to grow at least as fast this year, thanks to government stim- 
ulus, surging consumption and a recovery in private invest- 
ment. If you're a Thai corporation, that will eventually mean 
you “dont really need to de-leverage any more, you don't really 
need to pay down your debts any more,” says Phatra Securi- 
ties analyst Therapong Vachirapong. "That has been com- 
pleted, in my view." 

What's more, Thailand's industrial-capacity usage stood 
at a post-crash high of 79.7% in March—just below the 80% 
mark widely regarded as the signal for a broad-based expan- 
sion in corporate investment and borrowing, the bulk of 
Bangkok Bank's business. 

But a growing economy doesn't explain everything. 
Bangkok Bank has managed to whittle down its burden of 
nonperforming loans, which equalled 22.496 of the total at 
the end of the first quarter of 2004, down from 28.896 a 
year earlier. Like other Thai banks, it has written off loans, 
restructured others and placed some with the government's 
Thai Asset Management Corp., set up to speed debt restruc- 
turing. Bordin says the bank aims to get the ratio below 
2096 this year. A continued economic boom should help. 

So would resolution of Bangkok Bank's single biggest 
credit problem: the roughly 30 billion baht it's owed by Thai 
Petrochemical Industry, Thailand's biggest defaulter. Credi- 
tors have been in marathon negotiations with TPI, and there's 
no telling whether a restructuring proposed by court-ap- 
pointed overseers last month will pan out any better than pre- 
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FAST LANE: Bangkok Bank is well placed to take advantage 
of a revival in corporate borrowing 


vious failed plans. But Phatra's Therapong says getting TPI's 
loans off Bangkok Bank's bad-debt ledger would bring the 
lenders NPL ratio down by 3.8 percentage points. 

The bank has also bitten the bullet and recapitalized since 
the crisis, almost doubling shares outstanding to about 1.9 
billion, while letting attrition pare staff numbers by a quar- 
ter to 18,500. The latest share issue was an oversubscribed 
placement in December that raised $930 million and was used 
partly to pay down the hybrid debt. Meanwhile, the bank is 
back in expansion mode, planning new branches in Greater 
China, which would boost its Asian presence outside of Thai- 
land for the first time since the crash. 


BAD-LOAN LEGACY 

Does all this show a changed, more nimble Bangkok Bank? 
Some analysts have said it was ahead of the curve in hiring 
an experienced foreign restructuring team to handle its non- 
performing debt. Others note that its NPL ratio remains the 
highest of Thailand's big banks. Moreover, it was Kasikornbank 
(formerly Thai Farmers' Bank) that pioneered the hybrid- 
debt strategy. "All the banks have made pretty significant 
improvements, but some more than others," says Derek Bloom- 
field of JPMorgan Securities. *My perception is that Bangkok 
Bank hasn't necessarily been the leader among the lot." Replies 
Bordin: ^We've actually restructured ourselves quite a bit, 
though it may not be apparent to the outsider.” 

But the changes that have come to Thai banking have also 
moved Bangkok Bank. Regulators now require far greater dis- 
closure, for example, on nonperforming loans than they did 
pre-crisis. Then, says Therapong, “we didn't know the term 
‘NPL.” Market forces also drove reform post-crisis, when Thai 
banks had to raise capital from abroad. “Foreign investors 
required a higher level of disclosure and transparency,” says 
Bloomfield, “so they had to improve on that side.” 

As for the consolidation many predicted, it may only 
be starting. In the immediate aftermath of the crisis, four 
of Thailand’s then 15 commercial banks ended up under for- 
eign control, and the total number has since fallen to 13. 
There will soon be 12: On April 26, Industrial Finance Corp. 
of Thailand, DBS Thai Danu Bank and state-controlled Thai 
Military Bank signed an agreement that will create the coun- 
try’s fifth-largest lender in terms of assets. A day earlier, 
Dutch lender ABN Amro said it would sell its 81% stake 
in Thailand’s Bank of Asia to Singapore’s United Overseas 
Bank (the Thai government made ABN choose between 
its local branch and the Bank of Asia stake). In January, 
the government issued a “financial sector master plan” 
meant to encourage consolidation. 

“I think consolidation will continue, because what I see is 
that size really matters,” says Thanawat. “You can do more 
business with the larger corporates if you have a larger capi- 
tal base.” The top five lenders already collectively control 75% 
of loans today, up from 68% in December 1996. If present 
trends are anything to go by, that is set to increase. = 
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SOUTH KOREA 


South Korea must differentiate its economy from 
China's if it hopes to maintain a competitive advantage 


By Donald Greenlees 

China Shock—the words have become the buzz of 
Korean economic debate. As China grows, South 
Korea has prospered. Last year, China overtook 
the United States as the biggest consumer of Korean 
exports. “Proximity and complementarity mean 
we have had a great boost with the rise of China as 
an economic power," says Philip Lim, an economist 
at the Korea Development Institute. 

But the China boom is a doubled-edged sword. 
With South Korea reliant on exports to drive eco- 
nomic growth amid flat domestic consumption, 
the rapid increase in exports to China has been a 
fillip. The latest figures show that China accounted 
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_ Korea's expor $ to China overtake 
those to the US: 


DA HE orea’ 's exports Aao, 


LPC 





pag 





Source: Bank of ot kanes 


EEEE Ep e em 
Y K JaJa 
- I Py 


Economic Monitor 


for 18.1% of South Korea’s exports in 2003, up 
from 14.6% in 2002. Exports to the U.S. dropped 
over the same period from 20.2% to 17.7%. 

Many economists worry about the effect 
China’s success will have on South Korea in the 
coming years. One concern is whether Korean 
manufacturers can stay ahead of their Chinese 
competitors in world markets. Korean exports to 
China include products that are building China’s 
manufacturing might. 

A second concern is whether the lure of China 
is causing Korean industry to hollow out. The 
competitiveness of Chinese labour is inducing 
more and more South Korean companies to 
either move existing operations to China or make 
their new investments there. Last year, about 
3,000 South Korean companies invested a total 
of $2.5 billion in China. The comparable fig- 
ures for the year before were 2,200 companies 
and $2 billion. “The China Shock for me means 
greatly increased opportunity at the moment,” 
says Lim. “But five or ro years down the road, can 
we maintain our competitive edge?" 

That question has been on the minds of Seoul's 
economic technocrats. Kwon Tae Shin, deputy min- 
ister for international affairs in the Ministry of 
Finance and the Economy, says South Korea needs 
to engineer a historic economic shift by moving 
away from traditional industries such as heavy 
engineering, steel and chemicals to services and 
hi-tech products in the coming years. 

"The only way we can survive is to differenti- 
ate our economy with China's economy," he told 
the REVIEW. "We can't compete in traditional indus- 
try or technologically low-grade industry because 
their wages are one-tenth of ours." Services account 
for about 50% of the South Korean economy—low 
by the standards of other industrialized countries. 
Kwon argues that increasing the size of the services 
sector is the only way to find jobs for highly skilled 
young workers who have been the main victims 
of the China Shock and the export of jobs. 

He would like to see the government tilt invest- 
ment incentives in favour of finance, tourism, con- 
sulting and retailing. “In the past, the government 
has deliberately given incentives to manufacturing 
and treated services as a second-class industry," he 
says. "We need to change incentives to treat serv- 
ices as equal to or better than manufacturing." 

Kwon points out that Korea already spends a 
large proportion of its GDP on research and devel- 
opment compared to other industrialized nations. 
But he says the government and business must 
strive to maintain an edge in "next-generation 
industries" —robotics, digital displays and advanced 
car technology. The test is whether South Korea can 
move fast enough. = 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Index age % chg YTD (May 10) Mkt Unit Latest %chg YTD 

| (May 10) %chgYTO — Australia 3,361.90 — «1.69 Aluminium Ldn  $/tn 1575.00 -1.81 
Australia 205.14 -8.18 Bangkok 605.62 -21.57 Cocoa NY $/tn 1358.00 -10.36 
China 88 131.47 -5.34 Bombay 5,555.84 -4.85 Coffee NY c/Ib 71.95 «10.78 
Hong Kong 201.87 -7.19 Colombo 1,233.89 +16.17 Copper NY c/b 116.75  *11.67 
Indonesia 53.81 -17.18 Hong Kong 11,485.50 -8.67 Cotton NY c/b 64.54 -14.03 
Japan 76.83 -14.11 Jakarta 707.22 +2.21 Gold Ldn $/oz 375.00 -10.13 
Malaysia 110.68 -8.30 Karachi 547701 +22.48 Oil: Brent Ldn $/barrel 35.56  *1787 
New Zealand 172.07 -5.94 Kuala Lumpur 813.44 +2.46 Palm Oil KL Ringgit/tn 1,858.00 +4.74 
Philippines 70.55 -1.74 Manila 1,554.69 *7.79 Pulp FOEX | $/tn 639.53 +14.31 
Singapore 132.62 -4.38 Seoul 790.68 -2.47 Rice Bnk $/tn 239.00 +18.32 
South Korea 106.20 -17.61 Singapore 1,791.78 *1.54 Rubber KL Mc/kg 488.50 +3.39 
Taiwan 112.07 -15.11 Taipei 5,825.05 -4.11 Soyabeans Chg c/bushel | 1012.50 427.52 
Thailand 61.40 -11.90 Tokyo 10,884.70 *1.95 Sugar NY c/Ib 6.388 «12.52 
U.S. Total Market — 255.46 -5.49 Wellington 2,321.63 *1.90 Tin KL $/tn 9,030.00 «36.61 
Euro Stoxx 50* — 2,684.96 -6.97 DJIA 9,990.02 -4.44 Wheat Chg c/bushel 385.25 +2.19 

FTSE 4,395.20 -1.82 AIG - Dow Jones Commodity Index 148.25 +9.60 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx ®™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 


?6 chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Seoul (-8.8 1% on week) 

(May 10) GDP | CPI Current acct | Trade balance 1-mth interbank | Prime rate Composite index 
Australia 3.5 (Dec Qtr) +2.0 (Mar Qtr) -29.63 (Dec) -17.22 (Mar) 5.41 9.50 880 

China 9.7 (Q1 '04) +3.0 (Mar) +45.88 (2003) +18.03 (Mar) 2.50 n.a. 

EU 0.9 (Q4 '03) +1.5 (Mar) +47.38 (Q4 '03) -13.36 (Feb) 2.09 n.a. 860 

Hong Kong 5.0 (Q4 '03) -2.1 (Mar) +17.38 (Dec) -10.31 (Mar) 0.20 5.00 

India 10.4 (Q3 '03/'04) +4.1 (Mar) +2.15 (Dec) -15.52 (Mar) 6.00 11.13 840 

Indonesia 4.1 (2003) +5.9 (Apr) +4.70 (2003)  +27.56 (Mar) 7.40 7.33 

Japan 3.4 (04 '03) -0.1 (Apr) +150.66 (Feb) +101.06 (Mar) 0.06 1.38 820 

Malaysia 6.4 (O4 '03) * 1.0 (Mar) +12.56 (Dec) 17.55 (Mar) 2.90 6.00 

New Zealand 3.5 (Dec '03) +1.5 (Mar Qtr) -3.57 (Dec) -2.81 (Mar) 5.72 5.86 800 
Philippines 4.5 (Q4 '03) *4.1 (Apr) *3.35 (2003) -1.84 (Feb) 7.03 10.32 

Singapore 7.3 (01 '04) * 1.3 (Mar) +27.41 (Dec)  -*24.89 (Mar) 0.63 5.50 780 

South Korea 3.9 (Q4 '03) +3.3 (Apr) +20.77 (Mar) +24.19 (Apr) 3.78 3.90 

Taiwan 5.2 (Q4 '03) +0.93 (Apr) +28.71 (Dec) ^ *15.29 (Apr) 0.92 0.75 760 

Thailand 7.8 (Q4 '03) +2.3 (Mar) +7.59 (Mar) *9.17 (Mar) 1.26 5.75 

U.S. 4.2 (01 '04) +1.7 (Mar) -541.80 (Dec) -496.86 (Feb) 1.10 4.00 





Source: Government Statistics 


FOREIGN EXCHANGE 


Key Currencies 


Source: MoneyLine Telerate 


(May 10) $1 worth Spot rate % chg YTD (May 10) $1 worth Spot rate % chg YTD 
Australia dollar 1.4366 -7.60 Mongolia* tugrik 1,165.00 -3.35 
Bangladesh taka 59.20 -1.18 Nepal rupee 73.00 0.00 
Brunei dollar 1.6947 *0.63 New Zealand dollar 1.646 -7.25 
Burma** kyat 840.00 +5.95 Pakistan rupee 57.61 -0.78 
Cambodia* * riel 4,130.00 -6.71 Papua New G. kina 3.1304 *5.46 
China renminbi 8.2769 0.00 Philippines peso 55.90 -0.69 
European Union euro 0.8436 -5.93 Russia* * rouble 28.955 *0.98 
Hong Kong dollar 7.7994 -0.46 Singapore dollar 1.7245 -1.56 
India rupee 45.045 *1.22 South Korea won 1,182.70 *0.79 
Indonesia rupiah 8,961.00 -6.19 Sri Lanka rupee 98.67 -1.79 
Japan yen 113.64 -5.66 Taiwan NT dollar 33.61 +1.07 
Laos** kip 10,425.00 +0.10 Thailand baht 40.695 -2.76 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,730.00 -0.46 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0608 S$ = ringgit 2.2024 SDR = $1.4399 * Official rate * *Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 


Far Eastern Economic Review 49 


May 20, 2004 


ADVERTISING SUPPLEMENT 


CHINA'S LONG MARCH TOWARD CORPORATE 
GOVERNANCE MAKES INVESTORS CAUTIOUS 


In late March, Laura Cha, vice chairman 
of the China Securities Regulatory Commis- 
sion (CSRC), told a group of senior Citigroup 
executives in Hong Kong that corporate 
governance is “taking shape and is gaining 
its footing in China’s business sector.” 
Whether foreign investors are likely to share 
her confidence is another matter, especially 
in the wake of the April 27 announcement 
by China Life Insurance Co. that it had 
received an informal inquiry from U.S. 
securities regulators. 

Hong Kong and New York-listed China 
Life, which last December topped the 2003 
IPO league tables with its US$3.5 billion dual 
listing, has recently been dogged by investor 
concerns over governance and disclosure. 
Already the target of class-action lawsuits on 
behalf of U.S. investors (who accuse the 
company of failing to disclose that its state- 
owned predecessor company had been the 
subject of a state audit that uncovered 
accounting irregularities totalling some 
US$650 million), it also announced in April 
that a state audit report found its predecessor 
company had violated Chinas insurance laws. 

Such high-level scrutiny has helped sour 
investor sentiment towards China. Notwith- 
standing the economic boom in progress in 
the PRC, and the US$1 billion-plus in 
foreign direct investment that flows into the 
world's sixth-largest economy each week, 
the CSRC has a long way to go before 
lasting confidence in China's corporate 
governance structures will be established. 

At the root of China's corporate 
governance conundrum lies the state's 
commitment to maintaining a full or 
controlling ownership interest in enterprises 
across various sectors. Core to this owner- 
ship is the use of that control to maintain 
urban employment levels, wield control 
over sensitive industries, and/or implement 
politically motivated job placements. 
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Although corporate governance has improved in 
China, considerable progress must still be made. 


Because wealth maximisation is, there- 
fore, far from being the sole motive of these 
organisations, a number of profound 
governance issues arise. Real monitoring 
difficulties arise from the fact that goals can 
neither be accurately measured, nor effec- 
tively benchmarked. In addition, continued 
state involvement causes inevitable conflicts 
of interest between the state as controlling 
shareholder and other minority shareholders. 

Some progress towards reform has, 
however, been made — spurred in part by 
China's entry into the World Trade Organi- 
sation, as well as by an appreciation of the 
role poor governance played in the 1997/ 
1998 Asian financial crisis (from which 
China emerged unscathed). 

In 2002, the CSRC established a code of 
corporate governance of listed companies, 
identifying general principles and setting out 
guidelines for the behaviour of controlling 
shareholders and related-party transactions. 
The code, which is mandatory for all listed 
companies, is intended to meld into the 


listing rules of China's two stock exchanges 
(in Shenzhen and Shanghai). Last Septem- 
ber, the CSRC followed this initiative by 
issuing a notice, effective January 2004, 
aimed at ensuring that all listing companies 
are independent of controlling shareholders, 
and, more significantly, requiring at least 
one-third of a listing company's board to be 
independent directors. 

Commenting on these developments, 
Douglas Henck, vice chairman of the Asian 
Corporate Governance Association and 
president of Sun Life Financial based in Hong 
Kong, says: "There may not necessarily be a 
direct correlation between companies 
fulfilling those criteria and actually having 
good corporate governance, and many view 
the activity as mere ‘box-ticking’.” 

But, he adds, "It does have the positive 
effect of raising general awareness — 
among companies and not least investors 
in the Chinese share markets — of the 
importance of good corporate governance, 
and of using this as a basis to substantively 
assess the value of any company." 

Other recent initiatives include the 
March 2003 launch of the State-Owned 
Assets Supervision and Administration 
Commission (SASAC), to act as the principal 
investor in, and watchdog of, China's 189 
major state-owned enterprises. This was 
followed in April 2003 by the establishment 
of the Chinese Banking Regulatory Commis- 
sion, which, with the appointment of 
respected regulators, has been welcomed as 
a commitment to Western-style governance 
norms in the banking sector. 

That said, many believe that consider- 
able progress must still be made. And, in 
Mr. Henck's view, much of the necessary 
reform will now inevitably be driven from 
outside the country. 

The text of this advertising supplement 


was written by Nicole Lew. 
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= products to market, our 
sophisticated technology 
increases visibility throughout 
your supply chain. 
This isn't dry theory. 
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RELIGION 


A Church 
For China 


Destroyed in the Cultural Revolution, the windows of 

China’s largest cathedral are being restored—with Chinese 
characteristics. It’s an ambitious project, and one that casts 
light on how the leader of Shanghai’s Catholics, Bishop Jin, 


has worked to carve out a place for his faith in China 
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By Adam Minter/SHANGHAI 


'THE 7:30 A.M. Sunday Mass at Shanghai's Xujiahui Cathedral 
has just ended and the nearly 1,000-member congregation is 
slowly working its way down the aisle of this century-old church. 
From above, sunlight streams down through clear glass windows, 
brilliantly lighting the faces of the mostly Chinese worshippers. 
As the congregants leave, pushing against a group arriving for 
the next Mass, a few pause to notice a strong purple glow ema- 
nating from a small chapel in the back of the church. 

Sixty years ago, this French Gothic-style church would have 
been awash in such coloured light, spilling down from more than 
goo stained-glass panels. But in the decades after the 1949 com- 
munist revolution, Shanghai's cathedral suffered neglect and van- 
dalism, culminating in the destruction of its windows. Now, slowly 
but surely, the windows are being remade. Not as they were, 
though. Gone are the European-style images of saints and sinners. 
Instead, these new windows will be filled with imagery drawn from 
traditional paper cut-outs, block seals and Chinese iconography. 

"It's our tradition," explains Father Thomas Lucas, an asso- 
ciate professor of art at the University of San Francisco and 
consultant to the Shanghai diocese's five-year project to restore 
the stained glass of China's largest church. “But it will integrate 
5,000 years of Chinese tradition." 

The restoration of Xujiahui's 350 square metres of glass is 
much more than an exercise in cross-cultural aesthetics. In many 
ways, it's a reflection of how Catholics in China's most impor- 
tance diocese have found their own accommodation both with 
China's culture and—as importantly—its communist leadership 
under the guidance of Bishop Aloysius Jin Luxian. 

In 1949, Shanghai was home to approximately 100,000 
Catholics; today, despite decades of official repression under com- 
munism, it's estimated that the figure exceeds 150,000. They wor- 
ship in 121 churches (all but four of which have been built or 
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restored since 1982), guided by 73 priests and 98 nuns. There are 
more populous dioceses in China, yet none rivals Shanghai in 
influence. Before 1949, its Jesuit colleges were the intellectual 
centre of Chinese Catholicism. 

Over the past 20 years, Bishop Jin, 88, a Jesuit trained in those 
colleges, has restored that traditional role, distributing 1 million 
copies of his translation of the New Testament and 500,000 Chi- 
nese-language missals, or Mass books, throughout China. In the 
process, he has almost single-handedly assured the adoption of Chi- 
nese in place of Latin in China’s churches. Sitting in his book-lined 
office in the back of the cathedral, Bishop Jin reflects upon the evo- 
lution of China’s Catholicism in the 2oth century, and the life of 
the cathedral he has spent nearly 20 years restoring. “So beauti- 
ful, so beautiful,” he recalls of Xujiahui before the revolution. “The 
colours were more than you could imagine.” 

The original windows were designed and manufactured in 
the early 1900s by two Spanish Jesuits. Uncharacteristically, 
the Jesuits failed to leave records or photos of the actual windows 
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I believe in tact 
and dialogue. Not 
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confrontation 


BISHOP ALOYSIUS JIN LUXIAN 
OF SHANGHAI 


or their designs. The consequence of that oversight became appar- 
ent after the windows were destroyed in the Cultural Revolution. 
Jin, along with China’s other church leaders, was in prison at the 
time, and he was unaware of the damage until he was released in 
1979, after 27 years in custody. 

gning | Despite his long years in China's prisons, Jin is, in the 
Me aed ` "SW T eyes of some conservative Catholics in the West, not a martyr 
hugd task for B buta turncoat. That's because, after being set free, he chose 
just one in 1985 to accept an appointment as bishop of Shanghai not 
individual from the Vatican, which governs the Roman Catholic Church 
| worldwide, but from Beijing's government-sanctioned Catholic 
Patriotic Association (CPA). 

The Vatican and Beijing do not maintain diplomatic relations 
and, despite some recent dialogue, the two entities are seri- 
ously divided over the question of the ordination of bishops. As 
a result of this and other issues dating to the communist revo- 
lution, China has an *underground" Roman Catholic Church that 
refuses to submit to any authority but Rome's, particularly in the 
appointment of bishops. Bishops, priests and ordinary members 
ofthe underground church have suffered harassment for decades: 
In March, for instance, the underground bishop of Qiqihar in the 
rural north of China, Wei Jingyi, was arrested. 

But on a doctrinal level, the gap between the churches has 
been narrowing: Beginning in 1988, Jin inserted a "Prayer >> 
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for the Pope" into hundreds of thousands of Chinese prayer books. 
In 1990, the prayer was inserted into the Mass. “We are not just 
Chinese Catholics," he says. “We are Roman Catholics.” 

Much to the dismay of some church conservatives, the Vatican 
has never declared the CPA to be schismatic, and it's a poorly kept 
secret that the Vatican has quietly recognized the leadership of 
most CPA bishops. In Bishop Jin's case, the support has been 
voiced tacitly. In 2001, for instance, Jin's autobiography was 
published in a Vatican magazine. CPA priests and nuns of the 
Shanghai diocese are currently being educated at leading semi- 
naries, convents and Catholic universities throughout the United 
States and Europe. Building projects—including the restoration 
at Xujiahui—have received financial and institutional support from 
Roman Catholic religious orders. Jin himself regularly receives 
European leaders in Shanghai, including, recently, European Com- 
mission President Romano Prodi. 

"Jin's situation is hardy anomalous in church history," 
explains a historian and Vatican watcher, who points out that 
the Vatican negotiated with Mussolini and Franco on the 
naming of bishops. "Jin serves as de facto bishop, not de jure 
bishop in the eyes of Rome." Jin smiles when asked about 
his position in the church and Beijing. “I believe in tact and 
dialogue. Not confrontation." 

Jin's dialogue with Beijing is important to the future of 
Catholicism in China. Equally important is the continuing dia- 
logue he has created between Catholicism and Chinese cul- 
ture. Since the late 1960s, the Vatican has encouraged national 
churches to be more open to non-Western cultures, and to 
include elements from them in the design of churches and 
ceremonies. In China, Jin has presided over a liturgical and the- 
ological shift overtly designed to make Catholicism culturally rel. 
evant to the country's Catholics and, more importantly, its 
non-Christians. The redesign of Xujiahui's windows is the most 
public expression of this change. 

“I told Bishop Jin that if he wanted to create a museum of gooey 
French windows, I could help him find someone to do that," recalls 
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bled by Wo and three nuns 


Father Lucas from the workshop that is producing 
Xujiahui's new windows. “But I told him that if 
he wants to do something inculturated, something 
that speaks to today's Chinese Catholics, then I'm 
interested in doing it." 

Jin agreed to Lucas's approach and appointed 
Beijing native Wo Ye, 42, to design the windows. 
It is an unprecedented commission: Large-scale 
window restorations are typically performed by 
multiple workshops and designers. Wo has been 
granted the entire cathedral. Church art experts, 
including Lucas, are unable to cite another single 
designer—much less, a female designer—given 
such a commission. Wo, who creates the windows 
with three of the diocese's nuns, is unimpressed 
by her status. “I really just want to create some- 
thing that speaks to the Chinese who walk into the 
cathedral," she says. There are few artists as qual- 
ified as Wo for the job. Formally trained as a Chi- 
nese porcelain painter, she spent most of her 
30s abroad, studying church art in Catholic 
schools and universities. 

The first year of the restoration will focus upon 
a series of 44 nave chapel windows on Xujiahui's 
ground level. Each contains three,panels, with the 
middle containing a gospel image rendered as a 
simplified traditional woodcut by Wo. In the lower 
panel, four Chinese characters, composed by Jin 
and rendered as a chop, describe the scene. In the 
upper panel, a traditional Chinese iconographic ele- 
ment complements the gospel image. For example, 
a gospel image of the Virgin Mary is accompanied 
not by a white lily, as it would be in European iconog- 
raphy, but by a classic Chinese image of a lotus. Next 
year, the large rose window at the back of the cathe- 
dral—now an empty space surrounded by 12 empty 
spaces—will be rendered as a phoenix surrounded 
by the Chinese zodiac. According to Lucas, in its 
original incarnation the rose window almost cer- 
tainly contained a Western zodiac. 

The restoration may be at an early stage, but -~ 
Lucas is already contemplating other projects. *I 
told the bishop that if we are even moderately suc- 
cessful, he will have more work than he can han- 
dle," the priest says. “China has a lot of churches 
that lost their windows." 

Conceivably, Wo Ye's designs may one day be 
found in churches across China. But even if Xuji- 
ahui is the only restoration for Shanghai's glass 
workshop, there is little question that Wo's 
designs will be carefully scrutinized, both in 
China and abroad, as the visual expression of a 
new Chinese Catholicism. "They will be accepted 
and understood by the young people," Bishop Jin 
says. "That's what's important." He pauses, and 
then laughs. “The old people will go to heaven 
soon enough." = 
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Weenie. ee 
Why Losers Get My Vote 


People who win elections always get attention, but the other people involved 


are much more interesting 


IN ASIA, elections are special. Often we 
have to choose from a list only one name 
long. Sometimes dead people stand for 
election (India, for instance). Sometimes 
dead people win (North Korea). Some- 
times people win whom we might soon 
wish were dead (lots of places). 
Elections have swept Asia recently. 
Hundreds of articles have been written 
about winners. So this week we focus on 
the losers (a term that in Asia usually 
encompasses failed candidates plus all 
other human beings in the country). 
First prize in the losers’ category 
goes to the members of a new historical 
study associatien in Beijing who raised 
240,000 renminbi ($29,000) and gave 
it to a man claiming to be revolutionary 
leader Sun Yat-sen making a political 
comeback. The flaw in his argument: 
Sun's been dead for nearly eight decades. 
But the imposter tricked the history- 
lovers by the incredibly clever trick of 
telling them that rumours of his death 
had been . . . etc., etc. The supporters 
accepted this argument, despite it indi- 
cating that Sun was 148 years old (Sun 
died in 1925 aged 69). Police arrested the 
man making the claims. 
No doubt these his- 
tory-lovers, chastened by 
the experience, will in- 
stead divert their funds to 
some worthier candidate, 
and are at this moment 
actively inquiring if Con- 
fucius or Buddha are 
standing for local party 
chief somewhere. 
Occasionally one 
encounters a person who 
is a loser by choice, such 
as Ajit Kumar Jain, who 
wants to get into The 
Guinness Book of Records 
as the world's ultimate 
loser. The factory worker 
from India's Madhya 


Hong Kong. 


May 20. 2004 


BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 


By e-mail: tales@feer.com 





Pradesh has stood in seven national, nine 
state and seven civic elections, and has 
proudly managed to lose them all. He 
uses a handcart as a campaign vehicle and 
his total expenses for his latest bid for 
national power (his eighth) add up to 
the equivalent of $7. In terms of public- 
ity achieved against money spent, he's 
probably performing better than United 
States President George W. Bush or 
challenger John Kerry. 

A Malaysian-Chinese reader told me a 
strange election tale from his country. A 
voter left his or her ballot paper blank 
except for the word "snake" written against 
a candidate's name. The insulted candi- 
date, hearing about this, argued that the 
legal requirement was for the voter to 
make "a mark" against the name of the 
candidate—and therefore claimed that 
paper as a vote in her favour. Ballot scru- 
tineers pointed out that this would be the 
opposite of the voter's intention. (And you 
thought the “hanging chad” debate in 
Florida was absurd.) It took an hour for the 
candidate to accept that the snake paper 
should be declared a spoilt vote. 

From Chennai, India, student Pavan 
Rao wrote to us about one candidate who 
definitely did not fear 
upsetting officials. Kuppal 
Devados paid his election 
deposit in cash at the last 
minute: 10,000 rupees 
($223) in I rupee coins. 
Horrified officials said they 
were too busy to count the 
sacks of money. Devados 
eventually took pity on 
them, and replaced the 
coins with banknotes. 
“Later in the evening, he ex- 
changed his 1 rupee coins 
at tea stalls,” The Hindu 
newspaper reported. He 
must have drunk an awful 
lot of tea that night. 

But perhaps the title of 
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DRIVEN MAD: Reader Ken Kampe of 
Thailand sent in this sign found in 
Fast Eddie’s Diner in Sedona, Ari 
zona. Actually, people who frequent 
American diners might really have to 
be removed by tow truck. 





“ultimate loser of the year” should not 
go to someone in the political field at all, 
but to an exam candidate. When Shivdan 
Yadav of Rajasthan, India, was 18, he said 
he would get married after he had passed 
his Class ro examination. 

He failed the test, so his parents asked 
the girl they had lined up for him to wait 
a year. He failed the next year as well, and 
the one following. 

Shivdan then took a formal vow that 
he would not marry without a Class 1o 
pass. He is now in his late 50s, and has 
taken the same exam 38 times without 
success. He is still single, I hear from 
reader Sunil Prasad. 

Don't worry about Shivdan's bride- 
to-be. Terrified of reaching old age (that 
is, her 20s) without a husband, she mar- 
ried someone else 35 years ago. 

Perhaps it was Sun Yat-sen. After all, 
way back them he would have only been 
a sprightly 113 years young. = 
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LAUGHING TO THE TELLER: (Left to right) Tara FT Sering, editor at Summit Books; Maya Calica, author of 7he Breakup Diaries; 
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Tweet Sering, author of Wander Girl, and Abi Aquino, author of Drama Queen 


Banking on Chick-Lit 


Adapting Bridget Jones’s dilemmas to the cultural values of young, single, working Filipinas 
has raked in profits for Philippine publisher Summit Media, writes Erin Prelypchan 


AS IN MANY Asian countries, young women in today’s 
Philippines are dabbling in activities their mothers never 
dreamed of. Premarital sex? Still taboo for a by-and-large 
devoutly religious population. Moving out of the family home? 
Eyebrow-raising for young singles. Leaving the ranks of 
family businesses to pursue their dreams? Painful for devoted 
mums and dads. 

Sound tough for the parents? Try being a raised-to-please 
Filipina in the era of Sex and the City and Bridget Jones’s Diary— 
the American smash television series about four single women 
in Manhattan, and the immensely popular fictional diary of 
a single young British woman with attitude. 

Abi Aquino, former editor of the Philippine edition of 
Cosmopolitan magazine explains: “Our readers have a good 
education: They know what they can do. And they have all 
of these lolos and lolas (grandpas and grandmas), titos and titas 
(uncles and aunts) saying, ‘You can't have sex! Jesus will be 
angry!’ In the meantime there are all these short skirts and 
asymmetrical tops just waiting to be worn.” 

Enter Philippine publisher Summit Media, hoping to 
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help young Filipinas navigate this maze, and make a killing 
in the process. Summit—publisher of some of the Philip- 
pines’ most popular magazines for young women, includ- 
ing Cosmo, Seventeen, and Candy—has spent the last year 
taking the Philippines’ tough-as-nails book-publishing 
industry by storm. And Summit has done it by talking to the 
market it knows best. Summit saw Sex and the City and Brid- 
get Jones captivating young Filipinas, but realised some- 
thing was missing. 

“Cultural attitudes toward dating and sex are still dra- 
matically different,” says Tara FT Sering, Summit books edi- 
tor and author of two of the titles in the series. “Bridget Jones 
is blonde, she lives in London. It’s kind of removed.” Sum- 
mit’s answer was books with cultural experiences the Fil- 
ipina can relate to. Dates at Tapa King. Beach vacations in 
Boracay. And, yes, girls trying not to think of the Virgin Mary 
as they are being deflowered. 

This strategy has been a raging success, to put it mildly. 
Summit Books is seeing circulation figures normally enjoyed 
only by publishers of textbooks and religious tracts. The early 
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titles in the year-old series of books for women have nearly 
sold out their first 10,000-copy print run. Not much of a feat 
by international standards, but off the charts for the Philip- 
pines, where a book selling more than 4,000-5,000 copies 
is a bestseller. 

It began as a strategy to sell more magazines—throw in 
a free, short novel and increase sales of a particular edition. 
“It makes business sense,” said Lisa Gokongwei Cheng, pub- 
lisher of Summit Media. “We already had a marketing and 
distribution network.” 

And now, competitors are watching Summit’s business 
success with envy. “Most books lose money” in the Philip- 
pines, says Tony Hidalgo, owner of Milflores Publishing. “It’s 
one of the toughest markets in the world for books. Maybe 
there’s worse, like Ethiopia, but this is really bad. What 
Summit is doing is huge. It’s unheard of.” 

It certainly helps that Summit has deep pockets, com- 
petitors say. Summit is part of the publicly listed holding com- 
pany, JG Summit group, which is headed by Gokongwei 
Cheng’s brother, Lance. With the family in a lucrative range 
of businesses from airlines (Cebu Pacific) to telecommuni- 
cations (Digitel), the publishing arm can afford to take big 
risks, say other publishers. After the initial success in women’s 
fiction, they plan to publish a few titles for men (Summit also 


l 


GO | GIRL! 


Hilda Gallares, heroine of Wander Girl, 
admits unequivocal defeat at the age 
of 22. Her sister and best friend are 
flight attendants—the dream job she'll 
never get because of a regrettable 
height requirement. Her college 
boyfriend makes love the same way he 
benchpresses at the gym. Even worse, 
Hilda is the only sibling still living with 


two navy job-hunting suits, raises one 


condemns herself to a life of cubicle- 
dwelling at her family's travel agency. 
But a pregnancy scare convinces 
her to give her future a second shot— 
and she's off. She leaves the family 
business, discovers a passion for writ- 
ing, publishes her own wildly successful 
series of travel guides for sassy Filip- 
inas, and has flings with a few hunky 
foreign men along the way. If this 


on: At the end of the book, Hilda is 
alone and—gasp—happy about it. 
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“It would be anti-climactic, a cop- 
out, not to mention very unreal if she 
ended up with a guy, as though 
another romantic relationship 
was the ultimate answer to 
all her questions," says 
author Tweet Sering. 

Sering, a 30-year-old first- 
time novelist, wrote the book 
her parents. One night she lies down on with her own friends in mind, 
her single bed, wearing the darker of her "bright, attractive high 
achievers" whose love lives 
hand to declare, "Fine. | am aloser," and turn sour. Sering is an award- 
winning playwright, a former 
advertising copywriter, and a 
creative director for televi- 
sion. She based much of the 
heroine's travels on her own 
adventures with a backpack. 

Wander Girl is a breezy 
read at 144 pages. The action takes 
Hilda from the southern Philippine surf 
haven of Siargao to the backpacker 
sounds like a classic bodice-ripper, hold hostels on Bangkok's Khao San Road 
and ends in her own apartment over- 
looking Manila Bay. 


InReview 


publishes a Philippine edition of the “lads’” magazine, FHM). 
Summit editors are currently negotiating with two male 
authors. They also plan to move into self-help books for 
women, plus books for youth. Most of Summit’s authors 
are first-timers, and many of them work or have worked 
with the company’s magazine arm. 

If reader feedback is anything to go by, Summit Books 
has hit more than just the jackpot—they've hit readers’ 
hearts. “Readers said they liked [reading about] the real 
places they’d been to, and they liked the Taglish,” or mix 
of English and Tagalog, says Maya Calica, author of Summit 
book The Breakup Diaries. Editor Tara Sering is also hop- 
ing that the frank sexual situations described in some of the 
books will help ease a cultural taboo on the subject. (Her sis- 
ter, Tweet, is the author of the latest Summit title, Wander Girl. 
See review below.) 

But perhaps not all the readers are ready for that kind 
of openness. Ningning Sering, mother of editor Tara and 
author Tweet, says she read Wander Girl, like any mother cum 
No. 1 fan. But, she admits “I stopped reading when I got to 
the sex part.” Perhaps it’s a good thing she missed the four- 
letter words and the heroine's religious doubt—it's a lot for 
a mother to take. 

Erin Prelypchan is a writer based in Manila 


Sering’s dialogue—the unmistakable, 
pattering mix of Tagalog and English—is 
pitch-perfect. Hilda’s most heartfelt 
revelations about herself come 
through her family members, 
not the handsome French 
backpacker or the witty British 
marketing maven. Hilda learns 
to see her “male-menopause” 
dad, who has quit as bread- 
winner to open a jazz bar, as a 
role model for pursuing her 
own dreams. She learns to 
[Wander Girl] by hold her tongue when her 





Tweet Sering. older sister flounders in a 
Summit Books. relationship with a married 
$2.70. To order pu 


man-by this time, Hilda has 
made enough mistakes of her 
own. She learns that her 
spiritual younger sister may 
have more answers to life's questions 
that she does. "| wanted to show that, in 
real life, when you dare to ask the 
important questions, you very often get 
the answers you never expected," 

says Sering. Erin Prelypchan 


from overseas, go 
to www.summit- 
media.com.ph 


Far Eastern Economic Review 57 


CEO GALL 


PHILIP CARMICHAEL, Lexmark International 





A Global Paper Trail 


With the volume of printed matter multiplying at an alarming rate, printer makers like 
Lexmark are helping customers to print smart and cut costs 


LAST YEAR computer users printed out 60 
trillion pages. That's roughly 10,000 pages for 
every man, woman and child on the planet. The 
printing business is "exploding," says Philip 
Carmichael, Asia-Pacific president of printer maker 
Lexmark International. “In the old days if you were 
going to print something you had to produce the 
content. Now you dont have to write the thing any 
more, you can go to the Internet." 

Copyright issues aside, most people cut and 
paste information from the Internet and print it 
out. Both business and home users are getting 
more creative, from printing business stationery 
to photos to wedding invitations. Carmichael 
proudly notes that his white business cards in Eng- 
lish and Japanese are produced on a Lexmark 
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printer. The hottest-selling product for home users is the all- 
in-one machine with fade-resistant ink that's good for printing 
photographs. These machines print, fax, photocopy and scan, 
aren't much bigger than an old-fashioned typewriter and sell for 
between $79 and $129. 

Businesses have found that printing originals is often cheaper 
than photocopying. A printout is of better quality than a fax, so 
e-mail is actually driving printing growth. Lexmark also tar- 
gets corporations for specialized services. For example, if a big 
retailer such as Carrefour or Wal-Mart decides it wants to raise 
the price of its toilet paper for sale across all of its stores, it can 
do so overnight. Executives simply have to send a single e-mail 
that triggers a printing command on each store's computer, 
which automatically prints out new labels for the product. 

"We're trying to help people print less,” laughs Carmichael. 
While that might seem self-defeating, it's not. If it helps customers 
save money, they will stay loyal to Lexmark, he believes. Lexmark 
executives go to their customers and ask, "What's your biggest 
paper-flow problem?" and then attempt to find solutions to reduce 
that crunch. “It’s a win-win solution for everyone." 

"It works during a financial meltdown and even better dur- 
ing boom years," he insists. Proof? Lexmark's first quarter rev- 
enue increased 13% to $1.25 billion and earnings per share were 
up 2596 from the same period a year earlier. It was the company's 
third consecutive quarter of double-digit revenue growth. 

Asia is helping to drive that growth as Lexmark targets 
more customers in the region. In March 2001, Lexmark 
landed its first official licensing agreement with China's State 

Council. It electronically transfers documents on an 
internal network, which triggers printing, provides 
an electronic seal and counts how many state docu- . 
ments are printed out. 

In Japan, the company is helping temples to print 
cemetery boards. Traditionally hand-painted in Hira- 
gana, Kanji and Sanskrit, the three-language script writ- 

ing is now a dying art. So for temple officials who see 

the solution as going hi-tech, Lexmark is producing 
special waterproof black ink and reset printers to work 
on the 2.5-centimetre-thick boards. With roughly 

70,000 Japanese temples across the country, this is 

potentially big business. 

But back to all that printing. Aware of its environ- 
mental obligations, the company actively recycles its printer 
cartridges. But what about all that paper? Considering it takes 
about 500,000 trees a year to produce 6o trillion pages of paper, 
any effort to reduce print volumes would have an even greater 
environmental impact. LARA WOZNIAK 
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SINGAPORE REPLIES 

In Fiscal Predator [Shroff, May 6], Dan 
Fineman alleges huge hidden fiscal 
surpluses enrich the Singapore state 
but impoverish the private sector. The 
article claimed Singapore “taxes heav- 
ily and spends little" when Singapore's 
total taxes are only 16% of GDP, and 
the corporate tax rate has just been low- 
ered to 20%. As for Medis little, Sin- 
fápore ran a deficit last year, and will 
“again this year. 

Singapore follows closely the Inter- 
national Accounting Standards Board's 
standards. Statutory boards publish 
audited accounts. So do most major 
government-linked companies, which 
are publicly listed and subject to mar- 
ket scrutiny and the Singapore Ex- 
change's rules. The fiscal position is 
published annually in the Budget Book 
and Government Financial Statements. 
These fully account for all revenues, 
including from land leases and invest- 
ment income, without obfuscation. 
Capital revenues are prudently ex- 
cluded as land sales are an unreliable 
source of revenue. 

The article claimed “overly stringent 
fiscal policies sap Singapore’s compet- 
itiveness” when the World Competi- 
tiveness Yearbook puts Singapore in sec- 
ond place. And if excess savings depress 
the cost of capital, why should this make 
companies less competitive? 

The article said Singapore's “high- 
surplus strategy lowers [its] standard 
of living.” Singaporeans enjoy one of 
the world’s highest standards of living. 
They may consume a smaller share 
of GDP than Hong Kong residents, but 
Hong Kong's fiscal deficits are a major 
problem, and it acknowledges its peo- 
ple must save more through its Manda- 
tory Provident Fund. 

The article criticized the Central 
Provident Fund, or CPF, for paying 
artificially low interest rates. In fact, 
the rates currently exceed comparable 
short- and long-term market inter- 
est rates. CPF members who want 
higher returns are free to invest their 
CPF balances themselves, but they 
choose to leave most of their funds 
with the CPF. 

. The assertion that the government 
;pays ministers and civil servants very 











well because it is “unconstrained by 
tight finances" is disingenuous. The 
total pay of all ministers and perma- 
nent secretaries is under 0.2% of total 
expenditure. The government's pol- 
icy to pay competitive public-sector 
salaries to attract able Singaporeans 
to serve the nation is envied by many 
countries. 

These factual inaccuracies and wil- 
ful distortions raise the question 
whether the Review published the arti- 
cle to improve Singapore's public 
finances, or to shake confidence in the 
Singapore government and system. 

FRANCIS CHONG 
Press Secretary to 


Deputy Prime Minister Lee Hsien Loong 
Singapore 


DISILLUSIONMENT 

I read with great interest Fifty Years On 
[Postcard, May 13], on the anniversary 
of Dien Bien Phu, by the distinguished 
Vietnamese journalist, Bui Tin. 

Your biographical footnote neg- 
lected to mention his greatest claim 
to fame. On April 30, 1975 the corre- 
spondent colonel was aboard one of 
the first North Vietnamese Army 
tanks that crashed through the gates 
of the presidential palace in Saigon. 
As the ranking cadre on the scene, it 
was Bui Tin who accepted the sur- 
render of the South Vietnamese 
regime—a fact that makes his disil- 
lusionment with the fruits of that vic- 
tory, and ultimate decision to leave for 
France, all the more poignant. 


MARK BAKER 
Singapore 


CORRECTIONS 

In It’s Golden in Them Thar Hills 
[May 6], some of the images published 
were of Anantara’s resort in Hua Hin, 
not its Golden Triangle resort. 


In One Country, One System [May 13], 
we should have said that former Hong 
Kong Legislative Council member Chris- 
tine Loh runs Civic Exchange. 
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Editorials 





Don’t Worry About Congress 


India’s economic progress now sets terms for politicians, not the other way around 


THE CONGRESS PARTY’S election victory clearly was 
a surprise even to party leader Sonia Gandhi, who suddenly 
found herself in a position to become prime minister. By 
. declining the opportunity offered by fortune, Mrs. Gandhi 
proves herself to be among that rare breed of politicians 
who keep to principle and are untempted by power. That said, 
Mrs. Gandhi's decision does not change two questions that 
have engaged many since the upset defeat of Atal Behari 
Vajpayee’s Bharatiya Janata Party and its allies in the National 
Democratic Alliance: What happens now to economic reforms 
and engagement with Islamabad towards a settled peace 
between India and Pakistan? (See related articles beginning on 
page 12.) 

To be sure, financial markets initially overreacted to the 
defeat of the BJP. No government, even one that must count on 
support from leftist parties, can now roll back reforms or impede 
their progress. Many Indians today finally have a taste of the 
benefits that come from a concerted effort to engage the global 
economy—over 30 years later than Southeast Asia and two 
decades behind China. They will not be shackled again to dis- 
credited socialist state planning. 

Indeed, in its election platform, the Congress Party prom- 
ised to reduce barriers to investment as well as the state’s role 
in the economy. And it began to distance itself from the populist 
anti-liberalization stance it adopted while in opposition, now 


arguing that reforms must be wider-ranging and encompass the 
rural population. If it keeps to these and other promises, it 
can be expected to build on the BJP’s achievements. | 

A Congress-led government also is unlikely to meddle 
with the services and export sectors that have contributed so 
greatly to economic growth. It will, however, devote greater atten- 
tion to providing more rural infrastructure. This is no bad thing. | 
Improving life in rural communities has the potential to finally 
connect distant villages to the larger national economy. 

As for relations with Pakistan, the new government will nat- 
urally want to review India's recent foreign- -policy initiatives. 
But in doing so, it is unlikely to want to set back rapprochement 
with Islamabad. The reason for this i is purely economic. Ten- 
sion with Pakistan diverts resources that could be better 
employed building rural roads, irrigation and sanitation sys- 
tems, schools, clinics and so on. Also, expanding trade with Pak- 
istan will benefit all Indians. Today, there is a consensus that 
a settled peace with Pakistan is essential to India’s economic 
revitalization. The fact that Pakistan also recognizes that its inter- 
ests lie in peace makes engagement between the two coun- 
tries all the more likely to continue. 

A new Indian government is taking shape. But there may be 
little reason to fret just because it will be led by Congress and - 
supported by leftists. The momentum of economic progress 
now sets terms for politicians that they cannot ignore. = 





A Sham Meeting Maybe it's time to ponder the Chinese model for Burma 


On May 17, Burma's military junta 
began again to try to burnish the tarnished 
credentials of its authoritarian rule. As 
expected, the junta convened a meeting to 
prepare a new constitution for the coun- 
try. But against earlier expectations, it did 
not invite Aung San Suu Kyi to take part. 
Nor did it free her from house arrest. 

In a tightly guarded compound over 
40 kilometres outside Rangoon, a thou- 
sand delegates are beginning work to pre- 
pare for a constitution that is supposed 
to be a “road map" towards democracy. 
Why they need to deliberate at all is a fair 
question, since the junta already has 
decided that they will establish principles 
to allow the military to play the main role 
in any future political arrangement. The 
absence of representatives from Miss Suu 


Kyi's National League for Democracy, 
which is protesting against her continu- 
ing detention, means there will be no real 
debate in the convention—the original of 
which was abandoned in 1996 when the 
NLD was forced to walk out because the 
process had been manipulated. With few 
delegates from the NLD invited this time, 
it wasn't expected to pull much weight 
anyway, but to justify the convention's 
claim to be a national body. The NLD is 
right to stay away if Miss Suu Kyi won't 
be there to provide a moral compass for 
the rest of the delegates. 

All of which raises this question: How 
will Burma ever be free of the generals? 
Sanctions by the United States have hurt 
working Burmese without any appreciable 
effect on the thinking of the junta. Asearts 


engagement has only led to an embold- 
ening of the ruling authoritarians. 
Curiously enough, the only hope may 
be with China, the country with the great- 
est sway over Rangoon. If Burma's gen- 
erals can be convinced that it would be 
in their interest to mimic China's eco- 
nomic D RUE this would benefit ordi- - 
could provide theta. with: at dust ilie lib- 
erties that come with economic liberal. 
ization. Then, down the line—as with 
China—it might be hoped that some : 


political rights will follow. 


It is truly a measure of Burma's 
deplorable political condition that the best - 
hope for the people may lie with follow- 
ing China's EHE Then n every- 
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U.S. Hawks Look 
lo Korea Post-Iraq 


After the United States security role in Iraq is reduced, hawks 
in the U.S. administration say Washington will look to tighten 
the noose around North Korea and its nuclear-weapons 
programme. "Once the threat posed by Iraq has been 
resolved, new threats in the form of Iran and North Korea 
and others need to be addressed," says a senior U.S. offi- 
cial who doubts that negotiation will persuade Pyongyang to 
end its nuclear programme. The official notes that Wash- 
ington and its allies have already started putting pressure on 
North Korea by trying to cut off its missile trade and illicit 
drug exports through a so-called Proliferation Security Ini- 
tiative. “Their [nuclear-] weapons programme is dependent 
on hard-currency earnings .. . and we're drying that up,” says 
the official. He says the international community could fur- 
ther destabilize the Pyongyang regime by supporting the exo- 
dus of refugees from the North. The official recognized that 
this would require support from North Korean neighbour 
China, which has long resisted calls from the United Nations 
and the U.S. government to make it easier for North Korean 
refugees to remain in its territory. But the official suggests 
that the Chinese, who have hosted six-nation talks on the 
Korean crisis, might change their minds if Pyongyang con- 
tinues to oppose progress toward a solution. 


MixED MESSAGES ON TAIWAN MERGER 
Leaders of Taiwan's opposition political parties are talking up 
plans for a merger, but dissent within their own ranks means 
a union may be difficult to pull off. The Kuomintang (KMT), 
or Nationalist Party, and the People First Party (PFP) ran 
and lost on a joint ticket against President Chen Shui-bian 
in the March 20 presidential election, but some opposition 
leaders think a single, unified opposition party would pose 
more of a challenge to Chen’s Democratic Progressive Party 
in December's legislative elections. The KMT's central com- 
mittee on May r9 passed a proposal to *move from coopera- 
tion to merger," without specifying a timetable. But legisla- 
tors from both parties have publicly baulked at the idea. KMT 
lawmaker Chen Hung-chang charged that many in the PFP 
"have character problems," while PFP legislator Chiu Yi 
said he opposed a merger because "the two parties have 
very big essential differences." Among the unenthusiastic was 
PFP Vice Chairman Chang Chau-hsiung, who told reporters, 
“I will never in my life become a member of the KMT.” 


PROTESTS ON THE RISE IN CHINA 

Chinese police reports show that the number and size of pub- 
lic protests in China grew rapidly throughout the 1990s 
and such incidents now occur tens of thousands of times each 
year. The annual number of protests on the Chinese main- 
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land rose 26896 from 1993 to 1999, or from 8,700 to 32,000, 
according to police figures cited by political scientist Mur- 
ray Scot Tanner for an article due to run in the summer 
issue of The Washington Quarterly. Included in the defini- 
tion of protest: everything from peaceful small-group peti- 
tions and sit-ins, to marches and rallies, labour strikes, mer- 
chant strikes, student demonstrations, ethnic unrest, and even 
armed fights and riots. Protests increased particularly dra- 
matically in 1997-99—years during which China moved 
forward most aggressively with the privatization of small and 
medium-sized state-owned enterprises. Tanner does not pres- 
ent national statistics for protests after 2000, but he cites a | 
local police report showing that the northeastern province 
of Liaoning recorded 9,559 incidents between January 2000 
and September 2002, involving 863,000 protesters. That, 
Tanner notes, is an average of about 290 incidents per month, 
or nearly ro per day, for almost three years. In an interview, 
Tanner says that the police numbers may omit some incidents 
in minority areas—which China might record as terrorist inci- 
dents—and in military factories, which may be under mili- 
tary rather than police jurisdiction. 


NonTH Korta Horps Up HIGHWAY 

A United Nations-backed effort to build a 140,000-kilometre 
highway between the Pacific and Europe cannot be realized 
without the removal of one major roadblock. After originat- 
ing in Tokyo and travelling up through South Korea, it must 
transit North Korea before reaching China. The problem is 
that Pyongyang was not among the 26 countries that signed 
the Asian Highway agreement at a meeting in Shanghai 


Stephen Shaver/ AFP 
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last month of the United Nations Economic and Social Com- 
mission for Asia and the Pacific. But according to Kim Hak 
Su, Escap’s executive secretary, North Korean officials at the 
Shanghai meeting indicated that they were still considering 
signing the agreement in the future. “On the official map of 
the Asian Highway, the section passing through North Korea 
is now a solid line, not a dotted line,” says a confident Kim. 
All the same, Pyongyang refused to give the green light for 
a test run along the highway that would have seen a container 
truck travel by existing roads from the South Korean port of 
Pusan to Helsinki in Finland. 


LINGERING SUSPICIONS OVER SCIENTIST 
While Pakistan has forgiven top physicist Abdul Qadeer Khan 
for selling nuclear secrets overseas, the United States and Japan 
fear that the disgraced scientist may have been holding back 
on the full story. Pakistan's President Pervez Musharraf 
publicly forgave Khan after the father of the Pakistani nuclear 
bomb admitted earlier this year that for years he had traded 
nuclear-weapons technology and know-how to Iran, Libya and 
North Korea. "We're pursuing our own investigation in a lot 
of different countries . . . because I’m not confident that the 
whole thing is shut down," says a senior U.S. administration 
official, referring to the underground sales network that Khan 
ran. ^We have a lot of concern that there are more than the 
three countries Khan confessed to," the official adds. “We have 
reports, but we don't have facts. The Pakistanis are continuing 
to question Khan and his associates and we're getting infor- 
mation." The official says the Japanese have mounted their 
own investigation "because they want to know from Pakistan 
what the North Koreans are up to." 


NEWCOMERS TO AUSTRALIAN AIR EXERCISE 

France and Thailand will in July take part for the first time 
in the Royal Australian Air Force's largest combat-training 
exercise. The biennial Pitch Black exercise, which returns to 
the Northern Territory after a four-year gap, will allow the 
French to showcase their front-line Mirage 2000 bomber. 
Singapore and the United States Marine Corps will also be 
taking part in the July 19-August 5 exercise, says Air Com- 
modore John Quaife, who is organizing the war games. He 
ays that the French participation will enable the RAAF to 
t how another quality air force manages quality equip- 
t we don't get to see too often." Meanwhile, Australia 
ome the first country in the world to deploy the 
e-art Tiger armed reconnaissance helicopter, 
to Defence Minister Robert Hill. The government 
d 22 Tigers, designed by the Eurocopter consor- 
ixpects to deploy them from the end of this year. 
ed in the northern Australian city of Darwin, 
ew Tiger is the most advanced helicopter 
rld and will be a huge boost to the army's 
ever had a helicopter with this sort of 
des a 30-millimetre cannon, rockets 
the minister adds. = 



















HOLDING BACK: 
Pakistani scientist 
Abdul Qadeer Khan 
fails to fully con- 
vince the Americans 
and Japanese 
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ome rain or shine, in fact whatever 

the weather, the FedEx team is 
always completely focused on making 
the delivery - it'S part of what makes 
FedEx the most reliable air express com- 
pany in the world. 


So, when the heaviest snowfalls in over a 
decade severely disrupted road and air 
transportation around the Kyushu region 
of south-western Japan, the team knew 
they had to find a way through. But how? 


Their top priority was a large urgent ship- 
ment destined for the US from a cus- 
tomer in the city of Fukuoka. It had to be 
on a flight from Kansai International 
Airport, over 500 km away, at 6am the 
next morning. 


The snow had stopped internal flights 
from Fukuoka Airport and all the express- 
ways in the area were closed. Determined 
to get the shipment through on time, the 
station operations manager decided the 
only way was via smaller roads that were 
still open. 


As the truck set off on its long and diffi- 
cult journey, the station operations man- 
ager got in touch with the operations 
team at Kansai International Airport to 
prepare them for the arrival of the ship- 
ment and give them all the relevant infor- 
mation for processing. 


Approaching 
midnight, 
after more 
than twelve 
hours driv- 
ing through 
adverse con- 
ditions, the 
shipment 
arrived and was loaded on the plane by 
FedEx staff who had stayed at their posts 
until it was safely on board. 
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9 — o> 


Part of the Fukuoka Operations Team 





It took real dedication, determination and 
teamwork to make the delivery. But then 
that's what FedEx is all about. 





Bankers Outline Regional Financial Union Plan 


East Asian finance ministers pledged to forge 
closer cooperation on currencies, bond markets 
and the management of foreign-exchange 


reserves, though the 


likely to be slow. Ministers from Japan, China, 
South Korea and Asean gathered at the annual 


Regional Briefing 


THIS WEEK 


pace of integration looks 


meeting of the Asian Development Bank agreed 
to a year-long study of ways to boost their $36.5 
billion currency-swaps network, designed to help 





ADB MEET: Ministers agree 


. cash-strapped countries 


1" defend their currencies in 


times of financial crisis. To 
foster a pan-Asian bond 
market, the group 
launched a Web site, 

Asia BondsOnline, to pro- 
mote Asia's credit markets 
to potential investors. 


ere eer 


The government on May 19 
downgraded martial law in Aceh 
to a state of civil emergency. The 
move came one year after Jakarta 
imposed martial law and 
launched a military operation 
against the guerrillas of the Free 
Aceh Movement (GAM) in the 
restive northwest province. Under 
the new arrangement, troops will 
remain in the province and the 
authorities will still have the 
power to impose curfews, house 
searches and indefinite deten- 
tions. The crackdown on GAM 
began when Jakarta abandoned 
an internationally sponsored 
peace process aimed at ending 
the 27-year-long separatist war. 
The Indonesian military says it 
has killed about 2,000 members 
of GAM and captured 3,000 
others since May last year. But 
human-rights groups say most of 
the dead were civilians. GAM’s 
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leadership, meanwhile, issued a 
statement in Sweden dismissing 
the announcement as “merely a 
window-dressing exercise” and 
claiming there was “no intention 
whatsoever on the part of the 
Indonesian government, military 
or civilian, to try to find a peaceful 
solution to the conflict.” It did say, 
however, that it was still ready to 
return to the negotiating table. 


STILL NEEDED: Troops headed for Aceh 
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Italian-born Congress 
Party leader Sonia 
Gandhi led an opposition 
coalition to an upset 
election victory. But 
Gandhi turned down the 
post of prime minister, 
saying she had never 
sought to rule. Hindu 
nationalists opposed to a 
foreign-born leader had 
threatened to boycott her 
swearing-in ceremony if 
she became premier. 
(See article on page 12.) 


SRI LANKA 


The Liberation Tigers of 
Tamil Eelam said they 
had reached agreement 
to revive stalled peace 
talks with the govern- 
ment. But a spokesman 
for the separatist group 
said a time and place 
had yet to be decided. 
The negotiations would 
be the first since the 
Tigers walked out of talks 
a year ago, demanding 
more autonomy in the 
north and east. 


SINGAPORE 


Singapore’s export- 
driven economy will 
weather higher interest 
rates and rising oil prices 
to grow by as much as 
7.5% this year. GDP will 


VP 


Junta 


es 


BURMA'S MILITARY 
government on May 17 
went ahead with talks c 
a new constitution, 
despite a boycott by thi 
country’s main pro- 
democracy party and 
some ethnic minority 
groups. The National 
League for Democracy 
refused to join the 
national convention 
because of the junta’s 
refusal to release its 
leader, Aung San Suu 
Kyi, from house arrest. 
The junta’s decision 
received international 
criticism. Meanwhile, 
United States President 
George W. Bush 
extended for another 
year sanctions on Burm 
for “repression of the 
democratic opposition. 


, 


expand between 5.5% 
and 7.5%—two percent- 
age points faster than 
forecast earlier, the 
Ministry of Trade and 
Industry said. 









District courts c 
pleted recounti 
votes cast int 
versial March 
dential electi 
found about 





20 as the High Court 
must now rule on the 
disputed ballots. 


SOUTH KOREA 


The country’s Constitu- 
tional Court overturned 
the impeachment of Roh 
Moo Hyun and returned 
him to office as president. 
(See article on page 18.) 


plan to replace the forces 
in Korea, said the move 
was part of a global 
realignment of U.S. 
forces. Seoul has delayed 
sending 3,000 of its own 
troops to Iraq because of 
the worsening security 
situation in Iraq and 
opposition at home. 


THAILAND 


Prime Minister Thaksin 
Shinawatra said his $112 
million bid for a 30% 
stake in top British 
football club Liverpool 
has been accepted. 
Thaksin added that the 


DaimlerChrysler pulled 
the plug on its four-year 
partnership with South 
Korea's Hyundai in a 
further unwinding of its 
Asian strategy. The 
German car maker is to 
sell its 10% stake in 
Hyundai Motor. Hyundai 
said it would buy out 
DaimlerChrysler's 5096 
stake in a joint venture 
the two companies 
formed to make engines 
for commercial vehicles. 


Reuters 


The United States said it 
plans to move 3,600 
troops from South Korea 
to Iraq for up to a year's 
combat duty. It will be the 
first reduction in the level 
of U.S. forces on the 
Korean peninsula since 
the early 1990s. The 
Pentagon, which does not 


Pre 


THAKSIN: Winning bidder 


two sides had agreed on 
6096 of the deal, but 
warned he continued to 
monitor alternatives 
should Liverpool hesitate. 
A government official 
downplayed last-minute 
"differences" that 
prompted a Thai team to 
postpone a trip to 
Liverpool on May 19 to 
seal the deal. 


JAPAN 


The world's second- 
biggest economy grew 
faster than expected in 
the first quarter of the 
year as companies 

and consumers 
increased spending. GDP 
increased by 1.4% from 
the previous quarter and 
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NEEDED IN IRAO: 
U.S. soldiers to leave 
South Korea 
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grew by an annualized 
rate of 5.6%. It was the 
eighth straight quarter of 
growth and topped 
forecasts for annualized 
expansion of 3.6%. 


The main opposition 
Democratic Party of 
Japan appointed its 

No. 2, Katsuya Okada, as 
its president. Okada took 
the job unopposed after 
the party's former 
president, Naoto Kan, 
and his presumed 
successor, Ichiro Ozawa, 
were forced to quit over 
the nation’s widening 
pension scandal. 


ee 


Legal uncertainties over 
new oil-and-gas laws 
made Indonesia a net 
importer of crude oil for 
the first time in March, 
undermining the coun- 
try’s membership in the 
Organization of Petroleum 
Exporting Countries. 
Indonesia, Asia’s only 
Opec member, imported 
an average 484,000 
barrels of crude oil a day 
in March, and exported 
448,000 barrels a day, a 
government official said. 
Imports rose further to 
903,000 barrels a day in 
April, while exports 
dropped to 413,000. 


EAST TIMOR 


The United Nations 
Security Council voted 
unanimously to renew 
the mandate of the 
world body’s support 
mission in East Timor for 
another six months. 

The extension will take 
the UN mission to 

May 20, 2005. The 
mission in East Timor 
can have one further six- 
month extension. 


SPOTLIGHT 


FILLING UP: 
Asia copes 
with rising oil 
prices 





ASIA’S OIL ORDEAL 
Soaring oil prices battered Asian markets in mid- 
May, raising new fears about inflation—and slower _ 
growth—ahead. Crude-oil-futures prices peaked 
at an all-time high of $41.85 a barrel on the New 
York Mercantile Exchange on May 17, mainly due 

to concerns about market shortages and con- 
tinued instability in the Middle East. 

In Thailand, an official warned that higher oil 
prices could trim one percentage point off eco- — 
nomic growth this year. In China, analysts wor- 
ried that oil-induced inflation could force poli- - 
cymakers to take more drastic steps to slow LN 
the booming economy. Fearful of a region-wide 
hard landing, investors have pushed down Asian 
equity markets (excluding Japan) by more than 
11% since the first week of May. | 

But even if growth slips, Asia is still likely to 
outpace the rest of the world, economists say. 
For example, even if GDP growth cools by one 
percentage point in Thailand, the nation’s econ- 
omy should still expand by 6% or more this year. — 
Analysts at Morgan Stanley, meanwhile, have 
predicted growth of 6.4% in Asia excluding 
Japan-a full two percentage points higher than 
their expectations for the world as a whole. 

UBS economist Duncan Wooldridge says 
China was already in line to slow this year. But he's _ 
not changing his healthy forecasts for places like 
South Korea and Taiwan, partly because a slower 
Chinese economy should ease oil prices. Given 
that oil prices could come back to earth later this 
year, “I’m not going to downgrade my economies 
just because the price of oil is at $40 a barrel for 
a few months,” he says. Patrick Barta 
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ELECTIONS 


dia’s Mandate: 








are the Growth 


After a surprise win for the Congress Party and an uproar over its leader, Sonia Gandhi, 
the party has chosen a key reformer to be India’s next prime minister. Investors can relax that the 
reform process is secure—so long as leaders can placate leftists and the poor 


-DURING WEEKS of campaigning in the 
heat and dust of northern India, politi- 
cian Sachin Pilot heard voter after 
voter talk about basic issues like drink- 
ing water, electricity and health. The 
economic progress touted by the gov- 
ernment in its "India Shining" cam- 
paign, whether in roads, telecommuni- 
cations or technology, mattered little to 
his constituents. 

. “Weve had a reality check,” says the 
26-year-old Congress Party politician, who 
has just been elected as India's youngest 
ee “There should be no fear 
among investors that there’ll be back- 
tracking on reforms. But the benefits need 
to trickle down.” 

After a month-long election and 
countless opinion polls, India’s voters 
did what no politician or pundit had pre- 
dicted. Instead of an easy re-election win 
for the ruling Bharatiya Janata Party 
(BJP), they delivered a stunning surprise 
defeat that brought the opposition Con- 
gress Party and its allies to power. And 
in yet another twist, Manmohan Singh, 
an architect of India’s economic reforms, 
was chosen to lead the country after the 
Congress president, Sonia Gandhi, 
declined the post. 

The political earthquake sent shocks 
. through India’s stockmarkets. On May 17, 
the Bombay Stock Exchange suffered its 
worst-ever fall at the start of trading, 





. 12. Far Eastern Economic Review 


finally tumbling 11% on concerns about 
the new government’s dependence on 
leftist allies. The next day the markets 
surged back 8%, partly on the unexpected 
news that Gandhi would not take up the 
prime minister’s mantle for personal rea- 
sons, despite leading the Congress Party 
to victory in the elections. 

Instead, India’s new prime minis- 
ter will now be 71-year-old Manmohan 
Singh. A respected economist and tech- 
nocrat educated at Oxford, Singh has 
held virtually every important financial 


WHAT BUSINESS 
CAN EXPECT 


d Continued efforts to ease 
investment and 
streamline taxation 


* Reforms and growth 
should continue but poor 
voters must get benefits 


e The sale of state enter- 
prises and new labour 
laws may lag 


e An alliance with leftists 
could bring instability 





By Joanna Slater/MuMBal 


post in India, from governor of the cen- 
tral bank to finance minister, where he 
oversaw the country's economic opening 
in 1991. Singh is also a Sikh, making 
him potentially India's first non-Hindu 
prime minister. 

The stockmarket and business com- 
munity will welcome Singh's leadership, 
says Uday Kotak, managing director of 
Kotak Mahindra Bank. *He's a very 
acceptable face to the markets as well as 
to most political parties," says Kotak. 

Singh's ascent may help calm the fears | 
of investors that have emerged in the - 
wake of the Congress victory. To govern, - 
the Congress will need the support of left- - 
ist parties whose anti-privatization rheto- 
ric following the election results originally : 
sent the markets into a tailspin. 2 

Of course, much remains uncertain. ee 
Singh will have to unite a party in shock - 
following Gandhi's decision and hammer - 
out ar diode with leftist allies over. 
economic policy. = x 

Despite such worries, India’ S broader 
path towards further economic liberal- 
ization remains unchanged. Congress | 
Party officials have reaffirmed that it will. - 
seek to increase foreign investment. and | 
push ahead with reforms, a process that > 
it initiated when in power in 1991. The 
party's economic platform involves a fur- 
ther dismantling of India’s "Licence Raj". 
by reducing barriers to investment, sim- 








PASSING THE TORCH: Congress Party leader Sonia Gandhi declines the post of prime minister 


plifying bureaucracy, streamlining taxa- 
tion and trimming the state’s role in the 
economy, all with the goal of pumping up 
India’s GDP growth rate. 

However, certain policies that were the 
hallmark of BJP rule, such as the privati- 
zation of state-owned enterprises, will 
likely be put on the back burner. Changes 
to labour laws may also languish, though 
the effort begun by the BJP to make it eas- 
ier for big companies to fire workers was 
already stalled. More broadly, the election 
is serving as a reminder that India must 
balance the needs of poor and rural vot- 
ers in future reforms. 

In many ways, there's likely to be 
more continuity than change as Congress 
takes the reins of power. Much like the 
outgoing BJP, the Congress is in favour 
of economic reforms and talks with Pak- 
istan (see article on page 16). Nor is India's 
larger economic growth likely to be 
affected by the upset at the ballot box: 
Economists say that the strong growth 
in services, manufacturing and exports 
that has characterized the economy's per- 
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formance in the past year will continue. 

Already, however, the Congress has 
signalled that its approach would differ 
from that of the BJP in tone and focus, a 
direct consequence of the perceived les- 
son of the election. "The Congress will 
have to take into account that a large part 
of India simply does not benefit from the 
economic-reform process," says P. Chi- 
dambaram, a party leader and former 
finance minister who is tipped to join the 
new cabinet. “We are failing to deliver 
quality primary education, clean drinking 
water, basic health care and roads to the 
villagers. We have to sharply improve 
[those] delivery systems." 

Chidambaram is one of several 
reform-minded politicians within the 
Congress Party that businesspeople and 
foreign investors say they'd be happy to 
have in charge of economic policy. What's 
making investors nervous is the prospect 
of the party's leftist allies, among them 
the Communist Party of India (Marxist), 
influencing economic policy. 

While the Congress received the 





largest number of seats of any party, its 
coalition only garnered 218 seats in par- 
liament. The leftist parties, which together 
have 62 seats, have promised to support 
the Congress on critical votes, giving it the 
numbers necessary to reach the major- 
ity mark of 272. 


A DIFFICULT ALLIANCE 


If disagreements erupt between the two 
sides, such an arrangement could be a 
recipe for instability or, in a worst-case sce- 
nario, lead to fresh elections. In the initial 
days after the election results, some Com- 
munist Party leaders fulfilled the worst 
expectations of market watchers; one 
senior party leader said that privatization 
could—roughly translated— "go to hell." 
Congress leaders quickly tried to control 
the damage. The comments were "indi- 
vidual, freelance comments being made," 
not policy announcements, says Jairam 
Ramesh, one of the Congress's key eco- 
nomic strategists. 

Some economists say the Communist 
Party's bark may be worse than its >» 
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bite. In the party's stronghold, 
the state of West Bengal, the 
Communist-led local govern- 
ment has jettisoned dogma 
in favour of a pragmatic 
approach that includes shut- 
ting down loss-making state 
companies, wooing foreign 
investors and discouraging 
labour militancy. That's start- 
ing to pay off in investments 
from companies such as 
IBM, Wipro and Pepsico. 

Buddhadeb Bhattacharjee, 
the communist chief minis- 
ter of West Bengal, says 
investors don't have to fear 
the Left. When it comes to 
increased foreign direct in- 
vestment, he says, "That, 
nobody can oppose." The 
problem will be privatization. 
“We will oppose ruthless dis- 
investment" of state-owned 
companies, he says. 

Even prior to the election, 
the Congress had disagreed 
with the BJP strategy of selling 
profitable public companies. 
With the Left opposed to such 
sales, they're likely to be 
suspended, though some 
observers hope that the gov- 
ernment will continue to sell 
its equity in state-run compa- 
nies through the stockmarket. 

“I don't see any difference 
between this government and 
the last, except on strategic 
sales," says Jon Thorn, man- 
aging director of India Capital 
Fund. “It doesn't change any- 
thing in terms of broader 
growth.” The fact that the Congress-led 
government will be supported by Com- 
munists isn't unduly worrying, he adds. 
“If IBM can deal with them in West Ben- 
gal, so can the Congress.” 

Opposition from leftists may also 
mean setting aside a tentative move to 
make it easier for big companies to 
fire workers. “We would like to see labour 
reforms happen very quickly, but it’s not 
a big problem if it doesn't," says Baba 
Kalyani, managing director of Bharat 
Forge, a leading Indian car-components 
company. “Doing what is necessary to 
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MANMOHAN SINGH, /1, CHOSEN 
TO BE PRIME MINISTER, HAS BEEN AN 
OPPOSITION LEADER SINCE 1998, 
A FINANCE MINISTER AND CENTRAL 


BANK GOVERNOR, AND AN ARCHITECT 
OF INDIA'S ECONOMIC REFORMS 


increase economic growth will be the 
agenda of this government or any other 
that has reasonable stability.” 

What's distressing investors and mar- 
kets now is uncertainty. Economists say 
that there are three key signals to look 
for in the coming weeks once a prime 
minister is chosen. The first is who will 
be named finance minister. The second 
is the contents of the common economic 
programme due to be released by the 
Congress and its allies. The last and 
most important is the direction taken by 
the national budget, which is expected 


in a little more than a month 
and will reveal the govern- 
ment's reform leanings on a 
host of issues including taxa- 
tion and subsidies. 

"The budget will be the 
clincher," says Subir Gokarn, 
the chief economist at Crisil, 
a leading Indian credit-rat- 
ings agency. 

Those who know Manmo- 
han Singh say the soft-spoken 
technocrat is up to the task. 
"He's a world-class econo- 
mist," says Shankar Acharya, 
a former chief economic 
adviser to the government. 
Singh has demonstrated an 
ability to “very effectively 
marry political judgment with 
economic wisdom," he says. 

“We can only expect that 
reforms will continue, per- 
haps in a different way and at 
a different pace," says Vivek 
Paul, vice-chairman of soft- 
ware giant Wipro. "To stay 
the course is to follow the 
course [the Congress] itself 
charted." As for India's bur- 
geoning technology and out- 
sourcing businesses, he says, 
"The expectation is that no- 
body is going to mess with 
this engine." 

Congress officials say 
they'll pursue foreign invest- 
ment by making the process 
easier and more transparent 
for investors. They also say 
that they're planning to in- 
crease much-needed invest- 
ment in infrastructure while 
controlling the deficit. 

At the same time, though, they've 
indicated they will focus on agriculture 
and attempt to make people feel that they 
have a stake in the reform process. *The 
packaging of reforms needed to be better 
and also the sequencing," says the Con- 
gress's Ramesh. 

For example, he says, the government 
can focus on providing adequate elec- 
tricity before cutting subsidies. “People 
don't mind paying for power if they had 
power in the first place." 

Some businessmen say they wel- >> 
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come a focus on agriculture, so long as 
it isn't accompanied by deficit-increas- 
ing spending hikes. 

"Agriculture represents 2596 of GDP 
but 60% of the country's people are 
there. We've got to fix that," says Kotak 
of Kotak Mahindra Bank. As a result of 


that disparity, "the voting pattern is not 
dependent on the GDP pattern. It's a 
very important disconnect." 

Politicians and experts caution against 
drawing any overarching conclusion from 
the election results. The most common 
factor was a strong tide of anti-incum- 


bency that swept out sitting politicians 
from one end of the country to another, 
both in the BJP and Congress camps. 

In a sign that Indian politics is increas- 
ingly revolving around regional parties, it 
was the respective alliances of the BJP and 
the Congress that sealed their electoral 
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fates. By themselves, each party received 
138 and 145 seats respectively, or roughly 
one-quarter of the total. The BJP, however, 
suffered from the grave misfortunes of its 
allies in two key southern states, Andhra |. 
Pradesh and Tamil Nadu. 

But the BJP also did poorly in cities 
among urban voters that were supposed 
to be its bedrock, and even in supposed 
strongholds of Hindu nationalism, such 
as the state of Gujarat. That's sure to set 
the party thinking about why its campaign 
rhetoric failed to persuade voters. 

Businessmen sound confident that 
reforms weren't the culprit. “I don't think 
the vote is against reforms,” says Ishaat 
Hussain, finance director of Tata Sons. 
"[t's a wake-up call. Millions are saying, 
"What you're doing is right, but please 


>» — 


think of us too." = 


FOREIGN RELATIONS: CHANGES TO COME 


While the Congress Party’s mandate is to pay more attention to 
the needs of India’s poor, the country’s neighbours and allies may 
be wondering if they'll now be the neglected ones. This applies 
most to Pakistan, China and the United States, the three countries 
with which the outgoing Bharatiya Janata Party (BJP) government 
most dramatically improved India’s relations in recent years. 

Some of the first clues about the new Indian government’s 
foreign policy will come with the appointment of a foreign minis- 
ter. The most frequently touted candidate is K. Natwar Singh, a 
career diplomat who served at the United Nations and in China. 

Unfortunately for Pakistan, Singh’s “intellectual and profes- 
sional formation was entirely during the Cold War, when the gold 
standard for India was nonalignment,” says Teresita Schaffer, a 
former U.S. diplomat in South Asia and now with the Centre for 
Strategic and International Studies in Washington. "He's fairly 
hardline on Pakistan, but hardline doesn't mean wanting to go 
back to war." | T 

Outgoing Prime Minister Atal Behari Vajpayee spearheaded 
talks with Pakistan, which resumed in February, driven by the 
issue of the disputed territory of Kashmir. Senior Congress Party 
officials have said that the peace process will continue. 

Serious negotiations will be delayed as the Congress organ- 
izes the new government. Analysts also wonder if the new prime 
minister will have a harder time than his predecessor in garnering 
support from Hindu nationalists, whom Vajpayee managed to 
keep in check when he ran foreign policy. 

The other question is how long Pakistan will continue to rein 
in militants seeking to infiltrate Kashmir. “To some extent this will 


be driven by internal pressures in Pakistan,” says Schaffer. 

A new Congress government could also create some heart- 
burn in Washington. The BJP government enjoyed warm relations 
with President George W. Bush’s administration, including help in 
fighting terrorism, a stepped-up security relationship and dialogue 
on missile defence and non-nuclear military activities. 

In contrast, the Congress Party has been critical of the BJP’s 
close ties with the U.S. and strident in its criticisms of the U.S. 
occupation of Iraq. “In the short term, the two sides could face 
strains over style as the Congress will tend to talk the language of 
nonalignment,” says Ashley Tellis, until recently an adviser to the 
U.S. ambassador to India. “They’ve got to get used to the idea of a 
unipolar universe.” 

But officials both in the Congress Party and in Washington 
have sought to downplay differences. J.N. Dixit, co-chair of the 
Congress Party’s external affairs committee, points out that party 
leader Sonia Gandhi's late husband Rajiv improved relations with 
Washington as prime minister in the late 1980s. Adds a U.S. - 
official: "We think there's a certain inevitability that they'll recog- 
nize the same thing that the BJP government recognized: that our 
mutual interest lies in improving ties." 

China is hoping for the same: In a signed commentary in the 
official China Daily, Beijing expressed pleasure at the Congress 
Party's pledge to continue talks with Pakistan—long Beijing's 
closest ally in South Asia. It also said it hoped for continued 
friendly relations between India and China, "given that the policy 
has significantly benefited both." 

Murray Hiebert, Joanna Slater and Susan V. Lawrence - 
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How to light up a supply: chain = ES 


Advance Transformer, a leading component manufactur 
lighting systems, had legacy IT systems that no longer kept up 
with production demands. They turnéd to HP to help them better - 
manage their supply chain. Now, with a unified management 
of the whole infrastructure, their systems automatically solve 
problems as they occur. All this has reduced production time from 
28 to 5 days, cut inventory levels by 50% and revealed the bright 
side of change. www.hp.com/adapt 
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SOUTH KOREA 


Freeing the 
Labour Market 


Fresh from turning back an impeachment effort, 
Roh will attend to labour reform. Investors crave 
it, but workers won’t be easily persuaded 


By Donald Greenlees/SEOUL 


DURING LAST YEAR'S Severe Acute Respiratory Syndrome 
outbreak, occupancy rates at Seoul's Grand Hyatt hotel bot- 
tomed out at just 5026—two to five times higher than Hyatt 
hotels in Hong Kong and Singapore. But in Seoul, the hotel's 
losses were far greater than at its harder-hit properties else- 
where in the region. 

The reason: South Korea's high wage rates and rigid 
labour laws effectively prevented management from laying 
off workers for the four to five months that the hotel was los- 
ing money. “In Singapore and Hong Kong, because they 


LABOUR STRIFE: 
Foreign investors 
are frustrated by 

continued mili- 
tancy on the part 
of Korean workers 


could quickly adjust their costs, they ended up being more 
profitable than Korea," says Peter Walshaw, the Seoul Hyatt's 
general manager and area vice-president. "Labour costs are 
quite high in Korea, so any shock to our revenue stream 
and we can run a loss." 

Foreign business people commonly cite an inflexible 
labour market as the biggest single hurdle to investment in 
South Korea. Labour laws severely restrict the ability of 
employers to lay off workers, leaving companies like Hyatt to 
shoulder a big salary bill in a downturn. Labour militancy and 
wage increases that run well ahead of inflation and produc- 
tivity growth add to the list of investor complaints. 

President Roh Moo Hyur's administration is pledged to 
labour reform—in Rob's words, bringing the laws and prac- 
tices “in accordance with international standards." Specifi- 
cally, that means employers want to change laws that require 
companies to spend a sustained period in the red or go 
bankrupt before they can lay off staff. They want to see a reduc- 
tion in strikes and work slowdowns. And they want to ensure 
that wage increases don't outstrip productivity growth. 

That won't be easy. Back in the Blue House after an 
absurd theatre of politically inspired impeachment pro- 
ceedings, Roh has dedicated his administration to rekin- 
dling economic growth. His top priority is to create jobs, 
particularly for a legion of young unemployed. To do that, 
he needs to carry out tough economic reforms that attract 
more foreign and domestic investment. 

“We need to boost investment and encourage [foreign 





direct investment] and without improving our labour man- 
agement relationship, it’s impossible,” says Kwon Tae Shin, 
vice-minister for international affairs in the Ministry for 
Finance and the Economy. 

In recent weeks, Roh has had plenty of time to chart the 
course for the remaining four years of his administration. 
Ousted from office by the national assembly, he spent two 
months waiting for a May 14 ruling by the Constitutional 
Court to reinstate him. 

He is returning to office in a stronger 
position thanks to the electoral mandate 
given to him by voters in the April 15 
national assembly elections, which gave 
the liberal, pro-Roh Uri (Our Open) Party 
a slim working majority. 

In the just-elected assembly, attitudes 
to Roh’s reform agenda are unpre- 
dictable. On his first day back on the 
job, Roh, a one-time labour attorney, 
described fixing labour relations as “this 
year’s most important subject.” But it is 
uncertain how much he can count on Uri 
Party support. Party opinion ranges from 
centre-left to conservative on economic 
and political matters. 

Koreans are used to a work culture 
based on “lifelong employment,” says Yu 
Rynn, director of the Uri Party’s labour 
committee. Loyalty to the company and 
job security have been at the heart of the 
unwritten contract between workers and ` 
employers. 

"In Korea, it's very hard to get a job 
after you have lost your previous one," says Yu. ^We have to 
change the whole system to make it easier for people to find 
work if they are laid off." 

Overcoming such labour-market sclerosis looms as one of 
the big tests in Roh’s economic-reform agenda. It will require 
careful negotiation with unions and employers, as well as deft 
management of his relations with the assembly. 

The Ministry of Labour has drafted reforms that are due 
to go to a tripartite commission of labour, employer and gov- 
ernment representatives, which will produce its own rec- 
ommendations on labour reform in September. These will 
then need to be passed by the national assembly before 
becoming law. 

Following the economic crisis of 1997, South Korea intro- 
duced a series of legislative reforms to increase labour mar- 
ket flexibility, including the right to impose lay-offs if there 
were "imperative needs of management." Employers were 
still required to avoid lay-offs where possible and consult with 
worker representatives. Disputes would end up in court. 

According to employers, the 1997 reforms give them very 
little capacity to reduce their workforces in a slump. They 
say that businesses have to be suffering sustained losses before 
lay-offs are justified. “It’s still very difficult to lay off employ- 
ees, you cannot adjust your workforce based on business 
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MANDATE: Roh readies to tackle labour reform 


cycles,” says Tami Overby, executive vice-president of the 
American Chamber of Commerce in Korea. 

The proposed Labour Ministry reforms go some way to 
meeting employers’ concerns. Among the proposals: The exist- 
ing requirement that employers give workers 6o days’ warn- 
ing before instituting lay-offs will be reduced to 30 days. 

If Rob's plan to create jobs is to be realized, there is no 
question that reform is needed—and not just to the law on 
lay-offs. Increasing labour militancy and excessive wage 
increases both appear to be discouraging 
investment. South Korea had about 320 
strikes in both 2002 and 2003, com- 
pared to almost 200 in 1999. In 2003, 
there were 1.3 million working days lost 
due to industrial action, well ahead of 
most other industrialized countries in 
terms of actual lost days. This all comes 
despite a relatively small unionized work- 
force—only 11.8% of workers officially 
belong to a union. 

James Blaszczyk, the boss of the 

Korean glass-fibre manufacturing opera- 
tions of U.S. conglomerate Owens Corn- 
ing, was on the receiving end of that mil- 
itancy two years ago when the Korean 
Confederation of Trade Unions (KCTU), 
one of the country's two big union- 
umbrella groups, signed up his 250- 
strong workforce. 
á The following year, Blaszczyk ordered 
| a 45-day lock-out at the company’s fac- 
tory in Gimchon, 190 kilometres south- 
east of Seoul, to counteract a job slow- 
down over demands that included workers wanting the 
right to be involved in management decisions. The strike 
ended with Owens Corning giving employees a 5% pay rise 
but refusing to concede management rights. 

Since the company returned to full operations in August, 
management has sought to repair relations with workers. But, 
says Blaszczyk of the conflict, “it hurt the customers, it hurt 
the company financially, it hurt the people and it set up a huge 
credibility issue with home office.” 

Foreign businesses insist that labour inflexibility and mil- 
itancy are holding back investment. Both the Hyatt and Owens 
Corning, for instance, say they are reluctant to add permanent 
employees because of the labour law. “It’s almost impossi- 
ble to terminate employees because the labour law protects 
them,” says the Hyatt’s Walshaw. “Without flexibility, no 
one wants to take the risk to employ. That is one reason you 
have such large youth unemployment.” 

Not surprisingly, the complaints win little sympathy from 
unions. The KCTU, which has refused to take part in the gov- 
ernment tripartite labour commission, has vowed to counter 
any government moves to increase labour flexibility by wag- 
ing strikes if necessary. “If the laws are created we will have 
to fight,” says KCTU official Jo Nam Yul. That is not good news 
for Roh's efforts to either attract investors or create jobs. = 
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INDONESIA 


A Trial Ahead 


Prosecutors face an uphill task to prove that a 
Muslim cleric led a regional terrorist network 


By John McBeth/]AKARTA 


INDONESIAN GOVERNMENT prosecutors are likely to rely 
heavily on the evidence of three jailed militants and a bulky 
document seized in a police raid last year in a second attempt 
to prove that Muslim cleric Abu Bakar Bashir headed the Islamic 
network behind a series of deadly terrorist attacks. 

Western security analysts who have reviewed the case 
say that prosecutors will likely find it as difficult to pin down 
the 66-year-old cleric as they did last year, when a court 
ruled there was no proof that he led Jemaah Islamiah, a home- 
grown organization blamed for the October 2002 Bali bomb- 
ings that killed 202 people. 

Bashir did serve 18 months for immigration violations and 
forgery, but the authorities re-arrested him on April 30 as 
he walked out of a Jakarta prison. Police have since said 
they have new evidence to prove that Bashir headed the JI and 
that he would be charged with involvement in attacks between 
1999 and 2002, including the Bali bombings. 

Bashir, meanwhile, filed a lawsuit on May 17 accusing the 
government of wrongful arrest. His lawyers said his arrest 
was based on old evidence and claimed it was ordered by 
Washington, charges denied by the Indonesian and United 
States governments. But analysts say such accusations could 
resonate with Indonesian Muslims at a time of heightened 
anti-U.S. sentiment. “It is clear this has become a political 
issue,” says M’bai Ansyaad, head of the anti-terrorist desk in 
the Ministry for Political And Security Affairs. 
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FIGHTING BACK: Bashir has filed a lawsuit accusing the 
government of wrongful arrest and claiming U.S. meddling 


If the case comes to trial, prosecutors are expected to try 
to convict Bashir under Jakarta's 2003 Anti-Terrorist Act, 
which came into force while he was in custody and is retroac- 
tive only for the Bali bombings. Ansyaad, who is familiar with 
the evidence against Bashir, expects that the prosecution 
will first try to prove that the cleric was the head of the JI 
and then show that as JI leader he must have known about 
the Bali bombings and other terrorist activities. 


WITNESSES AND A DOCUMENT 

To prove this, Ansyaad indicates that they will largely rely on 
one key witness, whose identity is still being kept under wraps, 
and a 168-page document seized by police during a raid last 
July on a JI hideout in the northern Java town of Semarang. 
The document, which was seen by the REviEW, is addressed to 
Asy-Syeikh Abdush Shomad—the name Bashir used while liv- 
ing in exile in Malaysia during the 1990s. 

It reports on the March 2000 graduation of 17 alleged JI 
operatives from a “military academy" run by the separatist Moro 
Islamic Liberation Front on the southern Philippine island of 
Mindanao. Among the graduates was Indonesian Fathur Rah- 
man al-Ghozi, who was jailed for a bomb attack in Manila 
that killed more than 20 people in December 2000. He was 
gunned down by police after escaping from prison last year. 

A second prosecution witness, former senior JI opera- 
tive Nasir Abas, is likely to provide testimony that Bashir 
was present during the graduation ceremony, according to 
diplomats in Jakarta. Further incriminating documentation, 
which will be introduced in court for the first time, was found 
at the home of another JI militant, Taufik Rifki, when he 
was arrested in October on Mindanao, and at a Central Java 
safe-house used by convicted Bali bomber Ali Gufron. 

With convicted Bali bombers recanting earlier statements 
implicating Bashir in JI activities, Ansyaad says the prose- 
cution is exploring the possibility of using teleconference tes- 
timony given at Bashir's first trial by suspects in Singapore 
and Malaysia. Discounted at the first trial, that testimony 
alleges Bashir was present at meetings when plans for bomb- 
ings in Indonesia in December 2000 were discussed. 

Ansyaad insists that though some of the evidence has 
been used before, the defence won't be able to argue dou- 
ble jeopardy. “If the law being implemented to try the case 
was the same, then the judge could say the evidence has 
already been used,” he explains. “But he's being charged with 
something else, under a new law, so the evidence can apply 
to both cases." 

But even Ansyaad has little confidence that Indonesia's 
inconsistent court system will convict Bashir this time either. 
Although Bashir was allegedly JI's spiritual leader between 
1999 and late 2002, one analyst who has closely followed 
events of that period says the cleric pulled back from active 
participation in mid-2000 to devote more of his time to 
Majelis Mujahidin Indonesia, which advocates the strict appli- 
cation of Islamic law in the archipelago. = 
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The Region 


JAPAN-NoRTH KOREA 
Koizumi's 
Korea Gambit 


Japan's leader needs to return from his second 
trip to Pyongyang with good news about 
abductees' relatives, or the trip may hurt him 


By Sebastian Moffett/Tokvo 
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RETURN VISITOR: Koizumi takes a risk in going back to Pyongyang 
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JAPAN'S PRIME MINISTER Junichiro Koizumi hopes to wrap 
up unfinished business when he pays his second visit to North 
Korea in less than two years. A top priority will be securing 
the release of relatives of five kidnapped Japanese nationals 
who were allowed to return home with Koizumi after his land- 
mark first visit to Pyongyang in September 2002. But the 
Japanese leader will also take the opportunity to discuss other 
key issues, including North Korea's nuclear-weapons pro- 
gramme and Japanese aid. 

Koizumi is scheduled to meet North Korean leader Kim 
Jong Il during the day-long trip on May 22. Political ana- 
lysts say the premier must be confident that he'll come back 
with results—otherwise the trip would confer a form of legit- 
imacy on Pyongyang for no gain to Japan. 

The trip does, however, hold some risk. Securing the 
release of the relatives would boost Koizumi's standing ahead 
of elections to the upper house of parliament on July 11 and 
at a time when his approval ratings have been hit by a pen- 
sion-payments scandal. 

But failure would hurt his image as one of Japan's more 
competent statesmen. Says UBS Investment Research polit- 
ical analyst Shigenori Okazaki, "People have already fac- 
tored in the return of the families. If he produces nothing new, 
it might not be such a big success for Koizumi." 

There's no guarantee that Kim is about to start giving 
way on wider issues, especially on Pyongyang's nuclear pro- 
gramme. Indeed, the lack of progress during recent talks in 
Beijing between North Korea, China, Japan, South Korea, 
Russia and the United States on the nuclear issue suggest 
that there will be no major breakthrough on that issue 
during Koizumi's visit. 


THE FATE OF THE ABDUCTEES AND 
THEIR FAMILY MEMBERS IS A HIGHLY 
EMOTIVE SUBJECT IN JAPAN 


Japan has toughened its stance over the past two years— 
a move popular with the Japanese public, 7396 of whom 
are in favour of Koizumi's Pyongyang trip, according to a 
recent poll by the Mainichi newspaper. At the diplomatic 
level that has meant support for the U.S. position of pro- 
viding no economic assistance and making no move toward 
diplomatic relations until Pyongyang dismantles its nuclear- 
weapons programme. 

Tokyo, which is vulnerable to North Korean missile attack, 
has also taken unilateral moves to tighten the screws on 
Pyongyang. Last year, the government indicted a firm sus- 
pected of shipping to North Korea electronic components that 
could be converted for use in a nuclear device. It recently 
revised a law on foreign exchange in a way that enables 
sanctions. And it is currently working on legislation that could 
ban North Korean ships from Japanese ports. 

At the same time, Koizumi is likely to use aid as a carrot 
for change and compromise. The Asahi newspaper reported 
on May r7 that Japan and North Korea are discussing a deliv- 
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ery of about 250,000 tonnes of rice. Japan suspended all 
aid to North Korea in 2002 because of the abduction issue. 
But much wider assistance is only likely to be offered once 
there has been progress on the nuclear issue. 

For most Japanese, the abductee issue overshadows all 
else. The abductions of Japanese citizens by North Korean 
agents more than two decades ago have come to symbolize 
the vulnerability of a country with a military still restricted by 
its war-renouncing constitution. Over the past two years, fear 
of the North has persuaded the Japanese public to accept a 
strengthening of the country's military capability. 


JAPANESE SUSPICIONS 

More important politically, the fate of the abductees and their 
family members is a highly emotive subject in Japan. The 
nation was horrified when, during his September 2002 
summit with Koizumi, North Korea's Kim admitted to the 
abductions of r3 Japanese citizens and then revealed that 
only five were still alive. 

The Japanese had long suspected that North Korea had 
been abducting their fellow-citizens, but Kim’s confession 
still came as a major shock. Tokyo, moreover, suspects the 
North Korean leader did not come completely clean and that 
many more Japanese may have been snatched over the years. 
The abductees, some grabbed on beaches and whisked off 


to North Korea, were used to teach Japanese language and 
culture to communist agents. 

After the five confirmed survivors returned to Japan, the 
pain of their separation from their relatives painted the North 
in an even uglier light than before. And families of the vic- 
tims want Koizumi to squeeze Kim for more information 
about the kidnap of Japanese citizens to find out if there are 
any more still languishing in North Korea. 

In all, there are eight relatives whom the abducted 
five want to join them in Japan. Seven are children. The 
eighth, Charles Jenkins, complicates the problem. Jenk- 
ins, 64, is the American husband of one of the victims, 
45-year-old Hitomi Soga. He is said by the U.S. to have 
defected to North Korea while stationed in South Korea with 
the U.S. Army in the 1965. If he travelled to Japan he would 
be subject to extradition to the U.S. to face possible charges 
of desertion. 

Koizumi on May r7 talked on the phone with U.S. Presi- 
dent George W. Bush, and though he would not disclose the 
content of the conversation, speculation in Japan is that he 
was trying to persuade the U.S. to regard the former soldier 
as a special case rather than treating him as a deserter subject 
to prosecution by the U.S. military. The issue could compli- 
cate Koizumi's mission—but who said anything involving 
North Korea would be simple? & 
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India Must Reform Farming Next 


By Bibek Debroy 


The writer is director of the Rajiv Gandhi 
Institute for Contemporary Studies, an 
independent think-tank based in New Delhi 


No one likes to be wrong, but urban, English-speaking India 
got it very wrong in the general elections. One question now 
is what the Congress Party’s victory means for economic 
reforms. The Bharatiya Janata Party gave the impression in its 
“India Shining” advertising campaign that the country would 
soon become a developed economy. But that was never so. 
Or at least not so soon, anyway; and the BJP paid for its hubris. 
Now, a change in government may provide the opportunity 
to fine-tune reforms, and redirect efforts to where they are 
needed even more. No question, reforms must continue; but 
more needs to be done in agriculture if India as a whole is to 
benefit from the bracing effects of liberalization. 

To be sure, India’s economy hasn't done badly. An estimated 
rate of GDP growth of around 8% in fiscal 2003 and actual 
growth of 4% in 2002 represent an average annual growth of 
6% for the two-year period. But over the medium term, the 
growth trend has been around 5.3% a year. This is a far cry from 
the 8% annual growth promised in the previous government's 
five-year development plan for 2002-07, or the 6.596 annual 
growth trend from the previous five-year period. The actual 
growth trend has been insufficient to pull an overwhelming 
number of Indians out of poverty. Indeed, 7096 of the work- 
force live in rural areas, even if agriculture accounts for only 
2596 of GDP. And agriculture has been in bad shape, suffering 
from high input prices, low profitability and so on. But the 
agricultural policy of the previous government focused only on 


&6& ; 
There are many reforms needed in the rural sector, 
and there is a consensus in the new Congress-led 


government on a need to push these forward s, 


raising procurement prices for rice and wheat—hardly a free- 
market initiative—and was calculated to benefit BJP allies in 
the National Democratic Alliance (NDA) in states like Punjab, 
Haryana and Andhra Pradesh. 

While urban populations in key cities in the west and south- 
east have prospered, there has been insufficient job growth for 
the country at large. Reliable employment data is available only 
for scattered periods, but a comparison of the last four data 
periods—1983-84, 1987-88, 1993-94 and 1999-2000—illus- 
trates what happened. Between the 1993-94 period and the 
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1999-2000 period, the rate of employment growth 
actually slackened. Agriculture failed to provide 


. new jobs; and in the “unorganized” sector (includ- 


ing farmers, street vendors and migrant work- 
ers)—which accounts for 9296 of workers—there 
was employment growth only in construction and 
trade. Overall, real wages dropped. As for the 
"organized" sector, there was also little job creation. 
Indeed, the robust growth in outsourcing, call cen- 
tres and other technology-enabled industries— 
which account perhaps for 1 million jobs out of a 
workforce of 400 million—masked the fact that 
few new jobs were actually being created. 

The elections that threw out the NDA also 
gave the Left more parliamentary seats than it 
has ever had. As a consequence, the results have 
been painted as a blow against reform. But we 
must be precise. What reforms are we talking 
about? If reforms are interpreted strictly as pri- 
vatization of state-owned companies or revamp- 
ing labour laws to give companies more flexi- 
bility in hiring and firing, then these elections 
indeed are anti-reformist and we shouldn't expect 
more such liberalization to happen in a hurry. 
That is unfortunate. 

However, there are many reforms needed in 
the rural sector, and there is a consensus in the 
new Congress-led government on a need to push 
these forward—similarly with tax reform. More- 
over, core citizen concerns about governance 
issues—law and order, physical infrastructure like 
clean water, sanitation, power and rural roads, and 
social infrastructure like health and education— 
can be expected to receive fresh attention. Improve- 
ments here could very well get more rural Indians 
better integrated into the larger national economy, 
and perhaps even the global economy. 

And why should such liberalization not occur? 
The anti-reform diagnosis is too simplistic. 
Instead, the focus of reforms will change, and that 
won't be unhealthy. Income and consumption 
growth need to become more broad-based. Other- 
wise, the pro-rich image of liberalization won't 
disappear, and will only hurt those who rightly 
seek to change the way India has been run and 
has done business for so many decades; the con- 
sequent socio-economic tensions will threaten 
the polity. The challenge for the new government 
is to ensure that growth is more mainstream, and 
that it reaches central, eastern and northeastern 
India. These areas cannot be bypassed if India 
indeed is to shine. = 
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| China Briefing | 





beijing Warns Taiwan 
Prior To Inauguration 


Beijing offered carrots and sticks to Taiwan, warning 
Taiwan President Chen Shui-bian that he would be 
"crushed" if Taipei pursues independence, but at the 
same time offering to discuss "international living 
space" for Taiwan if it recognizes that it is part of 
"one China." The formal statement from Beijing 
came just days before Chen was to be inaugurated 
for a second term as president on May 20 and coin- 
cided with Taiwan's most recent failed effort—its 
eighth—to participate in World Health Organization 
meetings. Taipei responded that the principle of *one 
China" was a topic for discussion between the two 
sides, not a principle that one side could impose. 
China's statement said that if Taiwan's leaders con- 
tinue to follow "their separatist agenda," then they 
will “meet their own destruction by playing with 
fire." Beijing also held out the prospect of resuming 
negotiations on a "formal 
ending of the state of 
hostility through equal- 
footing consultations." 
The United States lam- 
basted Beijing for making 
“unhelpful” threats and 
reaffirmed its commit- 
ment to defend Taiwan. 


THREATENED: Chen (centre) 


PCCW MAY JOIN KEY MAINLAND PLAYER 


Hong Kong's dominant fixed-line phone company, PCCW-HKT, has acknowl- 
edged that it is in talks with China's second-largest fixed-line provider, 
Netcom, on forming a partnership. Analysts said that it was possible the 
relationship would include Netcom taking an equity stake in PCCW-HKT’s 
telephone operations. PCCW-HKT is a wholly owned unit of PCCW and 
accounts for almost three-quarters of the parent company's revenues. PCCW 
said that discussions include, but aren't limited to, “a joint venture relating to 
an equity interest in PCCW-HKT.” Richard Li, a son of Hong Kong tycoon Li 
Ka-shing, took control of what was then Cable & Wireless HKT in 2000, 
beating a bid by Singapore Telecom in part, analysts said at the time, 
because Beijing didn't like the idea of a strategic asset such as Hong Kong's 
fixed-line operator being owned by a foreign company. 
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PIPELINE 


China and one of its 
western neighbours, 
Kazakhstan, have signed 
a deal to build a 1,240- 
kilometre pipeline that 
will represent the largest 
single section of a 
pipeline that will stretch 
3,000 kilometres from 
the Caspian Sea to China. 
Work on the pipeline is 
expected to begin within 
the next few months. 


ECONOMY 


Inflation hit a seven-year 
high in China for the 12 
months to April 30 at 
3.8%, according to the 
State Statistical Bureau. 
Some economists are 
predicting that China will 
impose its first interest- 
rate increases in nine 
years as policymakers try 
to slow down economic 
growth. The economy 
grew 9.1% last year, and 
in the first quarter of 
2004 grew at an annual- 
ized rate of 9.7%. 


SPACE 


Beijing says that it will 
launch its own permanent 
manned space station 
within 15 years. The 





A NEW ERA in the Macau 
gambling market dawned as 
the first independent 
competitor to Stanley Ho 
opened its new casino. The 
creation of Las Vegas casino 
and exhibition magnate 
Sheldon Adelson, the Las 
Vegas Sands opened to 
throngs of gamblers awed 
by Macau’s first Las Vegas- 
sized casino. Another Las 
Vegas casino legend, Steve 
Wynn, expects to break 
ground for his new casino in 
the next two months. MGM 
may also build in Macau. 


nation’s chief designer of 
its space programme, 
Wang Yongzhi, said that 
China’s manned space 
effort has cost 18 billion 
renminbi ($2.2 billion) 
over the past 11 years, 
though he didn’t say how 
much the space station 
would cost. He said China 
does not plan to send a 
man to the moon. 


KOREA TALKS 


Beijing vowed to keep 
working to set up six- 
nation talks to resolve a 
lingering conflict over 
North Korea’s nuclear- 
weapons capability. China 
Vice-Foreign Minister Dai 
Bingguo met on May 15 
with delegations from 
North and South Korea, 
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Japan, Russia and the 
United States. He said all 
the parties had agreed to 
continue talking, though 
sources say that progress 
has stalled. 


DISSIDENT 


A Beijing court has 
sentenced a United 
States-based dissident to 
five years in prison after 
finding him guilty on 
charges of espionage and 
crossing the border 
illegally. Yang Jianli, who 
has already been impris- 
oned for more than two 
years, was arrested in 
April 2002 on charges of 
using a friend’s passport 
to enter China. 


POLICE JAILED 


A court in Henan 
province in central China 
has sentenced five police 
officials to prison terms 
of up to 13 years each in 
connection with the 
torture and death of a 
robbery suspect, accord- 
ing to the official Xinhua 
news agency. Xinhua did 
not specify when the 
sentence was handed 
down but said on May 16 
that it was the result of a 
“recent” verdict. 


FALUN GONG 


A court in Southern 
China has sentenced a 
Hong Kong follower of 
Falun Gong to three years 
in prison for distributing 
leaflets in Shenzhen 


FALUN GONG: China jails Hong Kong follower 





about the treatment of 
the group in China. Fu 
Xueying, who was identi- 
fied as being in her late 
20s, was sentenced at 
the end of April. Beijing 
banned Falun Gong as an 
“evil cult” in 1999, but it 
is allowed to practise 
freely in Hong Kong. 


TRADE PACT 





Singapore and China will 
begin negotiations on a 
free-trade agreement 
(FTA) in November. Lee 
Hsien Loong, Singapore’s 





LEE: Trade talks with China 


deputy prime minister, 
said on May 15 that he 
didn’t expect any signifi- 
cant obstacles in reach- 
ing a deal. Lee told the 
Straits Times newspaper 
in Singapore that the 
negotiations would begin 
with China “whatever 
happens to the Asean- 
China FTA,” a wider trade 
agreement that is also 
being discussed. 
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BUSINESS DIGEST 





SIEMENS PLANS BIG EXPANSION 

German industrial giant Siemens promised to invest 1 billion 
euros ($1.19 billion) over the next three to five years in China 
as it seeks to double its China sales in that period from the 
current 4 billion euros. Key to that growth is a plan to double 
Siemens’ market share in China’s cellphones from its current 4%- 
5% in the next three years. The company said it will increase out- 
put from its Shanghai cellphone plant more than 40% to 20 
million a year. This expansion will significantly boost China’s 
importance to Siemens’ global performance. Currently, China 
represents about 5% of the company’s total sales. Another tar- 
get announced by the company is to increase the value of goods 
procured in China for Siemens’ operations worldwide threefold 
to 5 billion euros by the end of 2005. 


FUTURE LISTINGS LOWER EXPECTATIONS 
Several Chinese companies on the verge of listing shares over- 
seas reduced the amounts that they hoped their initial public offer- 
ing would raise. Reflecting slumping markets in Hong Kong and 
around the world—particularly for Chinese companies—firms such 
as Mengiu Dairy, Ping An Insurance and China Shipping Container 
Lines all reduced their expectations. Said one broker in Hong 
Kong: “Market sentiment is so gloomy, it is sensible for mainland 
companies to scale down their IPO size.” China Shipping hopes to 
raise $1.2 billion for 40% of the company. On-line-gaming com- 
pany Shanda Interactive Entertainment recently raised $150 mil- 
lion—only half its target figure—when it listed on Nasdaq, the over- 
the-counter stock exchange in the United States. 


BANKS MAY GET TOUGHER 

China’s chief banking regulator urged his country’s institutions to 
sue debtors who were delinquent on their payments. Liu Mingkang, 
chairman of the China Banking Regulatory Commission, said that 
sometimes banks should “get tough” on delinquent borrowers. “You 
have got to sue your customers to enhance a credit culture,” he said. 
According to United States-based ratings agency Standard & Poor's, 
nonperforming loans at China’s four main state banks, which 
together hold about 80% of China’s bank loans, could be more 
than 40% of their overall loan book value. 


U.S. TO HIKE TARIFFS ON TELEVISIONS 

The cost of televisions from China will rise by 25%—more in some 
cases-following a ruling by the U.S. International Trade Commission 
(ITC) that some major Chinese manufacturers have been dumping 
televisions in the U.S. at less than their manufacturing cost. The ITC 
ruled that low-priced imports of 53-centimetre (21-inch) and larger 
televisions from China threaten to harm U.S. manufacturers. The 
China Chamber of Commerce for Import and Export of Machinery 
said that it plans to appeal against the ruling: “We haven't gotten 


a fair ruling and we regret that,” said a statement from the group. - 


The U.S. alleges that illegal Chinese trade practices such as dump- 
ing are contributing to what is likely to be a record U.S. trade 
deficit with China this year. 


Elsewhere in the REviEW: 


China Inc: Putting a Good Spin on Bad News (page 32) 





| CHINA 


CARS 


Driving Ambition 


First, the home marhet. Next, the world. China is poised to become a significant 
car exporter as production standards rise and costs fall. But China-based car makers face 
plenty of potholes on the road to overseas marhets 


HONDA'S SECOND car plant in China is 
rising steadily from the raw red earth on 
the outskirts of this southern city. It's one 
of the many new factories being built or 
planned by car makers in China amid 
booming domestic demand. But with 
Honda's new plant there's a difference: 
The cars rolling off its assembly lines by 
early next year are heading not for the Chi- 
nese market, but to Europe—the first big 
push by a foreign car maker to produce in 
China for export. 

Honda's new factory is the only car 
plant in China with majority foreign own- 
ership and the only one manufacturing 
solely for export. Next year, it plans to export 
to Europe up to 30,000 passenger cars in 
the 1-1.5-litre engine-size range, say com- 
pany officials. Capacity at the plant is set to 
grow to 50,000 vehicles annually in 2007, 


WILL CHINA BE A 
CAR EXPORTER? 


Yes, eventually, because: 


e Labour costs are low and 
component costs are falling 


* Production quality and 
safety standards are rising 
But barriers remain: 


* Foreigners are limited to a 
50% stake in car plants 


 * There's a global car glut 
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says Hironori Kanayama, president of 
Honda Automobile (China) Co., which is 
65% owned by Honda of Japan, 25% by 
state-run Guangzhou Automobile Manu- 
facturing Co. and 10% by state-run 
Dongfeng Motors. 

If successful, Honda’s Guangzhou 
venture will be a significant demonstra- 
tion of the ability of China-based manu- 
facturing to climb the value chain. Specif- 
ically, it would signal China’s debut as a 
car exporter, based on what Tim Dunne 
of Automotive Resources Asia, a car- 
industry consultancy, describes as the 
“marrying of Japanese manufacturing 
efficiency with cheap labour in China.” 
Production costs at Honda’s Guangzhou 
plant are expected to be 20% lower than 
those in Japan, say factory officials. 

China as a global car exporter has long 





By David Murphy/GUANGZHOU 


been a dream of Chinese officials. But 
until very recently they could only dream: 
Protected behind tariff walls, the indus- 
try simply could not meet global standards 
on price or quality. Although labour was 
cheap, components were not—some 
China-made parts were up to 40% costlier 
than world prices. Few factories had 
economies of scale. A preference for local 
suppliers by Chinese joint-venture part- 
ners limited competition. In addition to 
poor quality, the availability of a huge 
range of pirated car parts raised suspicions 
about components sourced in China. 

In the past few years, however, the 
domestic market has become increasingly 
competitive as foreign car and parts mak- 
ers piled into China. Since China joined 
the World Trade Organization in 2001, 
import tariffs have fallen sharply. Car sales 


TRAILBLAZER: 
Volkswagen 
has exported 
China-made 
Polos to 
Australia 


Shen Yu/Imaginechina 
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UP THE VALUE CHAIN: Honda's first factory in Guangzhou makes cars for sale in China. Its new plant will make cars solely for export 


soared as private buyers emerged as the 
market drivers. Last year, car sales 
exceeded 2 million and this year could 
reach 3 million—red-hot growth that's 
expected to continue to the end of the 
decade. "Our forecast is 1596-2096 over the 
next five years to around 5 million by 
2009," says Yale Zhang, a Shanghai- 
based director at CSM Worldwide, a car- 
trends forecasting firm. 

Vastly improving economies of scale 
have lowered prices so that cars and most 
car parts made in China no longer cost sig- 
nificantly more than elsewhere in the 
world. At the same time quality is rising 
to meet world standards, as are safety 
requirements (see article on page 30). 

To supply the exploding domestic 
market, all the leading car companies in 
China are installing capacity at top speed. 
Germany's Volkswagen, for example, is 
investing 5 billion euros ($6 billion) over 
the next five years in extra capacity and 
new models— part of a plan to hold its 
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dominant market share against fierce 
competition. Ford, playing catch-up after 
a late start in China, plans to invest $1 bil- 
lion in the next few years. 

However, current government efforts 
to cool the economy could slow the boom 
in car sales, leading to oversupply and 
excess capacity. "After, say, 2005-06, there 
may be a gap between capacity and 
demand,” predicts Peter So, head of China 
research at ING Financial Markets in 
Hong Kong. "At that time it may suit the 
joint ventures to export overseas." 

Two joint ventures have already tested 
the export waters, with trial shipments of 
Shanghai-made Volkswagen Polos to Aus- 
tralia and about 1,000 Shanghai-made 
General Motors Chevrolet Ventures 
shipped to the Philippines earlier this 
year. Still, VW and GM officials say they 
do not have large-scale export plans any 
time soon, insisting that they have their 
hands full serving the voracious China 
market. Small Chinese car makers have 


also made their first forays overseas—pri- 
vately owned Geely exported 500 cars last 
year, while state-run Chery exported 1,200 
cars, mainly to the Middle East. 

While the export of cars is just getting 
started, the export of car components is 
racing ahead. In 2003 China shipped 
$2.4 billion worth of car parts, up from 
$1.8 billion in 2002 (see chart on page 31), 
according to Chinese customs statistics, 
which analysts say are conservative. 

The ministry has set an export target of 
$70 billion-1oo billion in car parts annu- 
ally by 2010. "That's very ambitious,” says 
Sean McAlinden, chief economist at the 
Centre for Automotive Research in Ann 
Arbor, Michigan. That target, he says, 
roughly equals the total value of car parts 
imported to the U.S. last year, which came 
to $75 billion. 

The government has promised sup- 
port, such as tax breaks, for car and com- 
ponent exporters. The promise was re- 
peated in early April by Wei Jianguo, >> 
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a deputy commerce minister with 
responsibility for the vehicle trade, at 
a forum in the northeastern indus- 
trial city of Changchun, according 
to the official Xinhua news agency. 
China expects "to export passenger 
vehicles in large volumes around 
2006 as quality and prices of domes- 
tically made vehicles are reaching 
international levels, which will also 
significantly increase our exports of 
components," Wei was quoted as say- 
ing. A realistic goal? "It's difficult to 
be sceptical because China has his- 
torically met the targets it has set," 
says Graeme Maxton, co-founder of 
Autopolis, a consultancy specializing 
in the vehicle industry. 

So will China soon be shipping 
cars all over the world the way it is 
now flooding markets with DVD 
players and refrigerators? *No is the short 
answer," says Maxton, echoing comments 
by a range of industry experts. 

Although China-made cars are reach- 
ing export standard, there remain many 
obstacles to actual exporting, they say. For 
one thing, the world market is already suf- 
fering from up to 3096 overcapacity. For 
another, car makers are realizing that it's 
more cost-efficient to build close to the tar- 


V-R-O-O-M 
To meet booming demand, China's car 
makers are stepping on the accelerator 
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geted market. "Japanese car makers rely 
on local production for 7096 of their sales 
in the U.S.," points out McAlinden. 
Beijing's insistence that foreign firms 
form joint ventures with local companies 
is also viewed as a major obstacle. For- 
eign car makers see joint ventures—in 
which they're limited to a 5096 stake—as 
an unavoidable cost of entry to the China 
market. But there is no incentive for them 





to form joint ventures to make cars 
for export and share profits with a 
Chinese partner when they could 
make the same car in a wholly owned 
plant in another country. 

"At a global level exporting is a 
zero-sum game, and if you export out 
of China then you have to kill pro- 
duction somewhere else," says 
Ashvin Chotai, London-based direc- 
tor of Asian vehicle-industry research 
at consultancy Global Insight. 

Beijing's car policy is currently 
under a comprehensive and tightly 
shrouded review by the State Devel- 
opment and Reform Commission. 
The results are keenly awaited by for- 
eign car makers. A key question: 
Now that a multinational has been 
allowed to own more than 5096 of a 
car plant for the first time, will the 
concession given to Honda be extended 
to other companies? 

"If there is any sign that the govern- 
ment will relax the 50% rule then exports 
become more attractive. People are reluc- 
tant to rely on [China] as a global base 
when the policy environment is so uncer- 
tain," says Chotai. 

With its controlling stake in the 
Guangzhou plant, Honda will be the first 
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STEERING TOWARD SAFETY 


Hit by mounting consumer complaints and driving fatalities, China 
on March 15 unveiled its first official car-recall policy, which will take 
effect on October 1. The government is touting the policy as fur- 
ther proof of a more humane administration and a determination 
to put consumer safety before corporate profits. But experts warn 
that deficiencies in the policy itself could have new car buyers 
kicking their tyres in frustration. 

China's official consumer association received 5,651 car-related 
complaints last year, a 44% increase over 2002, according to state 
media. Manufacturing defects, including in brakes and steering, 
accounted for 8076 of complaints. Cars attracted the third-largest 
number of complaints among consumer products, behind cellphones 
and homes. China had 24 million cars on the road last year. 

Meanwhile, one-tenth of China's more than 100,000 annual traf- 
fic deaths are due to vehicular malfunction, according to the Trans- 
port Ministry. It is not clear what proportion of these malfunctions 
are caused by design and manufacturing flaws. 

The new policy puts the burden of paying for recalls squarely on 
the car manufacturers. This could mean the end of the road for some 
of China's smaller domestic car makers, with after-sales service that 
is virtually nonexistent, and which would have a hard time paying for 
a recall. 

As for foreign car companies, the new rules will simply require 
them to observe the same rules they already follow in other major 


markets. In the absence of any policy, some foreign car makers 
had previously refused to extend their global car recalls to China. 
In 2001, after volleys of Chinese media criticism, Mitsubishi recalled 
Pajero sport utility vehicles with defective brakes. 

Other car makers have conducted recalls under the euphemism 
"special services," notes Jia Xinguang, chief analyst with the China 
National Automotive Industry Consulting and Development Corp. In 
March, Honda offered free repairs for its Civic and Stream mod- 
els, which it admitted had defective headlights. 


NOMINAL FINES 

According to the regulations, manufacturers can either voluntarily 
recall defective cars or be forced to do so by the government. Car 
makers that refuse to comply or that intentionally cover up defects 
can be fined a total of up to $3,658. 

Many Chinese feel the punishment is too light to force car 
makers to recall defective products. "The bigger the problem, the 
likelier it is that car makers will try to cover it up," says Jia. Consumer 
lawsuits pose a minimal threat to car makers, as consumers who 
have sued were lucky to receive any compensation for losses suf- 
fered, much less punitive damages. 

The deterrent lies in the threat of damaged corporate repu- 
tations, officials argue. "For a big enterprise, how much money 
we fine them is not important," says Liu Zhaobin, director of 


multinational to export cars in quan- 
tity from China. Apart from Europe, 
Asian markets are also in Honda’s 
sights, say analysts. They point out 
that Guangzhou is much closer to 
Southeast Asia and Australia than 
Japan was when it began mass- 
exporting cars to those markets in the 
1980s. Although Japan later moved 
manufacturing operations to South- 
east Asia, the factors that influenced 
that decision—high wages at home 
and a need to circumvent Asean tar- 
iff barriers—are less relevant to 
China. Wages in China are likely to 
remain low for decades to come, say 
economists, and Beijing and Asean 
are slashing tariffs ahead of a 2010 
free-trade agreement. Both these fac- 
tors favour manufacturers based in 
southern China. 

Another advantage for Honda: Costs 
of components are likely to keep com- 
ing down as other Japanese car compa- 
nies set up in the Guangzhou area, 
improving economies of scale among 
component makers. On May 17 Japan’s 
Nissan and China’s Dongfeng opened a 
plant with capacity for 150,000 cars in the 
city. Toyota, meanwhile, is establishing 
a joint venture with Guangzhou Auto- 


ENGINES OF GROWTH 
As costs fall and quality rises, China’s 
export of car parts has taken off 
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mobile Manufacturing Co. “Japans big 
three are coming to Guangzhou," says 
Honda's Kanayama. 

The multinationals are clearly going to 
be the first movers in the export game. 
Volkswagen, General Motors and Honda 
hold the top three positions in China's pas- 
senger-car market. They had a market 
share of almost 4596 last year. They supply 
most of the technology in the industry, 





2003 


effectively neutering their state- 
owned partners' ability to innovate. 
None of China's large state-owned car 
makers have yet managed to produce 
an original brand. And the small Chi- 
nese car makers with export ambi- 
tions don't have distribution or after- 
sales networks in place abroad. 


BREAKING THE MOULD 
But the big boys should not be too 
complacent. These nimble new Chi- 
nese manufacturers, such as Geely 
and Chery, are doing well at the low 
end of the domestic market. Today 
they are dismissed as serious com- 
petitors by foreign car makers in 
China, but the ability of these 
upstarts to produce “cheap and 
cheerful” vehicles could win them 
fans in developing markets. 
Geely, based in Zhejiang province, 
only started making passenger cars in 
2000, but last year sold 70,000 in China 
and this year expects to double that. Says 
Maxton of these feisty new entrants to the 
car market: “They are people actually 
breaking the mould and to dismiss them 
is probably arrogant.” = 
Nancy Zhang in 
Beijing contributed to this article 
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NONSTARTER: Car-related complaints have increased dramatically 


the regulations department of the State General Administra- 
tion for Quality Supervision and Inspection and Quarantine. "If 
an enterprise is punished by the government, even one cent, 
its actual losses will be in the millions, tens or even hundreds 
of millions of renminbi,” says Liu, who helped to draft the regu- 
lations. "When we solicited opinions for this policy, not one com- 
pany said they opposed it." 

The recall issue goes back at least a decade, predating the three 
years in which the current policy was formulated. "Actually, this 
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question was fiercely debated," says consultant Jia. "At that time, 
manufacturers were extremely opposed to the recall." 

Manufacturers could forestall the recall policy because, until 
recently, cars were not a buyers' market. Ten years ago, most car 
sales were to government agencies. Private cars were luxury items, 
and their purchase was subject to onerous fees and procedures that 
have since been abolished. 

Consumers give the recall policy mixed reviews. "We're confi- 
dent in the car makers, but not necessarily the government, which 
can't always manage everything," says a prospective buyer surnamed 
Gu, as he shops at Beijing's Asian Games Village car market for a 
domestically produced Fiat Siena. 

Observers are also concerned about the analysis of data and 
the determination of defects by experts involved in car recalls. In 
China, these mechanisms remain in the formative stage, and 
critics have expressed concern about whether they will be able to 
resist interference from car manufacturers. 

Another problem is that the new rules are only ministry-level 
regulations and lack the weight of law. Liu Zhaobin says that the 
government may draft a cabinet-level regulation and ultimately 
national legislation. 

Nor does the policy cover smaller defects. For these, the gov- 
ernment is drafting a law requiring manufacturers to guarantee 
repairs, exchanges and returns for defective vehicles. No date has 
been announced for the law's enactment. Anthony Kuhn 
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PUBLIC RELATIONS 


China Inc. Turns 


To Spin Doctors 


When bad news strikes, Chinese companies traditionally clam up. But that’s changing. As 
they seek foreign capital in overseas markets, they’re learning to talk the talk in an effort to 


keep investors happy 


By Geoffrey A. Fowler and Kimberly Song/HoNc KONG 


A PRESCRIPTION 
FOR SPIN 


Investor-relations 
industry insiders suggest 
Chinese companies: 


e Present consistent 
financial disclosure 
through good times and 
bad 


e Appoint an investor- 
relations manager with a 
direct line to the CEO 


e Hold twice-yearly road 
shows, visiting investors 
around the world 


e Participate in investor 
conferences 


e Conduct a shareholder 
audit 


e Maintain an updated 
English-language Web 
site including contact 
information 





Chen Jian/Imaginechina 
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CHINA INC.'S reputation is on the line, 
and professional spin doctors are lining 
up to help. 

Late last year, a massive explosion at a 
well owned by gas giant PetroChina killed 
more than 230 people in southwestern 
China. And just weeks after China Life 
Insurance, one of the country's largest 
insurers, made the year's largest initial 
public offering in Hong Kong and New 
York, Chinese government auditors 
accused its parent company of widespread 
accounting irregularities. 

Both companies failed to inform 
investors of their bad news in a 
timely manner, say investors. Now, 
investors who once flocked to Chi- 
nese stocks are demanding change 
from firms that arerit used to prob- 
ing questions from foreigners. In 
general, Chinese companies' "typ- 
ical response in a crisis, or if they 
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have bad results, is to clam up,” says 
Anthony Muh, head of investments for Cit- 
igroup Asset Management in Hong Kong, 
which manages funds worth $14.9 bil- 
lion in Asia excluding Japan. “If investors 
dont know what's going on, we'll assume 
the worst," says Muh. 

That call for disclosure means more 
business for public-relations companies 
in China, which are stepping up to help 
Chinese companies handle bad publicity. 
A handful of early leaders have seen more 
Chinese clients come on board in recent 
years. As a result, they've increased their 


operations: Hong Kong-based IPR Asia 
has increased its staff from eight in 1999 
to 40 today to handle the Chinese clients 
who make up 50% of its business. Earlier 
this year, WPP Group's Ogilvy Public 
Relations in Beijing expanded its team of 
United States-trained finance experts 
from three to five. And since launching 
its Hong Kong office with just one China 
investor-relations staff member in 2002, 
Incepta Group's Citigate Dewe Roger- 
son now has three times as many clients, 
a staff of four, and plans to open another 
office in Shanghai this summer. 

Even as they expand, however, PR 
companies working with Chinese firms 
face problems: Many Chinese companies 
want only short-term help ahead of list- 
ing. But the PR industry needs long-term 
contracts to sustain growth, and cost- 
cutting has pushed down fees. 

But much has changed since these 
companies set up in China about five 
years ago, when they had to push their 
services hard. *We used to go in for meet- 


GOOD NEWS AND BAD: China Life lists (/eft); 
PetroChina's blowout (above) 


ings three hours at a time just to take 
potential clients through all the aspects of 
what investor relations are about," says 
Citigate's Greater China managing direc- 
tor, Diana Footitt. 

Today, Chinese companies are seeking 
out investor-relations consultants. China 
Life, facing class-action lawsuits from 
shareholders in the U.S. alleging it with- 
held material information, in March hired 
Citigate in an effort to regain investor trust. 
Other companies who recently hired 
investor-relations consultants include 
retailer Lianhua Supermarket Holdings, 
property developer Beijing Cap- 
ital Land and mobile-phone serv- 
ices provider Linktone. 

The motivation is money. 
Over the past year, Chinese com- 
panies have been on a major 
fund-raising drive for foreign 
capital. As of January, Chinese 
firms were expected to raise 
some $15 billion in initial public 
offerings both locally and abroad 
this year. 

And Chinese companies are 
learning the hard way that bad 
publicity can be costly. Weeks 
before Chinese stocks began to fall out of 
favour with investors in April over con- 
cerns of an overheating economy and the 
likelihood of a credit squeeze, China Life 
witnessed a sell-off. So far this year China 
Life shares have fallen 39%, compared to 
the Hang Seng China Enterprises Index 
of Hong Kong-listed Chinese companies 
which fell 2796. 

But the basics of investor relations 
confuse many Chinese companies. "They 
have to be more proactive in their dis- 
closure with shareholders than they might 
otherwise be inclined," says Phil Lisio, 
director of investor relations at Ogilvy PR 
in Beijing. 

In some Chinese companies, PR cam- 
paigns amounted to little more than fil- 
ing financial details to local stockmarkets 
and placing advertisements in local finan- 
cial journals. Press conferences and road- 
shows were rare. 

"In the past, investor communica- 
tions is the thing you wrote a memo to 
the government about. You didn't have to 
sell your story to multiple investors," says 
Mark Hynes, director of investor relations 
at Xinhua PR Newswire, a joint ven- P» 
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ture between state-owned Xinhua news 
agency and British PR firm United Busi- 
ness Media. 

For most Chinese companies, the first 
brush with the concept of investor rela- 
tions comes when they list abroad with 
investment banks as partners. ^We advise 
management on what these foreign fund 
managers will want to know in order to 
decide whether to buy the company's 
stock," says Dina Thakarar, Hong Kong- 
based head of the advisory team at JPMor- 
gan Chase. That includes information 
such as the company's history of earnings, 
management's professional background 
and its outlook on the industry. 

Xinhua PR Newswire has held a 
series of investor-relations seminars in 
Beijing and Shanghai attended by audi- 
ences packed with more than 400 Chi- 
nese businessmen. And at the request of 
the government's State-owned Assets 
Supervision and Administration Com- 
mission, Citigate held a similar session 
for 30 state-owned companies in Novem- 
ber. The lessons included role-playing 
exercises for executives on talking with 
investors and taking questions from the 
financial media. 

Shanghai-listed Baoshan Iron & Steel, 
China's largest steel maker, first garnered 
foreign investor interest last year amidst 
a commodity boom that saw steel prices 
skyrocket. So six months ago, its chief 
financial officer, Chen Ying, hired Citigate 
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to help improve relations with the com- 
pany's increasingly diversified share- 
holders. The consultant helped her com- 
plete an investor-relations audit to help 
her understand her stockholders different 
investment styles. 

But Citigate's assistance is also prov- 
ing important as investors concerned 
about China's slowing growth have 
begun to desert the sector. With Citigate's 
advice, Chen says she is not shying away: 
In April, she attended an investor con- 
ference in New York for the first time, 
where she faced some tough questions. 
“I told them we are a high-value-added 
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then investor worries had mounted. This 
and other concerns about the market have 
forced the stock's price down since Jan- 
uary. A Hill & Knowlton representative 
blames the delay on a pending govern- 
ment investigation and the remoteness of 
the area. 

Old communications habits of set- 
in-their-ways CEOs take time to change. 
Anne Lui, vice-president of the financial 
communications group at Omnicom 
Groups Ketchum Newscan, recalls work- 
ing with the chief executive of one Chi- 
nese manufacturing company. He hired 
her on the advice of an investment bank, 


CHINESE COMPANIES ARE LEARNING THE HARD 
WAY THAT BAD PUBLICITY CAN BE COSTLY 


flat-product producer in China," says 
Chen. ^We should trade differently from 
those relatively low-end steel makers," 
she says. 

To be sure, there is no guarantee of 
rewards for good investor relations: 
Baoshar’s stock, in line with most steel 
stocks in the world, is down since Janu- 
ary, by about 12%. Neither does it guar- 
antee happy investors. PetroChina was 
already using WPP Group's Hill & Knowl- 
ton when it had the gas blowout in 
Chongging, in southwestern China, in 
December. A full week after the blast, 
PetroChina issued a statement, but by 


but he didn't want to participate in the 
investor roadshows that she organized. 
"Because he has such a high status within 
the industry and the organization, he 
thought ‘Why do I have to care about 
those investors? They are so young and 
don't know about my industry," says Lui. 
"It was a cultural shock for him." 

Lui finally persuaded the CEO to 
attend the road shows and he learnt to 
be patient with investors’ questions. “Even 
if he doesn't want to pay attention to them, 
he still has to sit through the presentation 
and explain the details of the industry," 
she says. = 
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Resorting to a Make-Over 


Eyeing executives who crave tropical luxury, Singapore is trying to push Sentosa Island 
a long way upmarhet by turning it into a seaside paradise 


locations is getting a 
make-over with a helping hand from one of Europe's top 
architects. Pontiac Land, one of Singapore's biggest hotel 
developers, has hired a firm run by award-winning British 
architect Norman Foster to build an exclusive tropical resort 
on Sentosa Island. 

Situated less than a kilometre from Singapore's huge main 
container port, Sentosa is no Phuket: Man-made beaches 
lapped by often-murky water abut busy shipping lanes. But 
the Singapore government, which owns the island, wants to 
give ita S$6 billion ($3.48 billion) make-over, and Pontiac— 
the owner of the Ritz-Carlton Millenia, Conrad Centennial 
and Regent hotels in Singapore—is betting the revamp will 
lure upmarket business travellers to Sentosa. Foster's name 
should help: He's famous for projects all over the world, 
including HSBC's Hong Kong headquarters building and 
Hong Kong airport's terminal, the Reichstag building in Berlin 
and London's Stansted Airport terminal. 

Set on a sprawling 12-hectare site that’s covered in lush 
tropical forest, the $$150 million hotel will include a refur- 
bished colonial-heritage building and a collection of luxury 
serviced villas targeted at guests who want to stay for any time 
from a few weeks to a year. Pontiac set up Millenia Hotel 
last year to manage the project, dubbed The Knolls. The hotel, 
due to open in 2007, will have about 150 rooms. 
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“Peace, quiet and space are premiums that people are 
willing to pay for,” says Stephanie Kwee, vice-president of 
Pontiac Land. Pontiac has hired Robert Burns, founder of 
Hong Kong-based Regent International Hotels, as a con- 
sultant. Burns also developed the Four Seasons Milan and 
worked with renowned Chinese architect I.M. Pei on the Four 
Seasons New York as a consultant. Foster’s architectural firm, 
Foster and Partners, has built many hotels, but this project 
will be one of the company’s first resorts. 

Pontiac’s decision to build the hotel adds weight to 
Singapore’s bid to reposition Sentosa as a high-end tourist 
attraction. “This helps set a benchmark, and it sends a 
message to the investment community that there are serious 
investors that are looking at Sentosa in a new light,” says 
Darryl Metzger, chief executive of Sentosa Leisure Corp., a 
statutory body charged with managing the island. 

Singapore has pitched Sentosa as a tourist site for years, 
but with mixed results. A resort run by Shangri-La Hotels and 
Resorts and a golf course have proved popular with incentive- 
tour groups and locals who want a weekend away without 
leaving the city-state. But other, lower-end attractions, like a 
model Asian Village, a run-down mini-golf course and a now- 
defunct water park, failed to excite visitors. So Sentosa Leisure 
Corp. hired Metzger, who helped plan Tokyo Disneyland 
and rebuild Hong Kong’s Ocean Park, to revamp the island. 
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In 2002, Metzger announced the revamp that includes 
seaside pubs and restaurants, new beaches to be created with 
imported sand from Indonesia and man-made islets that will 
obscure the shipping-lane views. An elite 117-hectare resi- 
dential development and a link to Singapore’s mass-rapid- 
transit railway system are also under construction. 

The corporation has also reclaimed a group of adjoining, 
small islands south of Sentosa, and plans to build a marina, 
more high-end housing and, possibly, a boutique hotel. The 
government body will spend about $$3.75 billion; the rest of 
the S$6 billion will come from private investors. 

Metzger has axed the worst features, including the water 
park and Asian Village, which was turned into a parking lot. 
He also slashed the per-car entry fee from S$15 to S$2, 
and per-person fees from S$6 to S$2. Singapore’s parlia- 
ment, meanwhile, is debating whether to open a casino 
there, the city-state's first. 

Sentosa can't get away from its 
harbour locale, but that doesn’t dim 
its prospects, contends Metzger. 
“Were not promoting ourselves as a 
Phuket or Bali. Our target is some- 
one who wants a resort experience, 
but also wants to be 15 minutes from 
Orchard Road, or their office, or 
where their meetings are in the busi- 
ness district," he says. Besides, he 
adds, busy harbour views are also 
an asset in some cities, such as Hong 
Kong: ^At night, the twinkling lights 
are quite beautiful." 

At the centre of Pontiac's hotel 
project is Tanah Merah, a long two- 
storey heritage building with sweep- 
ing white columns and a vaulted red- 
tile roof, that was built in the 1930s by 
the British Army. Foster's team must 
retain the facade of the grand but 
now-dilapidated building. Set on a 
high knoll, the building is hidden 
- from the city by thick jungle, ancient 
bamboo and giant banyan trees. Gaps 
in the tropical vegetation offer views of the golf course on 
one side and the sea on the other. 

The team will also design a new, modern building that 
will stretch behind the heritage structure and house most 
of the guest rooms, plus a collection of secluded villas. “There 
will definitely be a visual change, a movement from old 
Singapore to new Singapore," says Kwee. 

Foster is renowned for his hi-tech approach to archi- 
tecture. In 1995, he remodelled Berlin's Reichstag, adding 
a giant glass-and-steel dome to the top of the historic par- 
liament building. 

The design for the Singapore resort project is still in 
the works, but the modern section *will be ecologically 
sensitive, and work with the topography and natural sur- 
roundings," says Kwee. = 
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Pontiac's Kwee 
says this colonial 
ruin will form the 
centrepiece of a 
new luxury hotel 
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Flash Drives 
Aren’t Flash 


You’ll find them in everything from 
computers to digital cameras. But are flash 


drives as good as the hype? Maybe not 


| LEFT YOU last week in the capable hands of Ethel Girdle, the 
fictitious octogenarian who took her accusations of built-in 
obsolescence to the technology giants. One of her beefs was 
about so-called flash drives—small devices that store data, for 
example as memory cards for MP3 players, digital cameras 
or personal-digital assistants, or as ultra-portable drives which 
can plug directly into your computer’s USB port. These lit- 
tle things have taken off in a big way. Nowadays it’s hard to 
find a gadget that doesn't use them—even your cellphone uses 
the same technology—or a keychain that doesn't have a thumb 
drive dangling off it. But Ethel (OK, it’s really me) found 
that two out of five memory cards in my possession have given 
up the ghost within a year or so of buying them. So what gives? 
Are flash drives the future or, if you'll excuse the phrase, 
just a flash in the pan? 

Flash memory has been around for a while. Invented in 
the 19805, it really started coming into its own in the past few 
years. Its trick is twofold: Unlike a hard drive, or even a floppy 
drive, it has no moving parts, so it is more rugged, uses less 
power and doesn't make noise. It's also nonvolatile, which 
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HOW TO MOVE DATA ABOUT doesnt mean it's less likely to fly off the handle than other, 
more moody, memory devices, but that it will retain 
For those of you with flash-memory cards, but no easy way data after it’s been switched off. (Compare this to the RAM 
to move data between different kinds of cards, or from the memory in your computer, which will not retain anything 
cards to your PC, you might want to try something like unless the computer is powered up.) Both of these tricks 
lomega's "Floppy Plus 7-In-1 Card Reader" which, as its mean flash memory also works much faster than other 
name implies, reads the data on seven different types of devices—you can save stuff to it or delete stuff from it 
card, including the good old floppy drive. The drive plugs much more quickly than, say, your PC hard drive, or a 
into your USB port and works on both Windows and Mac CD-Rom, or a floppy drive. 
computers. lomega's decision to include a floppy drive is Another plus: This memory is small. The different 
not a bad idea, as some people still use that charming kinds of flash memory you're likely to see are not much 
antiquated means of moving stuff around, though the 7-In- bigger than a postage stamp; others are in the form of 
1 may be a bit too bulky to carry with you on the USB drives, sometimes called thumb drives or key ring 


drives, which do exactly the same thing but in a differ- 
finding a generic multi-slot card ent casing. As they get more popular, they get cheaper 
reader, of which there areat — . ` and their capacity gets bigger: Semico Research reck- 
least a dozen on the market. Qu “Sig ^ ons there will be about 60 million USB drives sold 

x ` | j this year with an average capacity of about 200 mega- 
bytes. In four years they expect more than three times 


road. If that's the case, l'd recommend 
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What to Buy 


Having told you that flash-memory devices are not to be 
trusted 10096, that doesn't mean you shouldn't buy them. 
Indeed, the latest generation of keyring drives are now so 
small that the biggest problem you're likely to face is losing 
them. California-based EZQuest this month launched what it 
calls the world's smallest USB drive for Macs and PCs, 
which uses the USB 2.0 standard (faster, believe it or 

not, than the USB 1 standard) and is less than 
five centimetres long. It comes in three 
models—128, 256 and 512 
megabytes—and sells for between $50 
and $150. lomega earlier this year 
launched something similar-the Mini | 
USB Drive, with the same capacities „pema 
but with interchangeable coloured  $ 
tops (an important consideration for 
the fashion-conscious among you). 


that many drives with an average capacity of 1.7 giga- 
bytes, or eight times what they are now. 

But what you may not be told is that there are down- 
sides. First, devices need power to read these memory 
chips, and so will suck juice out of your camera, MP3 
player or whatever if you leave them in. Secondly, they all 
have bits of metal that connect them to the gadget, called 
contacts, and these contacts are vulnerable to dirt, wet- 
ness and other normal things you might encounter in 
your day. Also, memory cards do not like being removed 
in the middle of writing, so make sure your gadget, 
whether it’s a camera or your computer, has finished writ- 
ing to or downloading from the memory card before 
you whisk it out. Doing this before it's finished risks cor- 
rupting the data, says Terry O'Kelly, technical commu- 
nications manager for Memorex. 

And the rugged claim? Not exactly a myth, but Gor- 
don Ung, senior editor at Maximum PC magazine, did 
some tests of some USB memory keys, which included 
putting them in a washing machine, a dryer and drop- 
ping them two storeys. Conclusion? “The washing 
machine didn't actually kill them. Nor did the dryer. 
But the drop tests did most of them in,” he recalls. You 
needn't even be that brutal: Ung warns against leaving 
the cards, or keys, on your car dashboard. Also: “It’s 
OK to put them in your pocket but you should be aware 
that static shock can jumble the files on a card or wipe 
out a section of the card that contains information 
on where the files are stored.” Which kind of begs the 
question: Where else would you put a key ring but in 
your pocket? 

That raises another question: How long do these 
things really last? Ten years seems to be the rule; but 
that’s clearly not true in the case of my two devices. If 


May 27, 2004 







Josh Estey 


things do go wrong, all is not necessarily lost. If you really 
want to try to save valuable data from the card, you could 
try using third-party software, such as RescuePRO from 
Florida-based LC Technology International (http://www.lc- 
tech.com). But be warned: Recovery isn't guaranteed, and it 
didn’t work in either of my cases. David Bernard, managing 
director of New York-based consulting firm DB Marketing 
Technologies puts it bluntly: "There is little chance that you 
can retrieve information from a damaged flash card." 

If you're not too bothered about the data but want to just 
save the card, try reformatting it. Remember, you'll lose any- 
thing you have on the card if you do this. You're in with a 
good chance that you can at least re-use the card. Unless, 
that is, you happen to be me, in which case both memory 
devices refuse to play ball. 

My experience has driven home to me some important 
lessons. One is that the experts don't really know very much. 
They'll say this flash-memory thing is wonderful, and they'll 
say the devices last longer than you need to worry about. 
It's true that they are very, very useful, but it's not true that 
they last so long. That brings me to the second lesson: Keep 
the drives and cards in a safe place, and keep the contacts 
clear of dirt, electrical charges or the tops of tall buildings. 
Finally: Don't rely on flash-memory sticks to store really 
important stuff without a back-up. If you're taking pictures 
with a digital camera, upload those pictures to your computer 
as soon as you can. If you're using a thumb drive to move data 
around, don't assume that just because it's in your pocket 
you—or it—are safe. Keep a back-up somewhere. 

The bottom line is: Flash memory is great, but it can go 
in a flash, too. = 

More musings and rants at http:/ /loosewireblog.com 











Request for Proposal (RFP) 
“Social Audit in Pakistan” 


Devolution Trust for Community Empowerment, a 
Pakistani Non Governmental Organization being 
funded by the UNDP, is planning to undertake social 
audit in Pakistan in order to obtain feedback on 
citizen’s views and experience of on-going devolution 
reforms and delivery of public services to allow policy 
adaptation and differentiation across the territory. 


Prospective organizations, firms and NGOs are invited 
to submit their proposals for execution of social audit in 
Pakistan. Instructions about technical and financial 
proposals along with the terms of reference are 
available at our website: www.un.org.pk/undp/bids 


Deadline for submission of proposal is June 20, 2004. 





Devolution Trust for Community Empowerment (DTCE) 
H. No. 18, Street No. 18, F-6/2, Islamabad, Pakistan 
Phone: 92-51-2878234-39, Fax 92-51-2878240 
Email: contact(2dtce.org.pk 
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RESIDENTIAL PROPERTY 


Australia Lets 
Out the Air 


There are clear signs that the rise in interest rates is gradually 
beginning to knock the bottom out of Australia’s hot residential- 
property market, closing off a huge speculative opportunity 


SYDNEY REAL-ESTATE agent Paul Gotch 
was selling an unrenovated two-bedroom 
cottage with pleasant views over Sydney’s 
Balmoral beach. The cottage, just a 15- 
minute drive from downtown Sydney, 
attracted keen bidding. The auctioneer’s 
hammer quickly came down at just over 
A$1.2 million ($840,000). 

The price was by no means a record 
for the suburb, considered one of Syd- 
ney's best. But it was a staggering sum for 
a small home in need of costly repairs. 
The November 2003 sale had a knock- 
on affect. Neighbours in the adjoining 
cottage put their home on the market 
hoping for A$1.4 million. But in the four 
months between the sale by Gotch, from 
Elders Real Estate, and the new listing, the 
steam had gone out of the property mar- 
ket. The second house, almost identical 
in floor plan and outlook but renovated, 
failed to secure a bid above A$1 million at 
auction and was not sold. 

"House prices are no longer rising at 
the double-digit rate they were last year," 
says Sydney-based Commonwealth Bank 
economist Michael Blythe. Indeed, the 
market appears to have peaked in October, 
when the Australian Bureau of Statistics, 
or ABS, said Australians borrowed a record 
A$18.6 billion to buy homes. 

In September 2003, 16,647 building 
applications were lodged with local gov- 
ernments for the construction of new 
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houses and apartments. In November and 
December 2003, the Reserve Bank of Aus- 
tralia, or RBA, lifted the official cash rate— 
the overnight rate at which banks lend to 
each other—twice, to 5.2596. It also issued 
several stern warnings about the folly of 
highly leveraged property investments. By 
March, the ABS said total dwelling 
approvals had dropped 1696 to 13,934. 

Shane Oliver, investment strategy 
head and chief economist at AMP Capital 
Investors, is blunt in his assessment: "The 
bubble has burst." 

"[n areas where there has been over- 
supply and high levels of gearing, like the 
inner-city Sydney and Melbourne apart- 
ment market, you'll see a correction in 
price terms of 3096 or more," Oliver says. 
"Buyers are drying up and people are 
trying to renege on transactions where 
they have paid a deposit to buy a property 
off the plan and now have to find the 
funds to complete." But buying off the 
plan allows investors to book an apart- 
ment based on the architect's drawings, 
and the apartment can be sold before 
completion for a profit. 

Economists say there are two distinct 
housing markets in Australia's major 
cities: owner-occupier and investor. The 
former buy houses in the suburbs and 
sometimes use the equity in their homes 
to increase their borrowing to fuel con- 
sumption. But between September and 
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December 2003, investors accounted for 
45% of all housing loans, says Oliver. 

“A number of factors influenced prop- 
erty investors last year,” he says. “Interest 
rates were low, the equity market under- 
performed and people had access to 
deposit bonds to finance off-the-plan 
apartment purchases.” Deposit bonds 
allow buyers to put down as little as 5% of 
the purchase price of a property. Full 
finance is secured when the property 
development—usually an apartment com- 
plex—is completed. 

But more rate hikes that will pain 
property owners might not be necessary. 
In its latest assessment of the economy, 
the RBA says, “It is encouraging that 
housing finance has at least begun the 
process of correcting from exceptionally 
high levels reached last year.” 

The central bank says “house prices 
may have reached their peak,” and adds, 
“After the rapid increases recorded during 
2003, available indicators for the March 
quarter 2004 point to falling prices in 
most of the major [state] capital cities.” 
It says auction-clearance rates “remain 
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well down on a year ago.” It is now a 
buyer’s market. 

While there are few official figures 
from the ABS on the quarter to March, the 
RBA says Commonwealth Bank and Aus- 
tralian Property Monitors, or APM, 
research indicates that house prices are 
down. Blythe from the Commonwealth 
Bank says the bank’s figures rely on its 
loans. “It should be a good guide because 
we are the largest home lender in Aus- 
tralia,” he says. The bank says Sydney 
house prices fell 2.9% and Melbourne 
prices dropped 5.0% in the quarter to 
March. In Brisbane, Adelaide and Perth, 
prices fell 2.0%, 1.8% and 0.5% respec- 
tively. In the nation’s capital, Canberra, 
prices slid 10.7%, and in Hobart 9.1%. 

APM says Sydney house prices fell 
10.5% while Melbourne prices declined 
14.5% in the March quarter. Its figures 
come from sale prices at the time con- 
tracts are exchanged. 

Further indications come from the 
housing industry. Housing Industry Asso- 
ciation chief economist Harley Dale says 
that nationwide, house prices were 
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increasing by up to 30% a year in some 
suburbs. “But now, the investor market is 
starting to look reasonably ugly," he says, 
“and the housing market is coming back 
to more sustainable levels." 

The number of new loans for housing 
finance nationally has fallen from 61,237 
in September 2003 to 50,157 in March, 
according to the ABS. The value of prop- 
erty loans has fallen from A$7.3 billion in 
October to A$6.2 billion, down 15.2%, 
in March. *That is precisely what the RBA 
wants," Dale says. 

The slowdown in the Sydney invest- 
ment-property market may have been 
accelerated by the state government's 
decision to apply a 2.2596 "exit tax" payable 
on the sale of investment properties. But 
no one is sure about just how far the mar- 
ket will continue to fall or of its impact on 
the wider economy. AMP's Oliver says 
home owners have a huge emotional 
attachment to their homes. “Investors 
tend to be more fickle and will sell into 
a declining market if they have to," he 
says. "The bulk of the problem remains 
within the apartment market." 


Oliver says the economy remains fun- 
damentally strong, with inflation in check 
and unemployment at 5.6%—a 23-year 
low. In a research report released follow- 
ing the federal government's 2004-05 
budget delivered on May 11, UBS econo- 
mist Scott Haslem updated his economic- 
growth forecast to 3.5% from 3.1% for 
2004-05. Haslem says the pace of domes- 
tic demand will ease from 5% to 3% in 
2004-05 driven by an expected 13% fall in 
dwelling construction. 

He says monetary policy is on hold but 
adds increased government spending, 
strong jobs growth and a recovering world 
economy mean the “on hold" outlook is 
dependent on a continued moderation in 
housing activity. 

[n a pre-election budget, Federal Trea- 
surer Peter Costello announced tax cuts 
and welfare spending equivalent to a fiscal 
stimulus ofat least 196 of GDP, UBS says. 
An election could be called as soon as 
August 7, which is why as much as 60% 
of the budget's spending and revenue 
initiatives are cash payments to house- 
holds, which will significantly boost 
household income. 

Commonwealth Securities economist 
Craig James warns that the downturn in the 
housing sector may be ephemeral. Extra 
money from tax cuts and family-welfare 
payments in the budget could easily reverse 
it. “What we are seeing now is the prop- 
erty market deflating gently," James says. 
“It is very much a slow leak rather than a 
bursting bubble. And there is no guarantee 
that the leak wort be stopped." He says that 
until there are forced property sales, people 
will continue to feel wealthy. 

“The evidence of a slowdown is very 
sketchy,” he says. “There are not a lot of 
ABS data on the March quarter, and what 
we are seeing from the Commonwealth 
Bank and others is anecdotal.” 

The only cloud on the horizon is the 
drought. AMP’s Oliver says rural produc- 
tion represents 3% of GDP, most of which 
is exported. The budget has rural exports 
continuing to grow but says weather con- 
ditions remain critical and farm produc- 
tion is at risk. A lower currency—with the 
Australian dollar 15% below seven-year 
highs struck in mid-February—helps. But 
another rise in official rates, while likely to 
further deflate the property market, will 
likely re-inflate the currency. = 
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RUBBER 


Thailand’s 
Overstretch 


The government’s plan to expand acreage under 


rubber cultivation in the arid northeast could prove 


to be yet another costly miscalculation 


By Patrick Barta/NONG KHAI, THAILAND 


IT'S PLANTING SEASON again in Thailand, and with it comes 
another effort by the Thai government to intervene in the 
country's rural economy. 

Less than two years ago, rubber prices were so low that Thai 
officials helped create a regional cartel to prop up the market. 
Now, prices have rebounded and Thai officials are in an expan- 
sionary mood. Eager to spread the wealth from a global com- 
modity boom, they're encouraging farmers to grow more rub- 
ber, especially in the country's most economically distressed 
regions. A key target is northeast Thailand, a dry, chronically 
poor area where farmers and government officials have tried 
just about everything—from cashew nuts to tomatoes to euca- 
lyptus trees—to inject some life into the local economy. 

Under the latest programme, farmers in north and north- 
east Thailand can qualify for free seedlings and low-interest 
loans if they devote their land to rubber—and stick to it. 
The goal is to add about 1 million rai, or about 160,000 
hectares, of rubber plantations by 2006. That would repre- 
sent an almost 1096 increase in acreage under rubber in a 
country that's already the world's largest rubber producer. Thai 
officials hope the rubber initiative will boost incomes and end 
the need for workers to leave home to find jobs in other 
parts of the country. There's even 
some hope that adding more 
greenery to northeast Thailand will 
transform its hot, arid climate, 
stimulating more rainfall. 

But to many economists and 
rubber experts, the $165 million 
plan is a disaster waiting to hap- 
pen. For one thing, it's unclear 
whether northeastern Thailand is 
suitable for optimum rubber pro- 
duction. The area enjoys much less 
rainfall than southern Thailand, 
the country's traditional hub of 
rubber activity. Moreover, rubber 
trees have tended to thrive only 
within a narrow geographical band 


42 Far Eastern Economic Review 


COTTAGE INDUSTRY: Rubber processing could create jobs 
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THAKSIN TAPS SUPPORT: Past initiatives have gone badly wrong 





in the tropics—a band that ends not too far north of Bangkok. 

Northeast Thailand also lacks much of the rubber-pro- 
cessing infrastructure that exists in the south. Moving latex 
to southern factories for processing would add costs and likely 
make rubber from the northeast less competitive. 

Most important, it generally takes five years or more for 
rubber trees to start producing. Rubber prices, which are 
highly cyclical, could easily decline before the new production 
becomes viable. And while many of the large, capital-inten- 
sive rubber operations in southern Thailand can withstand 
such price swings, many small-scale farmers cannot. 

A better strategy, says Nipon Poapongsakorn, an associ- 
ate economics professor at Bangkok's Thammasat University, 
would be to encourage northeast Thailand farmers to grow 
crops that can be switched from year to year depending on 
market conditions. Rubber trees, 
he fears, are a trap. "Once you get 
stuck to [rubber trees] and the 
prices go down, you can't simply 
cut them down," he says. "The risk 
to farmers is really high." 

The Thai government has a 
mixed record when it comes to pro- 
moting new agricultural initiatives. 
In one case, it promoted a cattle- 
breeding project in which Thai 
animals were to be mated with cows 
from Australia. The heifers didnt 
reproduce, earning them the nick- 
name "plastic cows." In another 
case, farmers were encouraged to 
grow cashew-nut trees, only to run 
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up against low yields and poor marketing support. In many 
of these cases, farmers borrowed heavily and found themselves 
deep in debt when the programmes went sour. In other cases, 
gluts were created, driving down prices for everyone. 


UNINTENDED CONSEQUENCES 

Even some of the more successful initiatives created unfore- 
seen problems. For example, government reforestation efforts 
spawned some profitable cultivation of eucalyptus trees. But 
the trees triggered bitter protests from environmentalists 
and farmers who claimed they were sucking away water needed 
for other, more established agricultural enterprises. 

Thai officials are pressing ahead anyway. Among other 
things, they say labour costs are cheaper in the northeast, 
which should help make the region's rubber production com- 
mercially viable. And they say agricultural research has sug- 
gested that rubber trees in some parts of northeast Thailand— 
especially near the Mekong River—can perform as well as any 
in southern Thailand. 

Pongpen Summapan, director of the government's Office 
of Rubber Replanting Aid Fund, says Thai officials are con- 
fident rubber prices won't collapse again. One reason, she 
says, is that demand from China is still growing. Also, she 
says, the Thai government has promised to step in and buy 
rubber if the price falls below a certain level. 
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To many people in northeast Thailand, the rubber plan is 
one of the best things to come along in years. Saward Sanit, 
a 44-year-old farmer, says he once had to move south to find 
work as a labourer. Now, he’s growing about 12 hectares of rub- 
ber close to home in the northeast. Without the new crop, 
“there would be nothing to do,” he says. Bookings at the nearby 
Royal Mekong Nong Khai Hotel are up significantly from a 
year ago, in part, because of visits by rubber executives. And 
one large company, Thai Rubber Latex Corp., has opened a 
latex-producing factory in the area, creating 35 jobs. 

Local leaders talk optimistically about a future in which 
large volumes of rubber flow directly from northeast Thailand 
through Laos to southern China. If the Thai government suc- 
ceeds in encouraging a lot more planting, “that will bring a 
lot of money to this town,” predicts Suvan Boonthae, deputy 
president of the Nong Khai chamber of commerce. 

But many rubber experts remain wary. Economists have 
warned that Southeast Asian countries should begin planning 
for the day when commodity prices retreat, possibly by rein- 
ing in programmes that rely on high prices for their suc- 
cess. Indeed, rubber prices have dropped somewhat in recent 
weeks amid signs of a possible economic slowdown in China. 
If China’s economy does begin to sputter, Thailand could soon 
be struggling to keep a floor under its rubber prices. = 

Sasi-on Kam-on in Bangkok contributed to this article 
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(CONSUMER DURABLES 


A Haier Price 


Chinese companies targeting the Indian market 
learn a basic lesson in consumer psychology 


By Rasul Bailay/NEw DELHI 
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A OUESTION OF CHOICE: Consumers won't trade quality for price 


WAN 
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ES 


CHINESE CONSUMER-ELECTRONICS maker Haier Group is 
making a big push into India, trying to win a slice of one of 
the world's fastest-growing markets after earlier bids by rivals 
Konka Group and TCL Corp. failed. 

Konka's and TCL’s entry into India proved disastrous 
owing to a misjudgment of the Indian consumer, a wrong 
entry strategy and troubled relationships with their local 
partners. Haier is determined not to repeat their mistakes. To 
begin with, Haier's India operation will be fully owned. And 
it wont pitch its products as “cheap.” 

Shortly after India began dropping its import barriers in 
the late 1990s, low-priced Chinese toys, batteries and other 
consumer goods began flooding the Indian market. They came 
ata steep discount to those produced by Indian manufacturers, 
prompting charges of “dumping.” But the threat of trade 
penalties never materialized. 

Instead, stories began to circulate of defective Chinese 
products: One told of batteries losing their charge after a 
single use. Konka and TCL didn't understand the association 
of quality and price in the mind of the Indian consumer, so 
their efforts to sell products cheaply merely earned them a 
reputation of being sub-standard, say market watchers. 

Soon, both Konka and TCL ended up shutting their 
Indian operations. "There is a perception among the Indian 
consumers that China is a technologically backward coun- 
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try,” says Richie Liu, director of TCL India Holdings, a fully 
owned subsidiary of TCL that’s making a bid to re-enter 
India with a $12 million initial investment. “I think the per- 
ception will change in future.” TCL left India in 2002 after 
a bitter row with its Bombay-based joint-venture partner, 
Baron International. 

Haier, however, is seeking to make over the Chinese image 
in India. So rather than selling its television sets, refrigerators 
and air-conditioners as affordable, Haier is positioning its 
products as premium quality with price tags on a par with 
those of its competitors or in some cases even higher. It’s a 
model that's reaped huge profits in India for South Korean 
giants LG Electronics and Samsung Electronics. 

Haier says India will become its second-largest market after 
China in the next five years, contributing 10% of its global sales. 
It plans to invest $15 million in the country in the next year and 
longer-term plans include a local research-and-development 
centre for consumer products. Though Haier has operations 
in the United States, Europe, the Middle East, Africa and else- 
where in Asia, India is the only country where it has a fully 
owned subsidiary. “It’s the company internal strategic decision 
to have a 100%-owned entity in India,” says T.K. Banerjee, the 
subsidiary’s chairman and managing director. 

In recent years Beijing and New Delhi have buried their 
past animosity and paved the way for expanding trade between 
two of the world’s fastest-moving economies. Indian officials 
say bilateral trade will jump fivefold to $10 billion by March 
2005 from less than $2 billion four years ago. 

India’s information-technology industry is upbeat about 
the Chinese software market, which is expected to grow to 
around $6 billion a year by 2007 from a current level of about 
$2 billion. To cash in on that opportunity, top Indian com- 
panies such as Infosys Technologies, Satyam Computer 
Services and Tata Consultancy Services have already set up 
shop in China. Now following in their wake are Indian steel, 
pharmaceutical and vehicle-component companies. 


INVESTING IN RESEARCH 
In recent years Chinese companies have similarly been 
warming to opportunities in India. Shenzen-based Huawei 
Technologies has invested around $85 million in an R&D 
centre in Bangalore. The company plans to invest another 
$100 million in the next two years and is expanding its 
workforce from 650 at present to 2,000 at its 40-acre campus 
under construction in Bangalore. “It would be the most 
important R&D centre for Huawei,” says Joseph Gilbert, a 
spokesman for Huawei Technologies India. 
Shenzhen-based ZTE Corp. is also planning to open an 
R&D centre and a telecommunications-equipment-manu- 
facturing facility in the country. And Chinese mobile-phone 
maker Bird International along with Taiwan’s BenQ have 
started selling their products in India’s burgeoning market. 
“I wouldnt say the [negative perception of Chinese prod- 
ucts] hasn't caused us a problem," says Adarsh Shastri, head 
of marketing for Agrani Convergence, the New Delhi-based 
firm distributing Bird mobile phones in India. *But this 
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All Shaken Up 


A boardroom battle has cost National Australia 
Bank customers and its reputation 


By Jan McCallum/MELBOURNE 


AUSTRALIAN COMPANY boards are often 
seen as cosy clubs, peopled by mostly male 
chairmen and their friends. But when 
directors disagree, the fall-out tends to 
be spectacular. A feud among directors of 
the National Australia Bank (NAB), Aus- 
tralia’s second-largest company with a 
market capitalization of A$44 billion 
($30.7 billion), has wiped millions from 
its value this year and fascinated the busi- 
ness community with a rare insight to 
boardroom infighting. 

The row has overtaken the issue that 


started it: a foreign-exchange-trading scan- 29.0 
dal that cost the bank A$360 million. Four 
directors are either going or gone, includ- 28.9 Feb 


ing rebel Catherine Walter, who has spent 
most of this year fighting other directors. 

Walter’s resignation brings to an end an acrimonious dis- 
pute that has tarnished the bank’s reputation and lost it cus- 
tomers. The bank this month reported a half-year cash-earn- 
ings profit of A$1.85 billion, down 8%, a result the chief exec- 
utive, John Stewart, described as “disappointing.” Stewart 
warned it could take 12-18 months to restore performance. 
“I would say the second half at best will be flat,” he said. 


FUTURE SHOCK: CEO Stewart shows his disappointment 


esults 
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Citigroup banking analyst Mike Macrow says the bank has 
to sort out its British operations, where profit fell 37%. The 
division includes the Clydesdale, Yorkshire, Northern and 
National Irish banks. Macrow says the bank’s powerhouse, its 
Australian banking business, made a modest profit, with some 
customers leaving because of the boardroom brawl. Another 
task for Stewart is to replace senior managers who left in 
the wake of the foreign-exchange scandal—that will probably 
take six months, says Macrow. 

The seeds of the board dispute go back to January, when 
the bank revealed that a group of its foreign-currency-option 
traders had made losses on unauthorized deals. The scan- 
dal called into question the bank’s risk- 
management practices and the perform- 
ance of directors, leading chairman 
Charles Allen to step down in favour of 
Graham Kraehe and managing director 
Frank Cicutto to resign in February, when 
he was replaced by Stewart. 

The bank appointed accountancy firm 
PricewaterhouseCoopers to investigate 
the losses, and its subsequent report led 
to a dispute between Walter, a lawyer, and 
other directors. The seven nonexecutive 
directors asked Walter to resign, and when 
she refused, they called an extraordinary 
general meeting to ask shareholders to 
sack her, citing “irreconcilable differences” 
that were undermining the functioning of 
the board. 

Walter countered with her own pro- 
posals to remove Kraehe and the nonexecutive directors. 
Shareholders were due to meet on May 21, but the meeting 
was cancelled when Walter decided to resign after some of the 
bank’s largest institutional shareholders made statements 
in support of Kraehe. 

The outcome leaves the bank with a tattered reputation 
and a big gap at board level. Walter has gone, Kraehe says 
he will go before mid-2005 and two more directors have 
said they will leave. 

There will be people prepared to take on the challenge 
of joining the board, according to John Sevior, head of 
Australian equities for fund-manager Perpetual Investments. 
“At face value it looks messy, but there is a strong business 
in Australia and New Zealand. Wealth management could 
improve and [Britain] is a bit of a mess and will take two to 
three years to fix,” he says. 

The NAB has been criticized for a lack of banking experi- 
ence on its board, but Sevior says this is also the case with other 
major banks. He expects at least one more director with finan- 
cial-services experience to be appointed, but says banking expe- 
rience may not be a precondition of having a good board. 

Whatever the outcome, the bank faces a period of uncer- 
tainty over its leadership and profit, a big comedown for a 
company that is often held as a cornerstone stock by investors 
seeking a high dividend yield of over 5% and stable earn- 
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As Hong Kong’s property market cools, analysts 
question the government’s ham-handed interventions 


By Joel Baglole 

Does the Hong Kong government's involvement in 
the local property market hurt real-estate prices and 
the city's overall competitiveness? That's the ques- 
tion analysts are asking as Hong Kong property 
again turns from red-hot to lukewarm. Fears that 
interest rates will rise and that China's economy is 
headed for a crash have dampened enthusiasm 
for real estate in this city of 7 million people. 

Since the market bottomed last November, res- 
idential rents have risen a faster-than-expected 
3496, according to consultants Cushman & Wake- 
field. Rents for luxury homes have risen 4096. The 
vacancy rate for premier downtown office space 
has fallen to 16.896 from 26.196 last year. However, 
signs of a slowdown are building. Some expect 
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rents to drop 1096 in this year's second half as inter- 
est rates rise and sales volumes fall. 

That's bad news for the Hong Kong govern- 
ment, which controls the city's freehold land and 
derives 3096 of its revenues from land leases and 
property taxes. The government has an interest 
in keeping property prices high, yet past efforts 
to blunt the economic impact of property down- 
turns have been woefully miscalculated. 

In 1997 even as property prices plunged 70%, 
the government flooded the market with supply, 
setting a target of 85,000 new homes a year. The 
excess supply helped depress rent prices. Similarly, 
as property demand quickened recently, the gov- 
ernment maintained a new home target of 26,500 
units this year—a level it set in 2000 after the hi- 
tech bubble burst and one that analysts say is too 
low even with this year's expected slowdown. 

"The government's track record is not good," 
says John Saunders, head of property research at 
stockbrokers CLSA. "Trying to control property 
prices with supply, when you're the sole provider of 
land, is like taking a sledgehammer to a nut." 

David Dodwell, an executive director at consul- 
tancy Golin/Harris Forrest, says that while gov- 
ernment intervention may slow property-price 
drops, it also weakens rebounds. “By propping up 
the market, the government is sending a message 
that without support the market wouldnt be where 
itis. And that hurts investor confidence in the prop- 
erty market," he says, describing the government's 
control of real estate as "dysfunctional." 

Observers also say government efforts to tightly 
control land and keep property prices high is put- 
ting Hong Kong at a competitive disadvantage to 
lower-cost centres in mainland China such as 
Shenzhen and Guangzhou, where companies such 
as insurer Manulife Financial Corp. and aerospace 
concern Bombardier have moved their offices. 
Many analysts say it's a myth that Hong Kong 
has no land, and note that the government could 
release more land for commercial and residen- 
tial development in the New Territories close to the 

order with the mainland, which would increase 
supply and lower rents. 

“What will happen in five years if property 
prices continue to trend higher in Hong Kong? Will 
the city put itself out of business? It's a danger to 
watch going forward," says CLSA's Saunders. 

Many analysts say the solution is for the gov- 
ernment to broaden its tax base and lessen its 
dependence on land leases and property taxes. 
However, few people hold out hope that will hap- 
pen. *The current system in place is very 
entrenched," says John Su, regional director of 
research at Cushman & Wakefield. “It would be 
hard to change." = 
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Prices & Trends 


STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Close 

Index (May 17) % chg YTD (May 17) Mkt Unit Latest %chg YTD 
(May 17) %chg YTD D 3,349.40 — *131 Aluminium ¿dn  $/tn 1,590.00 -0.87 
Australia 203.67 — -8.84 Bangkok 581.61 -24.68 Cocoa NY $/tn 1314.00 — -13.27 
China 88 232942 riae Bombay | 4,505.16 -22.84 Coffee NY c/b 69.55 +7.08 
Hong Kong | 18776 -13.68 Colombo 1306.43 «23.00 Copper NY c/Ib 114.45 — «9.47 
Indonesia 50.74 -21.90 Hong Kong 10,967.65 -12.79 Cotton NY c/lb 64.21 -14.47 
Japan 74.34 -16.89 Jakarta 668.48 -3.38 Gold Ldn $/oz 382.95 -8.22 
Malaysia 105.72 -12.41 Karachi 5,412.47  +21.04 Oil: Brent Ldn $/barrel 37.91 +25.65 
New Zealand 172.57 -5.66 Kuala Lumpur 721.05 -9.18 Palm Oil KL Ringgit/tn 1,710.00 -3.61 
Philippines 66.955 .  -675 Manila 1,486.99 . 43.09 Pulp FOEX  $/tn 639.68  *14.34 
Singapore - 1825.60. 9,43. — Seoul 728.98  -10.08 Rice Bnk $/tn 235.00 +16.34 
South Korea 96.79  . -2491 Singapore 1,700.33 -3.64 Rubber KL Mc/kg 491.00 — «3.92 
Taiwan 105.33  -20.22 Taipei 5.482.96 -6.92 Soyabeans Chg c/bushel 905.50 +14.04 
Thailand - 58.64 -15.86 Tokyo 10,505.05 -1.61 Sugar NY c/Ib 6.50 +14.64 
U.S. Total Market 256.40 -5.15 Wellington 2,321.63 +1.90 Tin KL $/tn 9,149.00 +38.41 
Euro Stoxx 50* — 2,659.85 -7.84 DJIA 9,906.91 -5.23 Wheat Chg c/ bushel 367.75 -2.45 
FTSE 4,403.00 -1.65 AIG - Dow Jones Commodity Index 148.23 +9.58 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


* Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bombay (-11.9% on week) 
(May 17) GDP | CPI Current acct | Trade balance — 1-mth interbank [Prime rate Sensitive index 
Australia 3.5 (Dec Qtr) +2.0 (Mar Qtr) -29.63 (Dec) -17.22 (Mar) 5.43 9.50 5,600 
China 9.8 (01 '04) *3.8(Apr) | *45.88 (2003) * 14.75 (Apr) 3.30 n.a. 
EU 1.5 (Q1 '04) *1.5(Mar) +47.38(Q4'03) -13.36 (Feb) 2.09 n.a. 5,400 
Hong Kong 5.0 (Q4 '03) -2.1 (Mar) * 17.38 (Dec) -10.31 (Mar) 0.22 5.00 
India 10.4 (Q3 '03/'04) * 3.5 (Mar) *2.15 (Dec) -15.52 (Mar) 6.00 11.13 5,200 
Indonesia 4.1 (2003) *5.9 (Apr) *4.70(2003) — *27.56 (Mar) 7.40 7.33 
Japan 5.4 (O1 '04) -0.1 (Apr) +152.91 (Mar) +101.06 (Mar) 0.06 1.38 5,000 
Malaysia 6.4 (O4 '03) * 1.0 (Mar) +12.56 (Dec) — *17.55 (Mar) 2.90 6.00 
New Zealand 3.5(Dec'03) +1.5 (Mar Qtr) -3.57 (Dec) -2.81 (Mar) 5.80 5.94 4,800 
Philippines 4.5 (Q4 '03) *4.1 (Apr) +3.35 (2003) -1.84 (Feb) 7.03 10.32 
Singapore 7.5 (O1 '04) * 1.3 (Mar) -= +2715 (Mar) X-*24.99 (Apr) 0.63 5.50 4.600 
South Korea 3.9 (Q4 '03) *3.3 (Apr) +20.77 (Mar) +24.19 (Apr) 3.76 3.90 ý 
Taiwan 5.2 (Q4 '03) +0.93 (Apr) +28.71 (Dec) +15.29 (Apr) 0.93 0.75 
Thailand 7.8 (Q4 '03) +2.3 (Mar) +7.59 (Mar) +9.17 (Mar) 1.25 5.75 4,409 M EE D AU o qu s 
U.S. 4.2 (Q1 '04) — +2.3 (Apr) -541.80 (Dec) -499.90 (Mar) 1.10 4.00 May 
Source: Government Statistics Source: MoneyLine Telerate 
FOREIGN EXCHANGE 
Key Currencies 
(May 17) $1 worth Spot rate % chg YTD (May 17) $1 worth Spot rate % chg YTD 
Australia dollar 1.4578 -8.94 Mongolia* tugrik 1,163.00 -3.18 
Bangladesh taka 59.20 -1.18 Nepal rupee 73.00 0.00 
Brunei dollar 1.727 -1.26 New Zealand dollar 1.6724 -8.72 
Burma** kyat 840.00 *5.95 Pakistan rupee 57.65 -0.85 
Cambodia* * riel 4,134.00 -6.80 Papua New G. kina 3.1452 *4.96 
China renminbi 8.2772 -0.01 Philippines peso 55.95 -0.78 
European Union euro 0.8313 -4.54 Russia* * rouble 29.00 +0.83 
Hong Kong dollar 7.7993 -0.46 Singapore dollar 1.726 -1.65 
India rupee 45.51 +0.19 South Korea won 1,183.00 +0.76 
Indonesia rupiah 9,008.00 -6.68 Sri Lanka rupee 98.90 -2.02 
Japan yen 114.31 -6.21 Taiwan NT dollar 33.69 +0.83 
Laos** kip 10,425.00 +0.10 Thailand baht 40.81 -3.04 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,738.00 -0.51 
Malaysia ringgit 3.80 0.00 


Other rates: HK$ = renminbi 1.0609 
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S$ = ringgit 2.2005 


SDR = $1.4481 


* Official rate 


* * Unofficial rate 


Sources: MoneyLine Telerate; Reuters; Dow Jones 
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A thin line separates fame and recognition. 
It’s called the Asia Business Leader Awards 2004. 


Vision, foresight and unwavering commitment to stay on top of the 
competition. This is the profile of a true business leader. 


And there's only one world-class event in Asia that recognises and 
rewards these outstanding and inspiring business leaders. 


Centred on the theme "Defining Success through Leadership", the 
Asia Business Leader Awards 2004 is a unique opportunity for 
Asia's sharpest minds to prove their mettle. 


This year's event will be held from May 25 to May 26 at the world's 
fastest growing business capital - Shanghai, China. 


A befitting venue that not only inspires greatness in leaders but 
also celebrates it. 
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SECURITY 


BEHIND BARS: 


"We're just the grunts,” 
says Anderson, 

who was arrested over the 
Kapuas 68 seizure 





Photos: Munshi Ahmed / REVIEW 


Sea of Trouble 


Piracy is so routine in Southeast Asian waters that the seizure of the barge Kapuas 68 attracted 
little attention. But the incident highlighted the growing grip of international gangs on sea 
crime and their reliance on Indonesia's economically desperate fishermen and sailors 


THE EIGHT MODERN-DAY pirates had just pushed their 
captives ashore on a tropical island 120 kilometres southeast of 
Singapore when their engine died. Rocked by the wind-whipped 
waves, their boat ran aground on a coral reef. “We knew the game 
was up,” says Anderson, one of the pirates, who is now in police 
custody on the nearby Indonesian island of Bintan. 

Anderson, a gaunt 39-year-old unemployed sailor, and his 
companions were promised 25 million rupiah ($2,775) each to 
hijack the barge Kapuas 68 and its 3,000 tonnes of palm oil, 
valued at $1.6 million. The tug pulling the barge was also part 
of the haul as the machete-wielding attackers swarmed aboard 
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By Tom McCawley/TANJUNG PINANG, BINTAN 


from their small motorized trawler in the early 
hours of February ro. 

Left on the island with food and life jackets, the 
crew of 1o from the two pirated vessels were 
rescued some hours later by passing fishermen. 
By the time the eight bedraggled pirates stumbled 
ashore from their sinking boat, armed marine 
police were waiting for them. The two seized 
vessels were long gone. According to police, they 
were taken over by a second group of hijackers who 
headed north with them into Thai waters. 
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Police believe the heist was planned from 
Tanjung Priok, Jakarta's port, by a syndicate with 
links stretching from Thailand to Taiwan. 
Transnational gangs such as these helped push 
piracy attacks to a second-all-time high of 445 
in 2003, up 20% over the previous year. In the 
first quarter of this year, 22 sailors died in pirate 
attacks in Southeast Asia, against four in the 
same period last year. But the gangs aren't the 
only factor: In Indonesia's lawless waters, sepa- 
ratist guerrillas and impoverished fishermen are 
also plundering passing vessels. To the north, 
China's poorly policed ports are a magnet for the 
pirates’ smuggled booty. 

The syndicates hire desperate out-of-work 
sailors and fishermen to do their bidding. They 
operate across borders, stealing in one port and 
selling in another. The gangs hijack ships and 
smuggle narcotics, illegally mined timber and 
other commodities—even human cargo. Anything 
that draws a profit on the blackmarket. 

Pirates are active off the coasts of 
Africa and South America and in the 
South China Sea, but in nowhere 
near the numbers in the waters 
around Indonesia. The Kuala 


Centre, a division of the Inter- 
national Maritime Bureau that F 
opened in 1992 and is funded by Sg 
shipping companies, says nearly E 
one-third of all attacks around the 
world take place in the archipelago of 
17,000 islands. And, since 1992, the 
number of reported piracy cases around 
the sprawling archipelago has jumped from a 
mere 15 to 149 last year (many more are never 
reported). So far this year, Indonesia has reported 
21 attacks in its waters. 

Hidden among Indonesia's islands 
are thousands of unofficial anchor- 
ages, known to the locals as “rat har- 
bours." Some have been home to 
sampan-sailing sea nomads—the 
orang laut—for centuries. Others are 
transit points for smuggled goods, such 
as duty-free second-hand cars from Singa- 
pore or illegal migrant workers destined for 
building sites in Malaysia. 

It was through these waters that the second 
group of pirates towed the Kapuas 68, eventually 
dropping anchor in the shelter of a small island in 
the Gulf of Thailand, 260 kilometres southeast 
of Bangkok. Acting on a tip-off, Thai police seized 
the barge and tug on March r5 before the cargo 
could be sold. 

"It was clearly a syndicate," says Herri Herri- 
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awan, a police commissioner in Tanjung Pinang on Bintan who 
interrogated the eight pirates. 

Like many such episodes, the theft of the Kapuas 68 was 
an inside job, say police. They say the tug's captain colluded with 
the gang leaders, radioing precise information to the pirates 
about his progress and giving instructions on how best to board 
the vessel. 

Anderson now remorsefully says he *never meant to be a 
pirate" and recalls only being handed a machete at the last 
moment. Several ofthe others had similar stories. That's because 
many of Indonesia's coastal communities have fallen on hard 
times, forcing fishermen and sailors into crime. Damage to an 
estimated 8096 of Indonesia's coral reefs has reduced fish stocks, 
which are also under increasing pressure from commercial 
trawlers and foreign poachers. As well as working for gangs, poor 
fishermen also often stage their own attacks on ships. 

The gangs, meanwhile, have shifted their attention away from 
larger vessels to slow-moving barges and tugs since the mid- 
1990s, says Noel Choong of the Piracy Reporting Centre: “The 
syndicates arent making much money with ships these days." 
Authorities find it easier to identify and trace large tankers >> 


PIRACY HOT SPOTS 
The International Maritime Bureau lists these areas (marked in red) 
as currently the most pi 

Lumpur-based Piracy Reporting MENDES 


racy-prone in Southeast Asia 
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and other major vessels than smaller barges. At least 9o unsolved 
tug-and-barge cases are being investigated in Singapore. 

Surprisingly, only 28 of last year's attacks took place in the 
Strait of Malacca, the world’s busiest seaway. More than 50,000 
vessels pass each year through the 990-kilometre passage 
between Sumatra and Malaysia, carrying a quarter of the world’s 
trade and 80% of Japan's energy supplies. 

The narrowness of the strait leaves ships vulnerable to attack. 
But it is terrorism, not piracy, that is the main concern of the 
Malaysian, Singaporean and Indonesian authorities. Larger ves- 
sels are now armed with water cannon to repel pirates, but it 
is also clear that while the Indonesian navy may be less diligent 
in other areas, it realizes the international repercussions of allow- 
ing pirate attacks in the strait to go on unabated. 

Singapore has said it would welcome help in protecting sea 
lanes, but Malaysia and Indonesia have rejected the idea. Arthur 
Bowring, director of the Hong Kong Shipowners Association, 
has suggested in the past that known piracy hot spots should 
be policed. *Nothing happened except for the usual excuse 
that there was no funding for such an exercise," he says. "There 
seems to be a lack of political will, even after very public state- 
ments have been made." 

Police, for their part, are hard-pressed just dealing with other 
maritime-based crimes like people trafficking and smuggling. 
Shipowners complain that distress signals to Indonesian author- 
ities go unanswered. Indonesian naval officers in turn say 
that they dont have enough patrol craft. Only about a quarter 
of the navy's 115 ships are at sea at any given time. According to 
navy studies, it would take three times that number to ade- 
quately protect the country's territorial waters, which stretch 
a distance equivalent to that between London and Cairo. “There 
has been a slackening of law enforcement and security at sea," 
according to Hashim Djalal, Indonesia's former ambassador 
for maritime law. 

For the last few years, Indonesia's navy has also been stretched 
ferrying troops to different parts of the trouble-torn archipelago, 
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FULL COVER: Indonesia’s many “rat harbours” encourage piracy 


most recently to rebellious Aceh province, where 
patrol boats seek to cut off the flow of arms from 
Thailand. Shrinking official budgets and the collapse 
ofits businesses in the 1997 economic crisis has led 
the military to expand into illegal enterprises, but 
Indonesian officers strongly deny that the navy, as 
an institution, is involved in piracy—and even cast 
doubt on the extent of pirate attacks. 

Choong, however, believes the International 
Maritime Bureau statistics understate the problem. 
Many incidents are not reported at all and, in some 
cases, shipping companies prefer to pay a ransom 
for their cargoes rather than engage in costly inves- 
tigations. Maritime fraud is another problem. 
Some unscrupulous shipowners have been known 
to scuttle a ship, blaming it on a pirate attack and 
collecting the insurance. 

Shipowners that do lose vessels to pirates face 
a huge battle trying to recover them. Take the 
Rimau 2301, a $400,000 barge stolen from a 
harbour near Singapore last November and towed 
to Papua. Indonesian police claim the culprits were 
employees of a Malaysian businessman who they 
say is also involved in illegal logging. 

According to police documents, the barge was 
repainted and later appeared in Malaysia with a 
new name, the Golden 88, and a new owner. The 
Rimau’s Indonesia-based operator, Tjiptady 
Wihodo, hired private investigators who had to pick 
through a maze of fake addresses and ghost com- 
panies in their search for the missing craft. 


THE SYNDICATES HIRE DESPERATE 
OUT-OF-WORK FISHERMEN AND 
SAILORS TO DO THEIR BIDDING 


Tjiptady is convinced the Golden 88 is his 
vessel and wants it back, but on February 10 a 
Malaysian court decided in favour of its new owner, 
Malaysian businesswoman Ling Kwong Kiong, 
who presented documents showing that the barge 
was registered in Honduras. The Indonesian 
claims the papers are fake and has now taken the 
case to Malaysia's High Court. 

Meanwhile, back in Tanjung Pinang, Ander- 
son, the skinny pirate, believes the masterminds 
of the Kapuas 68 hijack will never be caught. 

"We're just the grunts,” he says, reflecting on 
the misfortune of a defective engine. After his 
jail sentence, he plans to return to a life of fish- 
ing in his home province of North Sulawesi. By 
coincidence, that was a once-favoured stopping 
point for 18th-century pirates preying on sailing 
ships in the South China and Sulu seas. = 
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MALAYSIA 


Justice for All? 


A mother’s legal battle highlights the problems 


facing non-Muslims in the Islamic legal system 


By S. Jayasankaran/KUALA LUMPUR 


WHEN SHYAMALA SATHIYASEELAN and Jeyaganesh 
Mogarajah married in 1998 they were both Hindus. The 
couple would go on to have two children, but their marriage 
didn't last. Shyamala remained a Hindu, but along the 
way, and without telling her, Jeyaganesh converted to Islam. 
Also without telling her, she alleges, he converted their 
two young children, too. 

Shyamala finally found out, and turned to the courts to 
have her children's conversion declared illegal. On April 14 
this year, her legal battle reached a crucial stage. The High 
Court ruled it had *no jurisdiction" over the matter and 
referred the case to Malaysia's sharia, or Islamic, courts. "The 
Sharia Court is the right forum to determine the status of the 
two minors," declared Justice Faiza Tamby Chik. 

That decision left Shyamala in a legal dead-end. As a non- 
Muslim she can't appear before the sharia courts because, 
under Malaysian law, non-Muslims have no legal standing in 
Islamic courts. The case is still being appealed in the secu- 
lar court system, but Shyamala has taken matters into her own 
hands. According to her lawyers, she has left Malaysia with 
her children and disappeared. 

Although Malaysia's constitution proclaims freedom of 
religion for all citizens, the civil judiciary's reluctance to inter- 
vene in Islamic matters has meant it has become practically 
impossible for non-Muslims like Shyamala to get a hearing 
in cases like this. 

"It's worrying because it seems to run counter to the orig- 
inal premise of guaranteed equality among the people," 
argues Sivarasa Rasiah, counsel for Shyamala. "Equality 
of the citizenry is fundamental with respect to their status 
before the courts. But this implies that Muslim rights are 
somehow on a higher plane." 


RENOUNCING ISLAM 

In the first decades after independence in 1957, Malaysia's 
government tiptoed its way through Islamic legal issues, 
including the question of apostasy, or the renouncing of Islam, 
which is anathema to Muslims. 

In the past, such conversions have led to communal vio- 
lence. In 1950, for example, riots erupted in then-British- 
controlled Malaya after Maria Hertogh, a Dutch child 
adopted by Malays during World War II, was forcibly 
returned to the Netherlands and to Christianity by the British 
colonial administration. 
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Currents 


Despite such depth of popular feeling, until the mid- 
1980s, new converts to Islam could still subsequently 
renounce their faith by way of a simple deed poll, or sworn 
declaration. That became much harder in 1988 when then- 
Prime Minister Mahathir Mohamad pushed through a con- 
stitutional amendment that gave the sharia courts—not the 
civil courts—jurisdiction over Islamic issues. Today, apostasy 
can result in a jail sentence. 

That amendment cemented the pre-eminence of Islamic 
law in family matters involving Muslims. It also strengthened 
the reluctance of Malaysia’s secular judiciary to intervene in 
cases such as Shyamala’s. The reluctance is understand- 
able, say lawyers, because it implicitly mirrors the unspo- 
ken position of Malaysia’s Muslim-majority National Front 
coalition government, which has repeatedly declared its com- 
mitment to defend Islam. 

Indeed, more widely, perceived attacks on Islam can still 
generate fury in Malaysia. In 1998, for example, there was 





WHO JUDGES? Critics say the legal system fosters inequality 


outrage when Nur’aishah Bokhari, a Malay Muslim, wanted 
to marry Joseph Lee, a Catholic of Chinese-Indian descent. 
The issue? Nur’aishah converted to Catholicism. 

Muslim anger over the affair prompted fears of a backlash 
from non-Malays. “This kind of thing can inflame the com- 
munity,” warned Rahim Noor, the then-inspector general of 
police. “We do not want any untoward incidents.” In the end, 
the couple fled overseas and, according to some lawyers, can- 
not hope to live in Malaysia again. 

In Shyamala’s case, the judge implied that parliament 
would have to amend the constitution to provide a legal venue 
for Shyamala to pursue her case. That’s not likely to hap- 
pen. “She lost faith in the system, so.I suppose that’s why she 
ran away,” says Ivy Josiah, the executive director of Women’s 
Aid Organization, a non-governmental group that’s helping 
Shyamala’s cause. “But there are a lot of cases like this and 
we'll keep plugging away.” = 
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FILM 
Singapore 


Split 


Contradictions abound in the Lion City’s 
approach to art and politics, as was evident at 
this year’s film festival, writes Lim Li Min 


THERE WAS PLENTY OF evidence of a split personality 
and paradox at the 17th Singapore International Film Festival 
held from April 15 to May 1. Despite spending millions of dol- 
lars on the arts and trying to inculcate creative thinking in 
schools, the Singapore government still seems to want to 
put political and social concerns over artistic expression. 

“Singapore’s government is schizophrenic,” says local 
film critic Kenneth Lyen. “It’s giving money on one hand, 
but still keeps artists on a leash.” At this year’s festival, six 
works (out of the 300 shown) were either banned outright 
or significantly cut, the highest number affected in the 
event's recent history. 

But despite the censor's heavy hand this year, one film that 
did get through was Zombie Dog, a 2004 mock documen- 











tary directed by and featuring Toh Hai Leong as a fast-talking 
director helming a snuff movie and taking sideswipes at the 
state's cookie-cutter mentality. 

"Zombie Dog is a metaphor for how straitjacketed Singa- 
poreans are," says Toh, who shot the film on a Mini DV video- 
camera and says he made it over two months for $231. The 
film follows the maverick director around his Housing Devel- 
opment Board flat as he interviews potential actors for his 





ON AND OFF SCREEN: Zombie Dog and Cut (from left) both made it through, but Sam Loh's Outsiders was not screened 





DOCUMENTING 


The Hindus "used water pistols to spray 
fuel and set us on fire," says a Muslim 
refugee at an Ahmedabad camp in India 
in Rakesh Sharma's harrowing 2004 
documentary, Final Solution. The camera 
pans over a sea of hobbling cripples and 
women whose faces are scarred beyond 
recognition, survivors of a wave of 
religious carnage that engulfed the 
western state of Gujarat in 2002. 

The refugee's tale is one of many in 
Sharma's measured film about the 
brutalities meted out to Muslims, and 


how, according to Sharma, this was 
fuelled by politicians preaching Hindu 
fundamentalism and nationalism. The 
results were horrific. After Muslims 
torched a train in February of that year, 
killing 59 Hindus, the inevitable 
reprisals began. Several bloody days 
later, the official death toll was 1,000. 
Sharma's film puts the number at 
2,000. The film was banned from being 
shown at the Mumbai and Singapore 
film festivals recently for being "poten- 
tially inflammatory." 


CONFRONTATION 


Sharma's project is an exhaustive, 
yet riveting, collation of recollections 
from both sides. Visiting razed Muslim 
villages, interviewing Hindu assailants 
standing trial and documenting incen- 
diary political rallies against Muslims, 
he pieces together a picture of a 
society apparently irrevocably torn in 
two. "What is the final solution to the 
problems in Gujarat?" he asks his 
interviewees. Chillingly, no one comes 
up with an answer. 

Sharma’s sprawling film won the 


BEHIND THE SCENES: 
Royston Tan (right) 
with Shaun Tan, who 
starred in the direc- 
tor’s debut film, 75. 
Royston Tan struck 
back at the censors 
with Cut 


movie, while scoffing instant noodles in his tiny kitchen. The 
movie is interlaced with tongue-in-cheek references to incest 
and cannibalism. “We copulate without any sense or purpose,” 
says Toh to the camera in one of many asides. 

Yuppie Singapore also gets a hammering in Ong Lay Jinn’s 
2004 film Perth, a slight and earnest tale about a taxi driver 
who feels alienated from his university-educated son. The lead 
role is played with some feeling by veteran actor Lim Kay Tong, 
but the portrayal of his slide into underworld violence is 
less convincing. After losing his job as a security guard, he 
takes to ferrying sex workers around. Inevitably, he falls for 
one, though this romance is ill-fated from the start. 

As for Outsiders, Sam Loh's self-funded 2004 portrayal 
of young dysfunctional Singaporeans—cue blank faces and 
extreme sexual proclivities—it broke little new ground, 
despite its controversial subject matter: a necrophiliac serial 
killer. Indeed, it was the film’s treatment, rather than the 
film itself, that created a stir. Censored in three places, it was 
withdrawn from the festival, which refuses to show films 
that have been cut by the censors. 


Wolfgang Staudte Award and the Spe- 
cial Jury Award at the 2004 Berlin 
International Film Festival, as well as 
the silver award in the Best Documen- 
tary category at this year’s Hong Kong 
International Film Festival. It is available 
in four- and two-hour versions. Sharma, 
a film and television director, also made 
Aftershocks: The Rough Guide to 
Democracy in 2002, another award- 
winning documentary. 

Another Indian to rock the boat at 
this year’s Singapore International Film 
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Festival was Pimmi Pande, daughter of 
Indian film maker Vinod Pande, with her 
2003 documentary, Destiny's Children. 
This 28-minute work is about the younger 
generation of Tibetans who feel they are 
at a crossroads in their struggle, and are 
now debating using violent means. "I was 
not born there, but | dream of dying 
there,” says a Tibetan who has lived all 
his life in Dharamsala in India, the seat of 
the Tibetan government in exile. Pande 
talks to members of the Tibetan Youth 
Congress, and activist Tenzin Tsundue, 


The government's broadcasting, publishing and produc- 
tion arm, the Media Development Authority, defended its 
actions. A representative told the REviEW there were “limits 
to taste and decency, and religious and communal sensitivities 
that need to be taken into account." Similar considerations 
were cited for the nonappearance of Rakesh Sharma's docu- 
mentary, Final Solution, which the Singapore authorities said 
was an *unbalanced account of the 2002 Gujarat communal 
riots in India," and Pimmi Pande's Destiny's Children, which 
was said to advocate violence. (See reviews below.) 

There are, of course, repercussions to this sensitivity. 
Dubbed a “cottage industry" by one director, Singapore's film 
makers only produce between two and eight films a year; con- 
trast that with the 1950s, when the industry was making up 
to 20 films a year. While there are more young entrants every 
year, due in part to the easy availability of digital cameras 
and government-funded competitions, Singapore's talent base 
remains small in comparison to its neighbours. 

To rectify this situation, in July 2003 the government 
launched Media 21 Blueprint, an ambitious $58 million 
plan that includes schemes to help young film and docu- 
mentary makers and budding scriptwriters. It provides for co- 
financing and producing 10 movies over the next five years, 
and the aim is to attract foreign talent to the city state and make 
it a media hub for the region. 

At the same time, Singaporean director Royston Tan is 
struggling to get the green light for some projects, indus- 
try sources say, because of his 2004 short film, Cut, which 
lampoons the Board of Film Censors. (Tan wouldn't com- 
ment.) Ironically, Cut was passed uncut for the festival. Tan 
has said it was inspired by the treatment of his 2003 
acclaimed feature-length debut, 15 (a gritty look at teens 
on the periphery of society), which suffered about 10 min- 
utes of cuts. 

Still, those who have benefited from Media 21 say it's a good 
time to be a film maker in Singapore. “It’s like being in a candy 
store," says the director Ong. He says the government's mar- 
keting strategy is a good way to send film companies and 
producers overseas to participate in international film markets 
and get exposure. Ong's Perth cost $213,000, and was half- 
funded by the Singapore Film Commission. & 

Lim Li Min is a writer based in Kuala Lumpur 


who unfurled a Tibetan flag on a Indian 
hotel when a Chinese delegation visited. 
Young Tibetans are increasingly chafing 
at his pacifist approach, Pande tells the 
Dalai Lama in an interview, though she 
never elicits any really satisfying solu- 
tions from him. While Pande's 2002 film, 
The Promised Land—The Tibetan Story, 
focused on human-rights abuses in the 
territory, Destiny's Children, though 
narrow in its focus, gives these young 
Tibetans a candid, timely voice. 

Lim Li Min 





I’m Not Cool w/ Dis @ All 


The time is coming, and may already be here, when the average cellphone 
user is a small child with a flat ear and a super-fast thumb 


TERRIBLE NEWS was delivered to a men's 
discussion group in Hong Kong last week. 
*Some idiot father bought a mobile phone for 
his eight-year-old daughter. So now my daugh- 
ter says she needs one too," spluttered one 
hyperventilating dad (OK, it was me). 

The others in the group, which meets 
weekly in the city's business district, mur- 
mured in sympathy. “How irresponsible,” 
they agreed. 

Except for one. “Er. Actually, it was prob- 
ably me,” said a 50-something Malaysian 
banker sitting opposite me. “I bought one 
for my little girl. I didn't realize it would make 
problems for the rest of you.” 

Peer pressure is a dreadful thing. One mi- 
nute my daughter’s biggest ambition in life 
was to have a Hello Kitty eraser, and the next she 
is doing price comparisons on tri-band receivers 
at telecommunications sites on the Internet. 

The spread of mobile phones to pre-teen 
kids is causing problems all over East Asia. Pri- 
mary schools and kindergartens from Japan to 
Java are constantly interrupted by the likes of 
Little Jin-Jin taking calls from knee-high 
friends who wish to exchange digital photos of 
their Hello Kitty erasers. 

In Hong Kong last month, organizers ofa 
poetry competition for primary- and high- 
school children received hundreds of entries 
beamed in on mobile phones. "We got a great 
response. The downside was that we had to 
spend hours trying to translate text-talk short- 
hand before choosing the winners," said one 
of the judges. My kids are handing in home- 
work essays using phrases like "r u c%l w/ 
th@” (Are you cool with that?). 

In South Korea, children need phones to eat 
and drink. They point a phone at a vending 
machine, press a few buttons, and out comes a 
can of popular carbonated poison, or whatever. 
(The bill automatically goes to dad, of course.) 

Abhorrence of the devices stretches from 
the lowest of the low (myself) to the most pow- 
erful man in the solar system. George W. Bush 
is famed for hating the things. At one press con- 
ference, mobile phones kept ringing and he 
kept losing the thread of his comments. He 
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IT'S THE TEXT 
FX: Now adults 


are the ones 
who don't know 
how to spell 
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eventually snapped at his aides: "Who's in charge of cellphones? You didn't 
do a very good job of telling them to turn them off." If he toured Asia, he 
would have the same problem when visiting kindergartens. 

The upshot of all this was that your humble narrator had a detailed dis- 
cussion with his daughter about why she could not have her own cell- 
phone, using a variety of carefully argued, highly logical arguments on the 
lines of “No, no, no, no, no, no, NO,” and “Because I said so." 

The following day, I got a new Motorola mobile phone. What to do with 
my old Nokia? Bin it? 

“PII have it," my daughter said. 

Your columnist explained that the true cost of a cellphone was not the 
price of the handset, but monthly payments for the privilege of using it. 

It took her no time at all to discover that thanks to unfettered compe- 
tition, the monthly charge in Hong Kong had plummeted to just over $5, 
including airtime. She could cover it with 
her pocket money. 

Arrgghh. There were now no grounds on 
which to refuse. The thing was handed over. 

The following Friday, this writer attended 
the men's discussion-group meeting looking 
sheepish, and revealed that he had joined the 
shameful ranks of idiot fathers of phone-car- 
rying eight-year-old girls. 

And that's not the end of it. A reader 
informs me that phone makers have devel- 
oped a type of mobile phone that can fit on 
a dog collar and allows owners to use elec- 
tronic positioning signals to track down their 
wandering pets. 

My dog has not yet asked for his own 
mobile phone. But one of these days, I am sure 
I will find him comparison-shopping on the 
Internet, and then there'll be trouble. = 


jayony Ue} 





BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 
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Classified Advertisements 


Something else is 
growing in Asia. 


APPOINTMENTS 


The world's local team. 





Opportunities for card and personal banking functional 
specialists in China, Hong Kong and across Asia 


HSBC's Card and Personal Financial Services 
businesses are well established in all key Asian 
markets. They are now poised for dramatic 
growth. As part of HSBC's Managing for 
Growth strategy, our core objective is ambitious 
yet simple: to become the leading card issuer in 
the region. 


To drive this growth we have created a number 
of new positions, to be based in our businesses in 
China, Hong Kong and elsewhere across Asia, 
for accomplished functional specialists in cards 
and personal banking. 


The openings are in the functional areas of: 
Marketing 

Credit 

Operations 

Sales and Distribution 


As the world's local bank HSBC never 
underestimates the importance of local 
knowledge and we are therefore searching 
across world markets for talented professionals 
with an Asian background, bilingual in English 
and at least one other Asian language, such as 
Putonghua, Cantonese, Malay, Thai, Japanese or 
Korean. 


We expect upwards of five years' relevant 
experience at senior management level, either 
head of business or second tier, within one of the 
key functional areas in a major credit card or 
personal banking business. 


For individuals who are keen to develop 
a long-term career in the dynamic, 
fast-changing markets of Asia, these 
opportunities represent exceptional openings 
with a leading regional player and worldwide 
organisation. 


E-mail your resume in confidence to: careers2@hsbc.com.hk, quoting Ref: PFS/HK0401. 
First interviews will be held locally in your present location. 


HSBC is an equal opportunity employer. We value diversity in the workforce and welcome applications from all qualified candidates, 


HSBC 4 


Data held by the Bank relating to employment applications will be kept confidential and used only for processing applications. Applicants 
| who are not contacted within four weeks may consider their application unsuccessful. The Bank will retain their applications for a maximum 

period of two years and may refer suitable applicants to other vacancies within the Group. A copy of our Personal Information Collection 
Statement can be provided upon request by contacting Human Resources Asia-Pacific at the above e-mail address. 


Issued by The Hongkong and Shanghai Banking Corporation Limited 


PAUL STEELMAN, 
Paul Steelman Design Group 


CEO CALL 





Gambling On a New Look 


When building a business—or a new casino building—one way to make it stand out is to 
construct it like no other in the neighbourhood. It’s a long shot, but it could pay off 


WHEN THE LAs VEGAS Sands casino in 
Macau opened on May 18, it broke at least two 
significant barriers. First, it heralded the beginning 
of a new era of competition in Macau in what has 
been a gambling monopoly since prior to 
World War II. Secondly and less obvi- 
ously, it breaks an enduring dictum of 
casino design: no natural light allowed 
onto the casino gaming floor. 

The rule is based on the same 
theory that has kept casinos in Las 
Vegas and around the world free of 
clocks and filled with oxygen- 
enriched air, the better to keep gam- 
blers pumped up and oblivious to 
time, encouraging open wallets and 
lost weekends. But this may be 
changing. And as the new Las Vegas 
Sands will show with its seven-storey 
atrium and glass windows, architect 
Paul Steelman is at the leading edge 
of this change. 

That is exactly where Steelman 
wants to be. A second-generation 
architect who started his own firm in 
Las Vegas in 1987, Steelman has cre- 
ated a company, Paul Steelman Design 
Group, that he says is the 3oth-largest architec- 
ture company in the United States and largest in 
the American southwest with annual revenues of 
about $17 million. 

Steelman says that the Macau casino is unlike 
anything else in the former Portuguese colony and 
might prove to be a model for a new generation 
of casinos in Las Vegas. "The irony is that while 
Macau may be looking to become the Las Vegas 
of the East, the increasing scarcity of land in Las 
Vegas could make the next generation of casi- 
nos in Las Vegas much more like what may be 
built in Macau," says Steelman. "Las Vegas may 
be thinking about becoming the Macau of the 
West in a few years." 

Steelman describes the Las Vegas Sands, which 
sits on the waterfront just down the street from 
Macau's ferry terminal, as a “stadium casino.” That 
description refers to the way that restaurants and 
shops will be visible on the upper floors encircling 
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the atrium as gamblers look towards the ceil- 
ing. "It is vertically integrated as opposed to 
the kind of sprawling, low-level casino-resorts 
that have been built in Las Vegas," says Steel- 
man. The reason for that is simple: The Las 
Vegas Sands, which is owned by Las Vegas 
casino and exhibition impressario Sheldon 
Adelson, will have a little less than 100,000 
square metres of space on a 2.5-hectare site. 
The typical Las Vegas casino, he says, is 
roughly the same size (not including 
hotel) on about ro times as big a lot. 
Steelman describes his new cre- 
ation in Macau as a "spectacular space." 
But there are those in Macau who ques- 
tion whether that is really what Chinese 
gamblers want. Sceptics think that 
Stanley Ho was giving gamblers just 
what they wanted with his Macau gam- 
ing halls that could be described as spare 
or even dingy but never spectacular. If the 
casinos spent less on decoration and venue, 
according to this point of view, that left more 
for Chinese gamblers to win at the tables. 
Macau's newest casino, initially planned to 
cost $240 million—though the actual cost has 
been kept a tightly guarded secret by the devel- 
oper—will be a revelation to the city. From the out- 
side, Steelman’s creation has something of an other- 
worldly feel, a black-and-gold structure that dwarfs in 
size and ambition anything Macau has seen in the past from 
Stanley Ho, the undisputed king of Macau gambling since 1962. 

Steelman says that he will not be involved in the design of a 
much bigger casino-cum-resort that Adelson plans to build on 
the reclaimed piece of land connecting Macau's two main islands 
of Taipa and Coloane. He says this planned casino, which will 
likely be a sprawling complex on the order of the traditional Las 
Vegas casinos, may soon be a thing of the past in increasingly 
land-strapped Las Vegas. But perhaps the best judge of how 
well the new Las Vegas Sands is received, will be if Steelman is 
invited to build more in Macau. 

Steelman says he'll be anxious to return to Macau in 10 
years to see what has become of the city and examine how his 
structure has aged. “There’s no doubt that Macau will be signif- 
icantly different in ro years," he says. "But the city has a pretty 
unique signature. I wouldn't want anything to change that." 

TIM HEALY 
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The 15th International Communications and Information Technology Exhibition & Conference 
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The International Information Technology Exhibition & Conference for the Enterprise 
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Business Needs 


+>} Looking for communications and IT solutions to satisfy your business needs? Visit CommunicAsia2004 and 
EnterpriselT2004, Asia's most complete technology showcase from 15 — 18 June 2004 at the Singapore Expo. 












Visit CommunicAsia2004, witness the latest developments in mobile networks & applications, network 
technologies and satellite communications. Continue the technology trail over at EnterpriselT2004, where 
CxOs, MIS & IT professionals source for IT solutions in system integration, e-learning, data warehousing, 
storage systems, outsourcing services, business intelligence, enterprise resource planning and more. 


15 - 18 June 2004 * Singapore Expo 


Pre-register online  www.CommunicAsia.com today! 
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CommunicAsia2004 and EnterpriselT2004 are part of The Infocomm Media Business Exchange (imbX) - Asia's largest infocomm and media business platform which also 
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You never 


actually own a Patek Philippe. 


ieu merely 


LOOK alter jt, Tor the next generation. The new, larger Gondolo 
with the unique Patek Philippe 
215PS manual movement. 


For information: CHINA/HONG KONG, Libertas Ltd., Tel: (852) 2317 7866. JAPAN, PP Japan Inc., Tel:(81)3 3255 8109. 
SINGAPORE/MALAYSIA/INDONESIA/PHILIPPINES, Geneva Master Time, Tel: (65) 6732 1506. www.gmtsingapore.com 
TAIWAN, Wu Shang Trading Co., Tel: (886)225 111 445. KOREA, Bonanza Trading Co., Ltd., Tel: (82) 2 711 8611/4. 

THAILAND, Geneva Master Time Representative Office, Tel: (66) 2 256 6456. www.patek.com 
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DOWJONES _ 


A ROLEX WILL NEVER 


CHANGE THE WORLD. 


WE LEAVE THAT TO THE PEOPLE 


WHO WEAR THEM. 


There are people who believe that the world moves forward on the back of inspiration and 


ideas. For them, a day is more than 24 hours. A day is an opportunity to make something 
happen - to make a positive difference. They are the people who believe that making a contribution 
matters. And they find it impossible to go about their lives any other way. These are the same 
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Letters 


FOR THE COMMON MAN 
India’s dramatic elections that cata- 
pulted the battered, but certainly not 
beaten, Congress Party to power is a 
proud moment for democracy. [India’s 
Mandate: Share the Growth, May 27.] 
In the end it was a victory for the 
common man against all the predic- 
tions of the “intellectual elites” who 
started believing their own self-per- 
petuated myth. The urban middle class 
was “shining,” but the rural poor wres- 
tled with poverty and the total lack of 
empathy with their position by the 
elite. The elections also mark one of 
the most incredible personal journeys 
by any political leader, with the Italian- 
born Indian citizen, Sonia Gandhi, tire- 
lessly campaigning against all odds 
(some would say no odds at all) for 
disenfranchised Indians. In the end 
the people voted for the reflection of 
themselves that they saw in Sonia 
Gandhi—wronged and abused but not 
yet willing to give up. Only today, after 
the elections, is India truly shining. 


SAMIR KUMAR 
Hong Kong 


Basic FAcTS 
Your report, One Country, One System 
[May 13], on Hong Kong’s constitu- 
tional development is missing some 
basic facts. Hong Kong has, and will 
continue to have, a high degree of 
autonomy. Witness, for example, the 
. various freedoms Hong Kong people 
enjoy, and our independent judiciary. 
But the high degree of autonomy has 
to be understood in the context of the 
constitution of the People’s Republic 
of China and the Basic Law. Under the 
two documents, the central authority 
. has the power and responsibility to 
. oversee Hong Kong's constitutional 
development. The exercise by the 
National People's Congress Standing 
. Committee of its power is a reflection 
of the constitutional limit of Hong 
Kong's high degree of autonomy, not 
an erosion of it. 
Hong Kong people have an impor- 
tant and unique role to play in any 
discussion on the pace and form of our 
constitutional development. Chief 
Executive Tung Chee-hwa on April 15 
requested the NPCSC to determine 
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whether the methods for selecting the 
chief executive and for forming the 
Legislative Council in 2007/2008 may 
be amended. In so doing, the chief 
executive was reflecting the wishes of 
the community that changes should be 
made. When the NPCSC decided on 
April 26 that these methods may be 
amended, it had considered the views 
of our community. 

While under the NPCSC’s deci- 
sion, universal suffrage will not be 
introduced in 2007/2008, there will 
still be plenty of scope for change. For 
example, changes to the formation of 
the Election Committee (which elects 
the chief executive) and to the number 
of seats and composition of the Leg- 
islative Council will be possible. 

JOSEPH Y.T. LAI 


Deputy Secretary for Constitutional Affairs 
Hong Kong 


BABEL 

I write in response to Nury Vittachi's 
It's as Easy as ABC [Travellers' Tales, 
May 6], on the “illogical” romanization 
of Asian languages. Vittachi seems to 
have confused romanization with 
Anglicization. Romanization is simply 
the phonetic representation of a lan- 
guage, any language, using the Roman 
alphabet. Coming up with the closest, 
but incorrect, phonetic approximation 
of a local language for an English 
speaker is not the point. Rather, the 
standardized phonetic systems are 
there for the benefit of local speakers, 
be they of Turkish, Vietnamese, Man- 
darin or other languages. 

As for Pinyin, it is still phonetically 
more accurate than the Wade-Giles sys- 
tem. “Beijing” is much more accurate 
than “Peking,” as is “Kongfuzi” than 
“Confucius.” It is encouraging to see 
that more Asian countries are shedding 
the colonial legacy of Anglicized place 
names and replacing them with more 
authentic romanizations such as Chen- 
nai, Busan and Yangon. 


TITUS TAO 
Ottawa 
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OVER TWO WEEKS after vote counting began, the Philip- 
pines still awaits final results from the presidential race. Never- 
theless, Gloria Macapagal-Arroyo appears set to be returned as 
president. She will now want to consider what her next six years 
in Malacanang Palace should mean for the Philippines. In a word, 
the issue is leadership. (See related article on page 14.) 

Because of the way she first became president —through street 
protests instigated by the middle class—Mrs. Arroyo has had to 
. spend much of the last three years making sure others weren't 
encouraged to take similar extra-democratic action against her. 
Thus, many had hoped these elections would finally bury the idea 
of more “People Power” movements. However, opposition sup- 
porters are questioning the validity of her lead in vote counting, 
and there are rumours of a new popular movement to overturn 
final election results if they are seen as flawed. 

The good news is that this isnt likely to gain traction among 
citizens tired of the Philippines’ also-ran status in Asia’s economic 
. race. Thus, Mrs. Arroyo can best end more talk about People Power 

by underlining the Philippine economy's need for unambiguous 
democratic leadership. It's time Filipinos accepted voting results 
as conclusive, and ended questions about political stability. 

Next, the country must build better infrastructure. It must 
improve education. It needs to do these things and more to cre- 








Le adership If current trends confirm Arroyo's victory, she's set to be president 


longer than anyone else since Marcos. She needs to quickly prove she'll use that time well 


ate a climate conducive to investment in jobs. Then, Filipinos wort 

need to quit their homes to earn a living abroad. Mrs. Arroyo's 

pledge to put one computer (just one) in every school hints at 
the enormity of social and structural deficits. Thus, the need for 

money is acute, and raising funds will require Mrs. Arroyo to dis- 

play a quality of leadership until now so lacking. 

For example, there was an attempt recently to restructure 
the tax system on alcohol and cigarettes so much more revenue 
could be raised from these sources. But Mrs. Arroyos tepid sup- 
port —for fear of offending smoking, drinking voters—resulted 
in the measure going nowhere. 

Even more crucial would be for Mrs. Arroyo to take a strong 
lead in reforming income-tax collection. If this was even as 
efficient as it was during Fidel Ramos’ administration, the Philip- 
pines wouldn't need to cut a cent to balance the budget today. 
Of course, the reality is that the country needs to raise far more 
money than that. But with no more elections ahead of her because 
of term limits, surely Mrs. Arroyo should have no fear of caus- 
ing offence among voters or powerful business interests? — 

Mrs. Arroyo is set to spend more time as president than any- _ 
one else since Ferdinand Marcos. We hope she will soon start 
to show that her extra time was preparation for more effective 5 
leadership than the Philippines has seen in recent history. 








Rice C akes , Anyo ne? Koizumi swallows his pride in North Korea 


PLANNING TO visit Pyongyang? 
Bring lunch. When Junichiro Koizumi, 
leader of one of the world’s largest 
economies, made his second trip to North 
Korea, Asia’s biggest basket case, the 
Japanese prime minister was fed a steady 
stream of insults during his 10-hour visit. 
What he wasnt given was lunch. But that 
didnt stop Mr. Koizumi handing Kim Jong 
Il all that he wanted. This is one of those 
few times we'd had hoped that someone 
had worried about saving "face." 

First, Mr. Koizumi was greeted in 
Pyongyang by a low-level factotum. Then, 
during a 9o-minute meeting, Kim wagged 
a finger at the prime minister and later 
abruptly cancelled a second meeting. Mr. 
Koizumi even had to suffer the insult of 
having to bring his own lunch-box of rice 
cakes. Still, the Japanese premier may 
think all this a small price to pay for secur- 


ing freedom for five children of Japanese 
who were abducted by North Korea (now 
back in Japan). In fact, he paid dearly. 

In Pyongyang, Mr. Koizumi pledged 
Kim 250,000 tonnes of rice and $10 mil- 
lion in medicine and other aid. Bench- 
marking this ransom against the five peo- 
ple he let go, Kim will be calculating how 
much more he can get for threats in the 
future. There is no reason Kim needs to 
change his regime into a modern econ- 
omy-——and lose power and control in the 
process—when he can keep his topsy- 
turvy world afloat with black money. 

Indeed, Mr. Koizumi may be further 
helping support the North Korean 
regime by holding out the promise that 
economic sanctions won't be imposed 
if Kim complies with promises made 
during Mr. Koizumi's first trip two years 
ago (which can later be broken again). 


Remittances from North Koreans in 
Japan and a ferry between the two coun- 
tries, believed used to smuggle narcotics 
and other contraband, keep Kim very 
comfortable while his people starve. 

Worse yet, Mr. Koizumi went ahead 
with his visit even as news was about to 
become public that North Korea may have 
sold Libya a uranium compound that can 
be used to make bomb materials. As bad 
as selling nuclear technology is, provid- 
ing raw material that can be enriched into 
bomb-grade fuel is the most dangerous 
instance yet of nuclear proliferation by 
the North. It's hard to imagine that Mr. 
Koizumi was unaware of this news. 

The Japanese leader has shown Kim 
that however odious his action, Japan will 
forgive. And this is a terrible setback to 
any reasonable hope of making North 
Korea a less dangerous regime. © 
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Senator Told to Toe 
The Line on Nepal 


The White House has stepped in after a Republican senator 
objected to the nomination of a former special presidential 
assistant as the next United States ambassador to Nepal. 
The ambassador-designate, James F. Moriarty, who served as 
senior director for Asian affairs on the National Security Coun- 
cil (NSC) from January 2002 until January this year, cleared 
the Senate Foreign Relations Committee on April 29. But Sen. 
Jon Kyl of Arizona then surprised fellow Republicans by plac- 
ing a hold on his nomination. Kyl's objection to Moriarty, laid 
out in a letter he wrote to Secretary of State Colin Powell 
and President George W. Bush, centres on Moriarty's alleged 
role in delaying the approval of a sale of radar equipment to 
Taiwan while he was at the NSC. Moriarty's defenders insist 
he did not delay approval, though he was responsible late last 
year for pushing through a new policy requiring that all high- 
profile arms sales, transit trips and other major decisions 
involving Taiwan be cleared by National Security Adviser Con- 
doleezza Rice. An official with knowledge of the matter says 
Rice told Kyl that the White House views his opposition to 
Moriarty as a breach of party discipline. Kyl, the source says, 
has agreed to lift his hold on the nomination when the Sen- 
ate sits on June r. 


KARZAI ADVISED AGAINST U.S. VISIT 

Senior aides to Afghanistan's President Hamid Karzai have 
urged him to drop plans to meet his United States counter- 
part, George W. Bush, in Washington next month. Karzai will 
arrive in the U.S. on June 7 and is due to hold talks with Bush 
on June 15. “Presidents Bush and Karzai will discuss a wide 
range of issues, including our common effort to fight ter- 
rorism and bring peace, security, and prosperity to the Afghan 
people,” the White House said in a statement. Western diplo- 
mats and senior Afghan leaders in Kabul, however, assert that 
with a presidential election looming Bush is anxious to use 
the visit to show that the U.S. presence and influence in 
Afghanistan has been a success at a time when his policy in 
Iraq is floundering badly. They assert that while prominent 
Republicans like California Governor Arnold Schwarzeneg- 
ger have been lined up to meet Karzai as he travels around 
the U.S., Democratic Party leaders are being snubbed. Some 
of Karzai’s aides and cabinet ministers have urged him to 
reconsider his plans, arguing that a meeting with Bush would 
serve only to identify him more closely with a U.S. adminis- 
tration that is hugely unpopular in the Muslim world and 
which might be voted out of power in a few months’ time. 


SNAG FOR SENATE’S HONG KONG VOTE 

Although it won the unanimous backing of members of the 
Senate Foreign Relations Committee on April 29, a United 
States resolution supporting democratic reform in Hong Kong 


8 Far Eastern Economic Review 


GOT TO DASH: 


legend Michael 
Jordan makes a 
fleeting appear- 


has stalled in the full Senate because of objections from a sin- 
gle senator. Senate sources say California Democrat Dianne 
Feinstein wants some wording changed, including a phrase 
that calls for the U.S. president to declare that Hong Kong’s 
“continued lack of a fully democratically elected legisla- 
ture” amounts to a violation of a 1984 Sino-British agreement 
on Hong Kong’s return to Chinese rule. Feinstein argues that 
the pact does not, in fact, require Hong Kong to have a fully 
democratically elected legislature by now. In the last two 
weeks, her staff has tried in vain to reach a compromise on 
a final draft with aides to Kansas Republican Sam Brown- 
back, the resolution’s primary sponsor. The most likely out- 
come: Brownback will present the resolution on the floor 
of the Senate in early June, when Feinstein will have an 
opportunity to attach an amendment addressing her con- 
cerns. Sean Woo, Brownback's general counsel, declines to 
comment on discussions with Feinstein’s office. But arguing 
for the resolution's passage, he declares, "This is a very 
simple resolution. All it does is express support for free- 
dom in Hong Kong." He adds that China's recent curbs on 
democratic development in Hong Kong "only add to the 
urgency for this resolution to be passed as soon as possible." 


MICHAEL JORDAN FAILS TO FLY IN TAIWAN 

It’s always hard to satisfy expectations when one is deemed 
a deity, but Michael Jordan’s trip to Taiwan stirred such a 
backlash for him and his corporate backer, Nike, that the 
basketball star might have done better skipping the island. 
“The God of Basketball,” as he is known in Chinese, blew 
through Taiwan in less then 24 hours over May 21-22 as part 
of a whirlwind four-city Asian tour to promote his Nike-mar- 
keted “Jordan” line of athletic apparel. The highlight of 
the visit was to be a promotional appearance that Nike 
selected 700 lucky fans to attend. But Jordan angered >» 


Richard Chung/Reuters 
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the crowd by staying on stage for less than two minutes— 
so briefly that some didn't even see him. TV news shows 
played the row as their top story, and a Taiwan consumer 
group threatened to sue Nike, which apologized repeatedly. 
Nike eventually offered disgruntled fans pairs of vintage Air 
Jordan sneakers, which it said were worth about $185 each. 
But it's unclear whether the God of Basketball will be wel- 
come in Taiwan again. 


THE COST OF PEACE IN THAILAND 

Wan Kadir Che Man, who recently claimed to be the leader of 
Thailand’s armed Islamic insurgent group Bersatu, says the 
price for peace is political appointments for him and his 
colleagues. A former academic who has written widely on 
Southeast Asian separatist movements, the Malaysia-based 
Wan Kadir has told Thai officials that Bersatu is willing to give 
up its separatist ambitions in southern Thailand and that 
he could bring an end to violence there if he were appointed 
governor of Narathiwat province, according to a senior Thai 
security official. Prime Minister Thaksin Shinawatra has indi- 
cated a willingness to negotiate and a senior Thai army offi- 
cer says the two sides soon plan to hold informal talks at an 
undisclosed location. Wan Kadir, 62, revealed his identity 
for the first time to a group of Thai reporters on May 21 on 
the sidelines of an academic seminar in Kuala Lumpur. He 
has denied that Bersatu played any role in clashes in the south 
on April 28 that left 107 suspected militants and five secu- 
rity officials dead. Wan Kadir does claim to control a large 
group of armed rebels, but some Thai security officials doubt 
he has as much clout over the separatists as he says. The 
senior Thai official says Bangkok requested Wan Kadir’s extra- 
dition from Malaysia in the late 1990s. 


PYONGYANG PLEASES THE PRESS 

Reporters accompanying Prime Minister Junichiro Koizumi 
to Pyongyang on May r5 were given a bit more freedom of 
movement than the last time the Japanese leader visited 
North Korea. The Japanese press pack was confined to a 
hotel in September 2002, but this time the Koreans let 
the visitors tour some city sites while Koizumi met North 
Korean leader Kim Jong Il. "Anti-Japanese feelings are high, 
so it's dangerous otherwise," said one minder, explaining 
why they could not explore the city without a Japanese-speak- 
ing guide. Three intrepid reporters, ignoring the warning, 
sneaked off on their own and managed to make their way to 
the banks of the Taedong River. Quizzed later about their 
absence, they told the Korean officials that they'd been in 
the hotel press-conference room preparing for Koizumi's 
briefing. Another reporter accompanying the official tour 
got a taste of the animosity toward the Japanese almost 60 
years after Tokyo's harsh colonial rule over Korea ended. 
In Kim Il Sung Square, the reporter asked a schoolgirl in 
Korean what she thought of Koizumi's visit. “Japan colo- 
nized Korea in the past, so I want it to pay compensation," 
she told him. A guide praised her effusively. = 
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THIS WEEK 


Pakistan Rejoins the Commonwealth 


The Commonwealth agreed to readmit Pakistan to 


its ranks at a meeting in London on May 22, but 
said it would be keeping an eye on developments 
in the South Asian nation. The nine-member 
Commonwealth Ministerial Action Group 
(CMAG) praised movement toward democracy 


made by President Pervez Musharraf, while adding 
that it expected him to keep a pledge to step down 


as army chief later this year. The CMAG will 
review progress in Pakistan at its next meeting in 


September. Musharraf, however, later complained 
about “conditionalities.” 


SJa]nay 





PAKISTAN BACK: London talks 


JAPAN AND NORTH KOREA 


Prime Minister Junichiro 
Koizumi received a popularity 
boost after returning from 
Pyongyang with five children of 
former kidnap victims. Japan's 
leader secured their release 
during his second visit in less 
than two years to North Korea— 
his first obtained the release of 
five Japanese abductees in 
September 2002. As apparent 
reward for the releases, Koizumi 
pledged to send North Korea 
250,000 tonnes of rice and $10 
million worth of medical aid and 
humanitarian supplies. Koizumi 
also held talks with North 
Korean leader Kim Jong II, who 
offered no major breakthrough 
on his country's nuclear- 
weapons programme, but did 
say that he wanted to see a 
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Pakistan was expelled 
from the club of mostly 
former British colonies 
when Musharraf seized 
power in a 1999 coup. 
The decision to readmit 


Pakistan was endorsed by 


its rival, India. 


nuclear-free Korean peninsula 


and was willing to continue 
trying to resolve the impasse 
through six-nation talks. The 
press criticized Koizumi for 
giving too much away, but more 
than 60% of the public approved 
of his visit. 





A NEW LIFE: The five leave Pyongyang 


JAPAN 


Major Japanese banks 
returned to the black for 
the fiscal year ended on 
March 31 and forecast 
more profits to come in 
what many see as a sign 
that the worst of the 
industry’s troubles may 
be over. The banks, which 
have been more aggres- 
sively writing off bad 
debts accumulated after 
the bursting of Japan’s 
economic bubble, lately 
have been aided by 
Japan’s economic recov- 
ery and stockmarket rise. 
One exception to the 
positive earnings, how- 
ever, was UFJ Holdings, 
Japan’s fourth-largest 
bank, which posted a 
huge loss after govern- 
ment regulators forced it 
to reclassify more of its 
outstanding loans as 
nonperforming. 


Debt-ridden Mitsubishi 
Motors outlined a rescue 
package of ¥450 billion 
($4 billion) from Mit- 
subishi group firms, 
United States bank JP 
Morgan Chase and Tokyo- 
based investment fund 
Phoenix Capital. Mit- 
subishi said it would use 
the cash to fund an 
overhaul aimed at return- 





AS EAST TIMOR marked - 
its second anniversary oi 


May 20, a report warned 


that it was in danger of 
becoming a failed state 
unless Australia allowed 


it a fairer share of oil 


revenues. Oxfam, a 
Britain-based charity, 
claimed that Canberra 
was hampering East 
Timor's finances by 
laying claim to the lion's- 
share of Timor Sea oil 
fields. Australia, which 
has provided aid and - 
security for East Timor — 
since its bloody inde- 


pendence from Indonesic 


in 1999, denies the 
charge. ‘Oxfam asserted. 
that East Timor would 
receive “most, if not all” 
of the oil reserves if a 
maritime boundary were 


set up between the two - 


countries under interna- 


tional law. 


ing it to profitability by 
next year. But investor 
scepticism was reflected 
on the first trading day 
after the announcement, 
when shares in the car 
giant fell 6.3%. 





BANGLADESH 


A bomb blast in the 
northeastern city of 
Sylhet killed three people 
and wounded 50, includ- 
ing British High Commis- 
sioner Anwar Choudhury, 
who was slightly injured. 
Police detained nine 
people in connection with 


June 3, 2004 


the bombing, but have 
not said if they believe 
the main target was 
Choudhury, who emi- 
grated to Britain from 
Bangladesh in 1970. 


Manmohan Singh, a Sikh, 
was sworn in as India’s 
first non-Hindu prime 
minister at a ceremony 
in New Delhi led by the 
country’s President 
A.P.J. Abdul Kalam, who 
is a Muslim. Singh, a 
respected former 
finance minister, 
pledged to tackle 
poverty and to continue 
efforts to improve 
relations with Pakistan. 
(See article on page 18.) 


The Reserve Bank of 
India said the economy is 
in good shape, reassuring 
investors worried about 
the economic policies of 
the new government. The 
central bank said in its 
annual monetary policy 
statement that India 
would grow by 6.5%-7% in 
the year to March 2005, 
helped by strong exports. 
It also left interest rates 
on hold at their current 
30-year low of 6%. 


The new Congress Party- 
led government faced its 
first major test when a 


FIRST TEST: A deadly 
bomb blast in Kashmir 





landmine killed at least 
33 people, including 15 
soldiers, in Indian- 
administered Kashmir. A 
Kashmiri militant group, 
Hizbul Mujahideen, says 
it carried out the attack 
to avenge senior com- 
manders killed by Indian 
forces in recent months. 


SOUTH KOREA 


President Roh Moo Hyun 
accepted the resignation 
of Prime Minister Goh 
Kun in a setback to the 
South Korean leader's 
plan for a partial cabinet 
reshuffle. The premier, 
who stood in as interim 
president while Roh went 
through impeachment 
proceedings, effectively 


á 


blocked a cabinet reshuf- 
fle before standing down. 
Change is not now likely 
until late June. 


RESIGNED: Goh Kun 


A military court con- 
victed the deputy com- 
mander of the South 
Korea-U.S. Combined 
Forces Command of 
embezzling army funds. 
Gen. Shin Il Soon was 
fined 20 million won 
($17,000) and ordered to 
repay 108 million won. 


KOREAN PENINSULA 


Senior military officers 
from North and South 
Korea began rare talks in 











suayney 


a bid to reduce tension 
on the world’s most 
heavily fortified border. 
The North’s agreement to 
talk is seen as a signifi- 
cant concession. In the 
past, it insisted on 
dealing directly with the 
United States military. 


NEPAL 


Nepal and China agreed 
to boost cooperation 
along their shared border 
in the Himalayas. The 
agreement was reached 
after two days of official 
talks in Shanghai. 


THAILAND 


Prime Minister Thaksin 
Shinawatra welcomed 
an offer to start a dia- 
logue with the leader of 
an umbrella group for 
Muslim separatists. 
Thaksin said he hoped 
that talks with Bersatu 
leader Wan Kadir Che 
Man would bring an end 
to violence in the 
Muslim south. (See 
Intelligence on page 8.) 








Parliament rejected an 
opposition move to oust 
eight government minis- 
ters accused of helping 
Prime Minister Thaksin 
Shinawatra’s family 
business empire. 


PHILIPPINES 


National election officials 
said President Gloria 
Macapagal-Arroyo won a 
narrow victory over her 
movie-star rival in the 
May 10 presidential 
election. Arroyo put the 
military on alert after her 
opponent, Fernando Poe 
Jr., claimed there had 
been massive electoral 
fraud and warned of a 
People Power revolt. 
(See article on page 14.) 


SPOTLIGHT 
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TROUBLED TALK-SHOW HOST: Allen Lee 


RADIO GAG GAG 


Hong Kong's press freedom has taken a beating 
after the abrupt resignation of two popular radio — 


talk show hosts and the departure of a third who 
had stepped in as a substitute. 

. Albert Cheng was the first to go off the air 
in April, citing threats against his life. Then Ray- 
mond Wong, another outspoken critic of China 


and the Hong Kong government, left, citing — 


threats of violence. Allen Lee, a more moder- 
ate critic, took over Cheng's show Teacup in a 


Storm. But he resigned two weeks later, citing — : 


intense pressure not to be critical of China. 
Human-rights activists assert that criminal 
gangs known as triads were involved in at least 


two cases where violence was threatened. The — 


activists said that the gangsters claimed to be 


working on behalf of China's State Security Min- — 


istry, which wanted the talk-show hosts silenced. 
"This is the main reason for their decision to 
disappear," says Lau Yuk Kai, of the Hong Kong- 


based Human Rights Monitor. Mainland author- - 


ities deny that anyone acting on Beijing's orders 
intimidated the talk-show hosts. 


The Hong Kong government, meanwhile, 


has denied any attempts to muzzle press free- 
dom and said violence and intimidation won't be 
tolerated in the territory. However, outspoken 
Hong Kong legislator Emily Lau thinks the situ- 
ation is getting worse. "If we don't have free 
speech, all the other freedoms will be put in jeop- 
ardy," she says. The alleged intimidation of 
media figures comes ahead of September elec- 
tions for Hong Kong's Legislative Council, in 
which democrats are expected to do well. 
Michael Vatikiotis 
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VOTER DEMAND: During the campaign, protesters urge candidates to address the jobs issue 
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PHILIPPINES 


The Six-Year Plan 


The opposition might disagree, but voters appear to have handed President Arroyo six more 
years in office. This time she has a better chance at winning key reforms 


“CONTINUITY” WAS a frequent buzzword 
on the campaign trail for Philippine Pres- 
ident Gloria Macapagal-Arroyo. And 
when the May ro polls came around, just 
enough voters decided to stick with the 
president they knew—some gladly, some 
reluctantly—and handed Arroyo another 
six years in power. 

But the country's economy hardly 
needs more of the same: huge budget 
deficits, poor tax collection, too few jobs 
and a legislative gridlock that has para- 
lyzed reform. 

This time might be different. Arroyo, 
who has served more than three years since 
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public protest toppled her predecessor, 
Joseph Estrada, now faces a term limit and 
won't have to worry about seeking re-elec- 
tion. Shell have a solid majority backing 
her in Congress, including a Senate major- 
ity of at least 14-9, and a growing consen- 
sus on how to start digging the country out 
of its economic hole. 

Even on the campaign trail, economic 
advisers to both Arroyo and her rivals 
expressed remarkably similar views. The 
Philippines needs to wrestle its deficit to 
manageable levels, they say, and hack 
off bureaucratic fat. Its debt load must be 
reduced and more progress made on sta- 


By Margot Cohen/MANILA 


bilizing security. That would enhance the 
business climate for both big firms and 
the smaller ones that are increasingly seen 
as fertile sources of new jobs. 

Opposition politicians as well as 
Arroyos supporters appear to be leaning 
toward pragmatism, despite an antici- 
pated measure of pain for businesses and 
consumers. But many obstacles remain 
in neutralizing the clout of the moneyed 
elite, chasing delinquent taxpayers and 
convincing impoverished Filipinos of the 
need for more financial sacrifices, includ- 
ing higher prices for electricity and some 
consumer goods. 
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Prior to the elections, it was often said 
that Arroyo needed to win big and win 
clean in order to secure a mandate for 
reform. Instead, she appeared to come 
away with a slim victory. On May 24, offi- 
cials from the National Election Com- 
mission leaked word that Arroyo had won 
39.5% of the vote to Fernando Poe Jr.’s 
36.6%, a margin of 900,000 votes. But 
the count is not final until Congress 
declares it so, and allegations of fraud 
continued to cast a disquieting air over 
the proceedings. 

Against such challenges, analysts 
recall former President Fidel Ramos, 
elected in 1992 by a margin of less than 
1 million votes amidst doubts over his 
skills as an economic strategist, and fac- 
ing strong opposition in Congress. Ramos 
was able to win sufficient legislative sup- 
port and take the risk of pushing reforms, 
such as telecommunications and banking 
liberalization, that had long been blocked 
by powerful oligarchs. Tax collection also 
improved substantially on his watch. 

If Arroyo aspires to similar accom- 
plishments she won't get there by con- 
tinuing to avoid risk. In the past, she has 
appeared fearful of revenue-raising meas- 
ures that might alienate a mass base of 
voters, and seemed beholden to the busi- 
ness groups that helped topple Estrada 
and install her in 2001—and helped to 
finance her campaign this year. 

The business elites aren't known as 
a particularly self-sacrificing bunch, even 
in the face of urgent economic problems. 
"We have an irresponsible elite. You 
think, just by looking at the precipice, 
they'll change?" asks Calixto Chikiamco, 
a telecoms executive who served as an 
economic adviser to Poe, Arroyo's top 
election rival. Counters Arroyo's chief 
of staff, Rigoberto Tiglao: "No business 
group can afford to fight a six-year war 
against the president." 

That war could begin soon after 
Arroyos inauguration. In one of her first 
moves, Arroyo is expected to urge Congress 
to increase taxes on cigarettes and alcoholic 
drinks, including beer. It's a plan that could 
alienate the companies that sell the prod- 
ucts and the people that buy them. 

Arroyo tried to introduce these "sin 
taxes" before, only to have them squashed 
in the lower house due to heavy lobby- 
ing by business groups affected. That sig- 
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Claro Cortes IV /Reuters (/eft); Bullit Marquez /AP 
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nal from the legislature helped trigger a 
slump in the nation’s credit rating in Sep- 
tember, one loss in the wearying political 
battle for reform that helped push 
respected Finance Secretary Jose Cama- 
cho to resign in November. Some crit- 
ics claim that Arroyo only half-heartedly 
supported the bill for fear that masses 
of Filipino beer-drinkers and smokers 
would resent the higher prices and take 
revenge on election day. 

But this term will be different, analysts 
predict. Not only is the new bill on sin 
taxes expected to garner support from the 
ruling administration's strengthened 
majorities in the House and the Sen- 
ate, it's also likely to pass muster among 
the opposition. Opposition senator 


Aquilino Pimentel told the Review that 
he would personally favour the measure 
and help lobby colleagues in his political 
camp. “The present taxes are unrealis- 
tic," says Pimentel. 

“I think Congress itself realizes that 
we are on the brink," says Felipe 
Medalla, an economics professor at the 
University of the Philippines who served 
as an adviser to presidential candidate 
Panfilo Lacson. 

Romulo Neri, secretary of the National 
Economic and Development Authority, 
says the sin taxes would pump an addi- 
tional 20 billion pesos ($357 million) into 
government coffers annually and provide 
a vital symbol of change to international 
markets. "We expect the premium on 
Philippine bonds to narrow," he says. 


The move is no panacea, given that the 
budget shortfall is expected to reach 197 
billion pesos this year. More critical leg- 
islation will focus on overhauling the 
Bureau of Internal Revenue, or BIR. This, 
too, got waylaid during Arroyo's initial 
stint, after getting caught in a controversy 
over alleged United States government 
involvement in promoting a make-over of 
the bureau. 

But looking ahead, most players 
acknowledge the urgency of changes 
being drafted into a BIR reform bill, such 
as broadening the tax base, giving per- 
formance incentives to collectors while 
downsizing the bureaucracy and upgrad- 
ing information-management systems for 
tax collection. 


A PRESIDENT’S 
FRESH AGENDA 


e Arroyo has six more years 


and a political consensus 
on reform 


e The Philippines faces 
huge budget deficits, poor 
tax collection and too 
few jobs 





e New measures could 
include new taxes, job 


growth and support 
for smaller enterprises 


The bill might also give the tax agency 
a measure of fiscal independence by 
installing an oversight board to include 
private-sector representatives, according 
to individuals familiar with the legislation 
on the drafting table. 

Today, tax collection stands at just 
12.3% of GDP, far lower than the Ramos 
record of 17%. As emphasized by the 
Asian Development Bank in an April 
report, “the inability of the government to 
raise revenues further has led to an 
increasing reliance on borrowings.” That 
squeezes out much public investment; 
last year the Philippines spent 42% of 
its tax revenues on debt service. 

Meanwhile, as the power sector con- 
tinues to rack up heavy losses, an electricity 
tariff hike could be on the cards. PP 
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FOR THE AVERAGE FILIPINO, THE MOST PRESSING 
ISSUE IS JOBS. THE ARROYO JOBS PLAN INCLUDES 
NURTURING SMALL AND MEDIUM ENTERPRISES 
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But such proposed increases 
could prove too politically 
unpopular to implement. 

Raising more cash is not 
just a matter of fast-track leg- 
islation: The question of tax- 
payer motivation looms large. 
Citizens tend to be deterred 
from paying when they see 
projects like the 1.1 billion 
peso Macapagal Highway in 
Manila, which rival political 
groups say cost Goo million 
pesos more than necessary. If 
the Philippines continues to 
squander much of the mea- 
gre taxes that it manages to 
collect, Arroyo can't expect 
any breakthroughs in rev- 
enue-raising. 

"To me, it's not a ques- 
tion of having more tax laws. 
Rather, they should improve 
the transparency of how taxes 
are used. If you use the money 
the right way, the people 
would be happy to pay tax," 
asserts Jose Sio, executive 
vice-president of SM Invest- 
ments Corp., which operates 
a nationwide network of shop- 
ping malls and paid 14 billion pesos in 
taxes last year. 

For the average Filipino, though, the 
most pressing issue is jobs. In a nation 
where one in ro people is unemployed and 
an additional 17% are underemployed, 
there's no end in sight to the long queues 
of applicants seeking work abroad. While 
the annual $8 billion in remittances 
undoubtedly helps keep the economy 
afloat, the social cost of divided families 
and diminished self-reliance back home 
also concern policymakers. 

Arroyo's team cites a multi-pronged 
jobs strategy over the next six years. Neri 
of the National Economic and Develop- 
ment Authority says that to create jobs for 
more educated workers, the main focus 
will be on accelerating momentum in the 
information-technology and services sec- 
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TOUGH TIMES AHEAD: Arroyo may p 
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tors, including call centres. That will 
mean a fresh accent on English as the 
medium of instruction in public schools. 
On the other end, more construction jobs 
are on tap as northbound and south- 
bound railways from Manila open up 
new tracts of land for housing and com- 
mercial projects. New policies on mining 
concessions may also boost employment, 
Neri says, though opposition from envi- 
ronmental groups is anticipated. 
Another focus is jobs linked to 
tourism, with promotional campaigns 
and infrastructure development to be 
more tightly concentrated on Cebu, north- 
ern Palawan and Boracay islands. In par- 
ticular, the Philippines is eager to lure a 
bigger share of the increasingly prosper- 
ous Chinese. Only 32,000 Chinese 
tourists turned up last year, but that was 


ropose a new tax on Cigarettes 


a 15% jump over the previous 
year—the biggest increase 
among the top-12-ranked 
countries of origin. 

For Cesar Purisima, sec- 
retary of trade and industry, 
the best strategy for job ` 
creation lies in nurturing 
small and medium-sized 
enterprises (SMEs) with 
cheap credit and strategic 
links with bigger domestic 
firms. Today, smaller firms 
comprise 99% of the coun- 
try’s businesses, yet con- 
tribute only 30% of GDP. Cit- 
ing studies concluding that it 
takes just 50,000 pesos to cre- 
ate a job at a small company 
and 1 million pesos at a big 
firm, Purisima argues for 
spurring entrepreneurship. 

To help banks support 
this by lending wisely, the 
government is now assem- 
bling an SME credit data- 
base. Officials are also start- 
ing to encourage major firms 
such as Toyota Motor Philip- 
pines and San Miguel to inte- 
grate smaller companies into 
their supply chains. Given the Filipino 
craze for snacking, small companies 
involved in the food industry are seen 
to have good prospects, particularly if 
they can target their homesick country- 
men abroad. 

Plenty of concern lingers over the 
potential for corruption in such pro- 
grammes and the difficulty of sustain- 
ing them. But domestic consumption is 
recognized as one of the few bright spots 
in the Philippine economy. 

And if entrepreneurs prosper, their 
families will probably do more shopping. 
“This effort is not an act of charity, but a 
business imperative,” says Purisima. “By 
empowering small enterprises, the large 
companies are increasing the [consumer] 
market.” With any luck, that’s the kind of 
power that will outlast Arroyo. = 
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INDIA 





REASSURING 


FACE: New 


Finance Minister 
P. Chidambaram 
has strong 

reform credentials 


Reformers Take Control 


After a tumultuous election, India’s new government gets to work, with a reform-friendly finance 
minister and a commitment to GDP growth, investment, agriculture and education 


AFTER A ROCKY START marred by a leadership crisis and a 
plunging stockmarket, India’s new Congress Party-led gov- 
ernment appears to be finding its feet. 

Manmohan Singh, a soft-spoken, widely respected econ- 
omist, was sworn in as prime minister on May 22 following 
Congress leader Sonia Gandhi's shock decision not to lead the 
new government. Singh quickly named reformer P. Chi- 
dambaram to the critical post of finance minister in his cab- 
inet, a move that reassured investors that economic liberal- 
ization will continue. The step cheered markets: On May 
24, India’s benchmark Sensex index jumped 3%, bringing it 
closer to the level that prevailed before the Congress coalition’s 
upset election victory stunned the country. 

But as the new government stabilizes, it also faces fresh 
challenges. A militant attack in Kashmir on May 23 that killed 
more than 30 Indian soldiers and their family members 
underscored the difficulties the government will face in 
pursuing a peace initiative with neighbouring Pakistan. On 
the economic front, the coming weeks will present Singh with 
tough decisions on everything from whether to approve a hike 
in fuel prices to how much input to accept from leftist allies 
in preparing India’s annual budget. 

The new government’s first job will be to finalize a so- 
called “common minimum programme” that is intended 
to iron out differences among the coalition’s members and 
act as a framework for government policy. The draft of the 
programme says the government is committed to ensuring 
7%-8% GDP growth per year, improving agriculture, increas- 
ing investment and boosting spending on education. It also 
rejects the Hindu nationalism promoted by the ousted 
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By Joanna Slater/MUmBAI 


Bharatiya Janata Party and promises to roll back the BJP's con- 
troversial changes to the educational curriculum, such as his- 
torical references in textbooks. 

Business people generally welcomed the draft pro- 
gramme, despite indications that the government will pro- 
ceed slowly with privatization and labour reforms. They 
say that while the overall thrust of the programme is encour- 
aging, it’s short on details. The programme gives a direction, 
but “the degree, extent and speed [of change], we'll only know 
with the budget," says Rahul Bajaj, chairman of motorcycle 
manufacturer Bajaj Auto. Singh's government will present a 
budget in just over a month. 

Meanwhile, the pressures of coalition politics are already 
evident. A key Congress ally, the Dravida Munnetra Kazhagam 
from the southern state of Tamil Nadu, was so unhappy 
with the ministerial positions it received—despite getting 
seven of the roughly 60 posts—that it stopped its ministers 
from beginning their duties. The conflict was later resolved. 

Some analysts noted that the Congress had installed 
several familiar faces from earlier cabinets, rather than induct- 
ing fresh talent. Only seven women figured in the list. 

Investors welcomed the appointment of Chidambaram 
as finance minister. A Harvard-educated lawyer who has 
argued cases in India's Supreme Court, Chidambaram is 
best known for a budget he presented during a previous stint 
as finance minister in 1997. Dubbed the "dream budget," it 
slashed tax rates for businesses and individuals. Chi- 
dambaram also promoted privatization of state-owned enter- 
prises. After Singh's own pioneering budgets in the early 
1990$, it was Chidambaram who “kick-started reforms prop- 
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erly,” says Jon Thorn, managing director of India Capital Fund. 

Chidambaram is a “thorough professional,” adds Deepak 
Parekh, chairman of the Housing Development Finance Corp. 
"I'm very bullish on his being able to perform,” despite the 
pressures of operating in a coalition that depends on the 
support of India’s communist parties. Some economists 
note that when Chidambaram was last finance minister he 
managed to push through fundamental economic reforms 
even though the government at the time was also propped 
up by leftist allies in parliament. 


THE MINISTER'S NEW JOB 
In an interview with the Review last week prior to being named 
finance minister, Chidambaram recalled that some of the tar- 
gets set by that government are yet to be met. In 1996, the 
government's agenda called for $10 billion in annual foreign 
direct investment. Current FDI is roughly $4 billion a year. "We 
should aim for $10 billion," he said. "I don't think the caps 
[on foreign investment in certain sectors] are the problem. The 
problem is the machinery. It should be more transparent." 
One of Chidambaram’s first challenges will be to help 
advise the prime minister on whether to implement a long- 
overdue but highly unpopular hike in the prices of petroleum 
products to reflect the rising price of crude oil. "It's almost 
the first thing the government has to do," says R. Ravimohan, 
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" This programme is a must for expatriate managers in 
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CHINA EXPATRIATE 


“For expatriate managers, the Chinese market presents both opportunities and 
challenges. You need special skills and knowledge, as well as the flexibility to 
adapt to a business environment which can be very different from the one to 
which you are accustomed. 


The China Expatriate Programme, presented by the China Europe International 
Business School (CEIBS), the leading business school in Asia, has attracted 
hundreds of senior expatriate executives from multi-national companies in 
China. 


E Gain vital insights into marketing, cross-cultural and human resource 
management, business operations, and issues in investment, law, economics, 
and politics in China. 

E Interact with CEIBS' world-renowned faculty who possess unequalled 
academic expertise and a wealth of experience in China. 


Ei Learn to identify the potential pitfalls of cross-cultural misunderstandings. 

















managing director of Crisil, a leading Indian credit-ratings | 
agency. “It’s also likely to be a politically debated issue. I’m 
keenly watching what they do.” 7 

The new government will also jump into the dialogue 
process with Pakistan begun by the BJP. Natwar Singh, a 
former diplomat named as foreign minister, will lead the talks. 

Although New Delhi asked that scheduled talks on nuclear 
confidence-building measures be postponed for a week or so tò- 
allow the new government to settle in, a proposed meeting 
between the foreign ministers of the two countries is due to take 
place next month. Congress Party officials say that their think- 
ing on Kashmir is guided by a 30-year-old agreement between . 
the two countries that leans toward preserving the status quo - 
in terms of borders in the disputed region. 

On the domestic front, Singh has promised to imple- - 
ment “reforms with a human face." That translates into 
more spending on health and education and an increased © 
focus on rural India, where the majority of the population - 
lives and, in many cases, barely ekes out a living from the - 
land. Attention to agriculture is overdue, says Abhijit Sen, © 
an agricultural economist at Jawaharlal Nehru University in | 
New Delhi. At the same time, he says, “posturing by the cen- . 
tral government is of limited use," since key issues for agri- 
culture are handled at the state level—and many of those | 
governments are bankrupt. & | 
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Softly, Softly 
Go Reforms 


It was hard enough for Abdullah to replace a 
legend last year, but now the soft-spoken prime 
minister needs to overhaul Mahathir’s policies 


By Michael Vatikiotis and 
S. Jayasankaran/KUALA LUMPUR 


AFTER PRIME MINISTER Abdullah Ahmad Badawi's first six 
months in office, many Malaysians are wondering when the 
new premier will start delivering on his oft-touted reform 
agenda. On March 21, the 64-year-old Abdullah won the 
biggest election victory in Malaysian history largely on the 
back of promises of a more open and efficient govern- 
ment. Yet to some Malaysian business people, Abdullah's 
new government has failed to capitalize on the mandate and 
appears slow and indecisive. 
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Gone are the firm pronouncements of his predecessor, 
Mahathir Mohamad. Gone, too, are the bold projects that 
sliced through the countryside and gave Kuala Lumpur its 
modern skyline in less than a decade. “There’s still a lot of 
uncertainty and nothing seems to be moving [in terms of new 
government contracts],” says an ethnic-Malay businessman. 
“People don't know what direction the country is going.” 

But perhaps critics need to pay more attention to what the 
soft-spoken Abdullah is saying and doing. Big-ticket proj- 
ects have been cancelled or postponed mainly because the cur- 
rent prime minister doubts that Malaysia can afford them. 
A lot of grumbling occurs because instead of rewarding polit- 
ical and corporate loyalists—a trademark of the Mahathir 
era—Abdullah has surrounded himself with a few young 
advisers who shield him from supplicants and lobbyists. 

In an interview with the Review, Abdullah says that his 
first targets for a clean-up are government-linked compa- 
nies (GLCs), which account for 34% of the Kuala Lumpur 
stockmarket’s capitalization and are often key players in the 
economy. The GLCs include some of the country’s biggest 
companies such as power and phone utilities, Tenaga Nasional 
and Telekom Malaysia, as well as national car maker Pro- 
ton. Most are profitable, but corporate analysts agree that, with 
few exceptions, the GLCs are indifferently managed in com- 
parison to their local and regional peers. 

Abdullah wants to change all that, and his first step is to 
bring in more professional managers. He has told the cabinet 
that politicians can no longer expect plum positions on »> 


MALAYSIAN 
PERSPECTIVE: 
Abdullah has been 
criticized for not 
being as bold as 
his famous 
predecessor or 
embracing big- 
ticket projects 
like the Petronas 
towers 
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Wish List 


Abdullah admits that reform has be practical as well 
as desirable, and he wants to mahe sure that he 
hires top people as he meets his political obligations 


REVIEW CHIEF CORRESPONDENT Michael Vatikiotis and 
Kuala Lumpur Correspondent S. Jayasankaran sat down with 
Abdullah Badawi at his sumptuous residence in the recently 
created seat-of-government city of Putrajaya near Kuala Lumpur. 
A full version of the interview can be read on www.feer.com. 
Here are some excerpts: 


WHAT DO YOU SEE AS THE FUTURE DRIVER OF THE 

MALAYSIAN ECONOMY? | 

We must become a country with very strong domestic con- 
sumption. We cannot depend entirely on the foreign market 
to consume all that we are producing. At the same time, in terms 
of human resources, in terms of manpower, I would like 
Malaysia to be recognized as a country with a very strong and 
very capable [workforce]. We must go for value-added and for 
hi-tech. Also we hope to see more and more [multinational cor- 
porations] basing their operations here. 


PEOPLE TALK ABOUT THE NEED TO CHANGE THE POLITICAL 
CULTURE IN UMNO TO COMBAT CORRUPTION. SHOULDN'T SENIOR 
CABINET POSITIONS GO TO THE MOST QUALIFIED PEOPLE 
REGARDLESS OF THEIR POLITICAL CONNECTIONS OR POSITION? 
That's easier said than done, and it's just not practical. The per- 
son leading the government must also be leader of the party. At 
the same time, of course, we try our best to get good men in 
the government. I have been criticized from all quarters for not 
doing much to change the cabinet. But I am not bringing in a new 
regime. There's only a change of leadership. Many of the peo- 
ple who are with me today have been with me for many years. 
And you will notice that there are 14 new faces in the cabinet. 
Many are young and talented. Look, I also have 14 political par- 
ties to take care of. Every one of them wants representation— 
that's what we call power sharing. 


HOW DO YOU EXPLAIN THE DECLINE OF MALAYSIA'S ISLAMIST 
POLITICAL PARTY, PARTI ISLAM SE MALAYSIA? 

We took a stand, and decided not to do the same things as Pas 
wanted. We talk about Islam that is progressive and Muslims must 
be able to perform better and acquire knowledge. 


DR. MAHATHIR ONCE DEFINED MALAYSIA AS AN ISLAMIC STATE? 
DO YOU AGREE WITH THE DEFINITION? 

I don't want to get into things that promote controversy. What has 
been said has been said. I never said anything against it after that, 
I did not undo it. But we must make sure that Malaysia is “Negara 
Islam" [Islamic state]. This is the kind of Islam we want to prac- 
tise in Malaysia. I am emphasizing more on what needs to be 
done. When Dr. Mahathir says this is an Islamic country, peo- 
ple say yes. But what next? What are you going to do? Will we fol- 
low what Pas wants to do? 


SO YOU DON'T WANT TO GO DOWN THAT ROAD? 
Why should I go down the road that Pas has chosen because they 
are going down? I dorit see Pas coming back as a political force. = 





v 
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the boards of these companies. “A lot can be done to 
make these companies do better," Abdullah says. *We 
need people with the necessary experience . . . quali- 
fications and a proven track record." 

A tentative make-over of Malaysia, Inc., has already 
begun. On May 14, Abdullah consolidated 40 state- 
owned, often publicly traded, companies under Khaz- 
anah Nasional, the federal government's investment 
arm. He appointed Azman Mokhtar, the 43-year-old 
former country head of Salomon Smith Barney in 
Kuala Lumpur, to head the holding company. 

Ultimately, Abdullah aides say, Khazanah is to 
become a market-driven 
state investment concern 
in the mould of Singa- 
pore's Temasek Holdings, 
permitted the freedom to 
invest overseas, do deals 
with foreign partners, and 
close money-losing units. 

Abdullah's aides say 
that new managers for 
GLCs will include non- 
Malays, who make up 
about 4096 of the coun- 
try's 25 million people. 
That would be a notable 
change. GLCs have tradi- 
tionally been led by ethnic 
Malays, reflecting an 
ABDULLAH: Will the soft- entrenched policy of help- 
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spoken PM wield a big stick? ing the Malays compete 


with the economically 
more successful Chinese. “Right now there are at 
least two Malaysian Chinese being considered for 
key positions in financial institutions," says a close 
political ally of the prime minister. 

Such a move has political risks for the premier, 
himself an ethnic Malay. In September, there will be 
crucial elections for top officials in the United 
Malays National Organization (Umno), which leads 
the ruling National Front coalition government. Tak- 
ing plum corporate positions away from ethnic 
Malays is a potential source of discontent in Umno, 
which has a long tradition of patronage. In addition, 
making the GLCs more efficient is likely to mean 
shedding workers. Most of the GLCs were once gov- 
ernment agencies. 

Given such pitfalls, political analysts wonder if the 
premier will be forced to dilute his reform agenda. 
Indeed, one reason for the initial disappointment with 
Abdullah is the sense that he has already done so, 
appointing a new cabinet after his election that con- 
tained few of the fresh faces that some had hoped 
to see. (See interview at left.) 

But Abdullah insists that he is resolute about shak- 
ing up the big state companies. "We cannot com- 
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promise. It is important that good people be appointed to head 
these companies and to sit on the boards," he says. 

On Abdullah's watch, Singapore's Temasek Holdings has 
been permitted to buy 596 of Telekom Malaysia and is nego- 
tiating to buy at least 3026 in Alliance Bank, Malaysia's eighth- 
largest bank, the first time Temasek has been allowed to make 
such purchases. 

In terms of domestic issues, Abdullah has taken a decid- 
edly cautious approach. The premier set up a royal commis- 
sion to help reform the police force. And, rather than order a 
complete revision of Malaysia's Islamic education syllabus, 
which might prompt opposition from conservative Muslims, 
Abdullah introduced a modest pilot scheme to revamp reli- 
gious education. Under the plan, emphasis is placed on under- 
standing religious texts rather than on rote learning. 

Such steps aren't dramatic. But, says Musa Hitam, a for- 
mer deputy prime minister who is close to Abdullah, *he's tack- 
ling fundamental things that have been rotting away." 

Perhaps one critical problem for Abdullah is his shrink- 
ing public presence compared with Mahathir's. Malaysians 
may have grown accustomed to being led by someone who 
made decisions quickly for them without significant public 
debate or dispute. Mahathir got things done. Abdullah often 
speaks of concepts and intangible barriers, which at times 
makes him seem long on rhetoric but short on substance. 
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ABDULLAH IS WALKING A FINE LINE 
AS HE REFORMS PRACTICES THAT HAD 
BENEFITED SOME OF HIS SUPPORTERS 


Nor does Abdullah seem decisive with implementing 
the details of his own reform plans. When asked about the ~ 
slow progress toward making bidding for government con- © 
tracts based upon an open-tender system, for example, Abdul- 
lah replies vaguely: "Some of these projects happen to be proj- 
ects for which a letter of intent has been issued, which is some- 
thing that has given me a problem." 

The premier's caution is a by-product of trying to change — 
the deeply ingrained decisive but nonconsultative way things — 
were done under Mahathir, says a close family member: - 
"We can't take on the whole system—that’s too hard. But we . 
are hoping for a demonstration effect." The danger is that ~ 
Abdullah's soft-spoken, consensual style projects a seeming : 
lack of forcefulness. s 

Some Malaysians appear prepared to give him more . 
time. Karim Raslan, a lawyer and political commentator, says _ 
this: "If you want a prime minister who is more respon- - 
sive and respectful of democracy, you have to do away with ` 
authoritarian efficiency." & 
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productive three weeks 1 have ever spent in 
any training." 






covering all topics relevant to running a business. In an environment like that it is just a 
lot of good wisdom in the room." 
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Torture Claim 


A U.S. rights group says that suspected Islamic 


militants are being regularly abused in prison 


By Michael Vatikiotis/ KUALA LUMPUR 
AND HONG KONG 





| "id ie, 
HIGHLY UNPOPULAR LAW: Malaysians protest against the ISA 


WITH THE WORLD'S ATTENTION caught by revelations of tor- 
ture and abuse at prisons run by the United States military in 
Iraq, a respected human-rights watchdog alleges that simi- 
lar abuses are routinely committed in Malaysia. Nearly 100 
people are being detained in Malaysia for allegedly belonging 
to militant Islamic organizations implicated in terrorist activ- 
ity, according to New York-based Human Rights Watch. 

In a 57-page report titled In The Name Of Security, the rights 
group draws on the testimony of former detainees and their 
families to paint a graphic picture of arrest, torture and long 
detention without trial under a tough security law that the 
international community has long condemned. 

A pattern of coercive interrogation emerges from interviews 
in the report with six former detainees and nearly 40 family 
members of those still held. Among the kinds of thing that 
allegedly happened during interrogation, the report cites 
detainees who had their beards burnt and others who were 
forced to masturbate or made to bury their heads in trash. 

Most of the detainees are suspected of belonging to the 
militant Jemaah Islamiah, which is accused of carrying out 
acts of terrorism in the region. Only a handful have been 
released. The Malaysian government has been swift to deny 
the allegations of physical and mental abuse under interro- 
gation. Prime Minister Abdullah Ahmad Badawi was quoted 
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in the local media on May 18 as saying: "There are no such 
abuses. There is no such thing." 

Terrorism suspects have appeared in courts in Indonesia 
and Thailand, but in Malaysia none of the suspected mili- 
tants has been produced in court or charged with any crime and 
most have been detained for more than two years, charges 
the Human Rights Watch report. It notes that the authorities 
have used a colonial-era law, the Internal Security Act (ISA), 
which allows for indefinite detention without trial. 

Under the ISA, the police can arrest and detain an indi- 
vidual for an initial Go days, and then with Home Ministry 
approval for successive periods of two years. Former politi- 
cal high-flyer Anwar Ibrahim, who is serving a prison sen- 
tence for sodomy and corruption, was initially detained under 
the ISA following his sacking in 1998 as deputy prime min- 
ister—a move that prompted a storm of international protest. 


NO ONE CARES 

The difference with the suspected Islamic militant detainees 
is that no one seems to care. “This kind of abuse has been 
going on for many decades. For this group of detainees, the 
difference is that public opinion tends to agree with their 
detention," says Cynthia Gabriel, executive director of the 
human-rights watchdog Suara Rakyat Malaysia. 

Neither has the U.S. weighed in with complaints of human- 
rights abuse, though a State Department report released on 
May 17 includes Malaysia among 101 nations with “problem- 
atic human-rights records," and lists "certain human-rights 
abuses" in Malaysia, including detention without trial. 

Human Rights Watch quotes a senior State Department 
official as saying Washington would take up cases of prisoner 
abuse in Malaysia if the level of treatment was "worse than 
Guantanamo." But another senior official from the depart- 
ment tells the REviEW: "That is just not U.S. policy." 

Nonetheless conditions at the U.S. military detention cen- 
tre in Guantanamo, Cuba, may be providing cover for auto- 
cratic authorities in other countries. The report alleges that 
Malaysian police used threats of deportation to U.S. prison 
facilities to intimidate detainees. One former detainee is 
quoted in the report as saying: "They told me if you are sent 
to Cuba, the torture is severe. You might lose an arm or a 
leg, you might be paralyzed." 

For the report's author, Tom Kellogg, who conducted 
extensive and unsupervised interviews, this has serious impli- 
cations for the curbing of human-rights abuses in Asia. 
"The U.S. prison at Guantanamo Bay in Cuba gives fodder for 
governments like Malaysia to do what they want in terms of 
human rights," he says. The report makes no claim regard- 
ing the guilt or innocence of the detainees, but strongly argues 
that they should be brought to court. 

Washington acknowledges the challenge posed by its 
own record on human rights. "We've done things wrong; we're 
going to fix it. We're going to hold people accountable," declared 
Lorne W. Craner, assistant secretary for democracy, human 
rights and labour in mid-May. "And yes, we're going to con- 
tinue to try and advance these principles abroad." & 

Susan V. Lawrence in Washington contributed to this article 
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SOUTH KOREA 


lraq Puzzle 


As the U.S. withdraws troops to go to Iraq, 
Koreans wonder why their soldiers should go too 


By Donald Greenlees/SEOUL 


WITH SOME UNITED STATES army units now facing a third 
rotation through Iraq, it was not surprising that a call would 
come for U.S. troops stationed in South Korea to ship out. In 
mid-May, the U.S. announced that a brigade of 3,600 soldiers 
from the 2nd Infantry Division would be sent to relieve hard- 
pressed soldiers in Iraq. But the timing was unfortunate. It came 
as South Korea agonizes over sending 3,000 more troops of its 
own to help the troubled U.S. stabilization effort. 

South Korea’s national assembly voted in favour of the 
deployment on February 13 and the troops were due to go in 
April. Delays, however, have put their departure back to at least 
August or September and left U.S. officials wondering 
whether the extra Korean troops will be sent at all. 

Indeed, South Korea might have second thoughts. Elec- 
tions for the national assembly on April 15 brought to power 
younger, more liberal politicians less inclined to toe Wash- 
ington’s line. Assembly members from across the political 
spectrum have declared their opposition to the deployment 
and are threatening to reopen the issue when the assembly 
sits on June 7. “We will put a proposal to stop the dispatch 
of the troops,” says Sim Sang Jeung, one of 1o legislators from 
the left-wing Democratic Labour Party. 

The Pentagon's decision to withdraw U.S. troops from the 
Demilitarized Zone (DMZ) separating the two Koreas has 
given more fodder to politicians such as Sim. They say that 





A FOREIGN FIELD: Members of the small Korean contingent in Iraq 
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with the Americans gone there is no longer any need to 
send more South Korean soldiers to Iraq—an argument 
that resonates with the public. Their position also reflects 
South Korean concerns over a long-term drawdown in U.S. 
forces on the Korean peninsula and what this means for deter- 
ring aggression from the North. 

And even if South Korean troops do go to the Middle East, 
observers note, Washington wort be getting the support it 
first envisaged as the Korean force is likely to be tucked 
away in a quiet corner of Iraq where it will relieve no U.S. unit. 
Seoul currently has 675 noncombat troops based in the south- 
ern Iraqi city of Nasiriyah and the contingent began its sec- 
ond six-month rotation in April. 

So far President Roh Moo Hyur's administration remains 
committed to the Iraq deployment. But the issue will test Roh’s 
credibility and skills at managing relations with the new 
assembly. To renege now under pressure from the parliament, 
in which his own Uri (Our Open) Party holds a majority, would 
diminish his standing with Washington and strain ties with 
South Korea's most important ally. 

He cannot count on Uri support, especially at a time when 
opinion polls show that the Iraq deployment is deeply unpop- 
ular. One recent newspaper poll showed that 6496 of South 
Koreans thought the troop dispatch should be called off. 


PEACE AND RECONSTRUCTION MISSION 

The National Defence Ministry has taken heed of these sen- 
timents in its portrayal of the deployment as a “peace and 
reconstruction" mission. That mindset appears to have been 
reflected in the rules of engagement for the force. Accord- 
ing to one Western military official, there were no “pre- 
emptive measures" for force protection. He says this prompted 
the U.S. Central Command to suggest that Korean troops 
be sent to a quieter location than first planned. 

The ministry is looking at Irbil, in the Kurdish autonomous 
region near the Iraq-Turkey border. But it is so quiet that no 
U.S. troops have been stationed there and there are doubts 
about whether it is necessary to send 3,000 troops. And there 
is another catch: the local government is not over-enthusiastic 
about the deployment. 

Other complications have been caused by the delays to the 
force's departure. About 1,000 of the troops that volun- 
teered for Iraq are national-service conscripts. They do not 
have enough service time remaining to complete a full tour 
of Iraq, according to the Western military official. The Korean 
military will have to find and train replacements. U.S. offi- 
cials deny any connection between the withdrawal of their 
brigade from the DMZ and the failure of South Korea to meet 
the original schedule for deployment. 

Certainly, the Pentagon plans to reduce the 37,000-strong 
U.S. force in Korea and reconfigure its defence strategy on 
the peninsula regardless of the situation in Iraq. U.S. Deputy 
Defence Secretary Paul Wolfowitz told Congress on May 18 
that American troops at the DMZ “were performing noth- 
ing except a kind of useless—and indeed I would say coun- 
terproductive—trip-wire function." That kind oftalk will only 
encourage South Koreans to keep their troops at home. = 
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Pattani and the Premier League 


By Michael J. Montesano 


The writer is assistant professor in the 
Southeast Asian Studies Programme of the 
National University of Singapore 


It is easy to wonder why Thai Prime Minister Thaksin 
Shinawatra is wasting his time trying to buy an English 
Premier League soccer team just weeks after one of the 
bloodiest days in the modern history of his country. Authorities 
have made little progress in explaining the events of April 
28, in which more than 100 mostly local youths and a handful 
of Thai security personnel died. Thaksin would seem to have 
more important matters to worry about than soccer. 

The prime minister has long confounded sceptics. This time, 
too, he may—however unwittingly—confound them again. For 
the same factors and insights that lie behind his interest in a 
Premier League side hold the makings of the only realistic 
approach to the Muslim-dominated reaches of Thailand’s south. 
Popular interest in English soccer is a clear result of recent 
patterns of globalization and social change. In promising Thai 
voters their own Premier League team and a soccer academy to 
train Thai players to compete at the international level, Thaksin 
makes a calculated appeal to this new sensibility. 

Similarly, globalization and change are central both to today’s 
problems in the Thai south and to their solution. But global- 
ization takes many forms. If more Bangkok residents follow 
English soccer, more southern Thai and also Bangkok Muslims 
likewise practise an increasingly orthodox Islam. More of 
them hope to go on the haj. More of their sons attend pondoks, 


€ The terms of integration of the south must reflect 
new developments, whose origins may lie as far outside 


Thailand's borders as do English soccer pitches, 


or religious schools. And more of those pondoks benefit from 
foreign funding and teachers trained in the Middle East. The 
people of the Pattani region participate in an Islamic variant of 
globalization, so unmistakable across Southeast Asia and even 
in the north of England and the American Midwest. 

The usual explanations for this year's surge in violence— 
poverty and insensitive governance—make little sense. Many 
parts of Thailand are poor. Moreover, the southern regional hub 
of Had Yai has boomed in the past decade. Intensified cross- 
border trade with Malaysia brings real dynamism and with it 
economic opportunity for people across southern Thailand. 
Also, the attitude of Bangkok towards its southern Muslim 
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minority must be put into perspective. By inter- 
national or historical standards, the state behaved 
in recent decades neither oppressively nor partic- 
ularly heavy-handedly. Only post-September 11 con- 
cerns about the influence of international terror- 
ism in the Pattani region and the militarization of 
local governance starting in January changed cir- 
cumstances for the worse. 

But old standards no longer apply in southern 
Thailand, or in any other part of the country. Multi- 
party democracy, contemporary Bangkok youth cul- 
ture, cable television, and—for some Thais— 
greater contact with the wider Islamic world are 
of a piece. In a Thailand incomparably more com- 
fortable with social, ethnic and regional pluralism 
than even 20 years ago, the changed realities of the 
Pattani region should hardly prove a surprise. 

The Thai state should not abandon its long-term 
effort to integrate the south into the nation. But 
the terms of that integration must reflect new devel- 
opments, whose origins may lie as far outside Thai- 
land's borders as do English soccer pitches. Thaksin's 
political gifts are formidable. His imagination and 
vision have enabled him to expose the programmatic 
bankruptcy of the political class. His interest in 
buying an English Premier League team bespeaks, 
for better or worse, that same imagination and ability 
to grasp the aspirations of large numbers of his 
countrymen. Now his challenge is to use his gifts in 
understanding the changed expectations of the 
Muslim citizens of Thailand’s far south. 

Meaningful decentralization—long promised 
to all of provincial Thailand—should proceed. The 
army can focus on protecting the country’s borders 
rather than garrisoning its countryside. The police 
can consign its paramilitary orientation to the past, 
perhaps adopting the methods of “community 
policing” in the Pattani region. Pondoks can be 
represented in local and national educational 
bodies, and the government can assist them in 
serving their students. The chip-on-the-shoulder 
ultra-nationalism dating to the 1930s-1950s can 
disappear from official discourse. In time, a young, 
dynamic southern imam could be named chu- 
laratchamontri, the country’s senior Muslim cleric. 
Thailand’s foreign policy can take explicit cog- 
nizance of the views of its Muslim citizens. 

Old solutions won't work in southern Thailand. 
New solutions may at first be difficult for Bangkok’s 
powerful ministries to countenance. But champion- 
ship Premier League sides don't earn international 
followings by ducking tough matches. & 
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Demand From China 


Blamed for Oil Shock 


Oil prices fell briefly on promises from Saudi Arabia 
that it would significantly boost its output, but they 
soon returned to unusually high levels as traders 
increasingly focused on surging demand from 
China. For the first three months of 2004, China’s 
economy grew 9.7% over the same period in 2003, 
and its demand for oil grew by almost 1 million 
barrels of oil a day over the period to about 7 million 
barrels a day by the end of March. Beijing had begun 
taking steps to cool China’s economy even before the 
price of oil spiked recently to nearly $42 a barrel, the 
highest price in more than two decades, and some 
analysts believe that China’s demand will drop sig- 
nificantly by the year’s end. China was a net energy 
exporter just a few years ago, but is now the world’s 
fastest-growing major importer of oil. Meanwhile, 
news emerged that 
China has begun build- 
ing facilities for a strate- 
gic petroleum reserve. 
It has yet to begin stock- 
piling fuel, though 
analysts said news of 
the future stockpile may 
be another current 
driver of prices. 
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CONCILIATORY CHEN STILL ANGERS CHINA 

Taiwan President Chen Shui-bian delivered a much-anticipated inaugural 
address in Taipei that seemed designed to defuse tensions with Beijing, but 
the speech nevertheless prompted official outrage from the Chinese capital. 
In his May 20 speech after being sworn in for a second term as Taiwan's 
president, Chen pledged to keep the question of Taiwan's independence off 
of his agenda. The United States said Chen's remarks were "responsible and 
constructive." But China's state-run media called the president a "slippery 
politician" and said that his policies continued to be "the biggest current 
threat to peace and stability." Chen said that he wants to unify Taiwan 
following his razor-thin election victory in March. He made no mention of 
Beijing's “one China" policy, however. Beijing said that acceptance of 

the policy is a litmus test of Chen's sincerity in wanting to avoid conflict. 
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PROPERTY 


Millionaire developer 
Zhou Zhengyi went on 
trial in Shanghai on May 
20 on suspicion of 
financial irregularities. 
The outcome of the trial 
was uncertain when the 
REVIEW went to press on 
May 26. Zhou, one of 
China's richest men, was 
arrested last year. The 
Bank of China's Hong 
Kong unit said that it had 
hired veteran banker 
Raymond Lee for its 
newly created position of 
chief operating officer to 
help rebuild the bank's 
image after it was linked 
to Zhou. An independent 
panel had criticized the 
Bank of China for lending 
Zhou HK$1.77 billion 
($227.2 million) and 
recommended that 

the bank hire a chief 
operating officer. 


INVESTMENT 


Foreign companies will 
be allowed to take a 50% 
stake in joint-venture life- 
insurance companies, 
according to China's 
insurance regulator. The 
official news agency, 
Xinhua, said that the new 
rules would take effect on 





BRAZILIAN PRESIDENT Luiz 
Inacio Lula da Silva arrived 
in China on May 24 for a 
five-day visit aimed at 
cementing ties between the 
world's most powerful 
emerging economies. Best- 
known by the single name 
Lula, Brazil's president will 
use the tour to tie his own 
country's struggling econ- 
omy more closely to the 
fastest-growing economy ir 
Asia. Trade between the 
countries has grown four- 


fold in the past four years 
to $6.7 billion in 2003. 


June 15. The China 
Insurance Regulatory 
Commission said that the 
clarification on ownership 
by foreign companies 
should satisfy obligations 
that China undertook 
with the World Trade 
Organization in late 2001. 


PUBLISHING 


One of the world's largest 
publishing companies, 
Elsevier, which produces 
a range of scientific and 
academic journals, 
announced that it has 
entered a publishing 
venture with Tsinghua 
University. The deal is 
unusual because foreign 
publishers have rarely 
been allowed to set up a 
joint venture in China. 
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JAPAN 


A Japanese appeals court 
denied any award to a 
group of 15 Chinese men 
forced to work in Japan- 
ese coal mines during 
World War Il. The court 
acknowledged that the 
government and Mitsui 
Mining Co. shared joint 
liability for bringing the 
men from China to Japan 
for forced labour, and it 
said the company was 
responsible for failing to 
protect the workers. But 
the court said that the 
statute of limitations on 
the men’s claims had 
expired. A lower court in 
2002 had ordered Mitsui 
Mining to pay a total of 
¥165 million ($1.5 
million) in compensation. 


ENVIRONMENT 


Singapore and China 
signed a memorandum of 
understanding on May 24 
for better cooperation on 
environmental protec- 
tion. Among possible 
items cited at the signing 
of the memorandum 
were pollution control, 
improving energy effi- 
ciency and treating water 
and waste water. 


SARS 


Scientists in Beijing have 
begun testing a vaccine 
that they believe will 
protect people against 
the virus that causes 
Severe Acute Respiratory 
Syndrome (Sars). Testing 


will begin on four volun- 
teers, all of whom are in 
their 20s, according to 
two of China’s largest 
newspapers. A vaccine 
for Sars has been 
successfully tested on 
animals in the United 
States, but health experts 
say that tests on humans 
are a year or two away. 


VIETNAM 


Vietnamese Prime 

Minister Phan Van Khai 
returned to Vietnam on 
May 24 after a five-day 





VIETNAM: Premier Khai tours China 


tour of China and Mon- 
golia to discuss boosting 
trade and economic ties. 
Khai travelled with about 
a dozen government 
officials and nearly 50 
business executives 
throughout central and 
northeast China and 
Mongolia before finishing 
the tour in Beijing with 
high-level meetings, 
according to official 
Chinese news media. 


SARS: Human trials of a vaccine will start soon 


"m 1 


vw 
- 





c 
e o 


y 





If 
u 








SIUNIDIENNEE >) 1 C] Z3] 


BREWER MAKES A HOSTILE BID 

SABMiller, the world’s second-largest beer maker, launched a 
hostile offer to buy the remaining 71% of Harbin Brewery that it 
doesn’t already own. This may start a fight with giant U.S. beer-brew- 
ing rival Anheuser-Busch, which recently purchased a 29% stake 
roughly matching the one held by South Africa-based SABMiller. 
Harbin shareholders have until June 21 to accept or reject a cash 
offer of HK$4.30 (55 cents) per share from SABMiller. Analysts spec- 
ulate that Anheuser-Busch, the world’s largest brewer, would make 
a competing offer in the first hostile competition for a Chinese com- 
pany by foreign companies. SABMiller’s offer represents a discount 
to Harbin’s closing share price of about HK$5 per share as the Review 
went to press on May 26, though it is 65% more than the average 
price of the stock since Harbin listed in Hong Kong in 2002. 


HSBC WOOS MAINLAND BANK 

China’s fifth-largest bank, the Bank of Communications, is in talks 
with London-based HSBC to sell it a stake that could create the most 
significant ownership yet by a foreign bank in a Chinese institu- 
tion. A Bank of Communications executive acknowledged that talks 
were going on with HSBC and other potential investors, denying a 
report that HSBC was the exclusive bidder. Analysts said that a 
foreign bank such as HSBC might be willing to accept severe restric- 
tions on how much influence it could have in running a Chinese bank 
merely to have access to its customer base. Said one foreign bank- 
ing consultant in Shanghai: “The reason to invest . . . is clearly for 
the retail business: the distribution capability, the relationships, 
cross-selling and deposits.” 


PING AN BEGINS SERIOUS IPO PROMOTION 
Ping An Insurance, China’s largest privately own insurance company 
and the second-largest life insurer in China—state-owned China Life 
insurance is the largest—received approval from Hong Kong stock- 
market regulators to list publicly and has begun pre-marketing its 
initial public offering. Ping An had hoped to follow the success of 
China Life last year, which was 172 times oversubscribed and raised 
$3.5 billion when it floated in Hong Kong and the United States in 
December. Subsequently, however, Chinese regulators said that they 
had uncovered irregularities involving 5.4 billion renminbi ($652 mil- 
lion) in China Life's accounts. Until recently, Ping An had hopes of 
raising as much as $2 billion, though it recently scaled back its expec- 
tations to $1.5 billion for about 2596 of the company's shares. 


NOKIA SET TO EXPAND IN CHINA 

Nokia, the Finnish company that is the world's leading maker of 
mobile phones, plans to expand its research-and-development 
capabilities in China to make Beijing the lead player in developing 
phones for emerging markets. The company said that its goal is 
to have 4096 of its mass-market mobile phones designed and devel- 
oped in Beijing. Globally, Nokia had R&D centres in 11 countries 
with nearly 20,000 employees in 2003. The Beijing centre will be 
responsible for developing cheap phones for first-time customers 
in emerging markets. 


| Elsewhere in the REviEW: 


Television: China Tunes In to Advertisers (page 36) 


Minerals: Feeding China's Appetite for Resources (page 44) 




















| CHINA 


‘TIANANMEN MASSACRE 





Not Forgotten, 


Not Forgiven 


Fifteen years have passed since the Tiananmen Massacre, but its legacy lives on in the lives of 
ordinary Chinese and in national policy. In those 15 years, China has taken great leaps forward. 
But in one important area it has taken a step backward: political reform 


WHEN WANDERING in Beijing's Tianan- 
men Square today, with its hordes of cheer- 
ful local and foreign tourists, it's easy to 
gain the impression that the passage of 
I5 years has healed a searing political and 
emotional trauma. For many Chinese, par- 
ticularly the young, the violence on June 
4, 1989, that crushed peaceful protests by 
students and other citizens, leaving hun- 
dreds dead, has faded into history. Since 
1989, China has been transformed as phe- 
nomenal economic growth brought rising 
living standards, some freedoms and 
increasing international stature. 

But the legacy of the Tiananmen Mas- 
sacre endures—in its influence on the 
lives of ordinary people (see articles on 
pages 32 and 34), and in its imposition of 
a conservative leadership and agenda that 


SINCE 1989... 


has frozen political reform at the top. 

Since 1989, the suspension and roll- 
back of the incipient democratization 
begun in the 1980s has continued to 
concentrate power in the Communist 
Party, fuelling a steady rise in corruption. 
As the Tiananmen-era leaders retire and 
a new generation takes the helm, the 
fundamental question remains: How 
sustainable is economic development 
without political reform? 

There's no doubt that China's polit- 
ical landscape has changed significantly 
over the past 15 years—ageing revolu- 
tionaries have gone to meet Marx, to 
be replaced by urbane young tech- 
nocrats, while Marxism itself has 
become little more than an ideological 
fig leaf. But much of the change has 


By Anthony Kuhn/BzrijiNG 


been a bottom-up transformation, not 
top-down reform, more the result of 
increasing access to information and 
changing attitudes as China modernizes 
than of official policy directives. 

Nor are bold moves expected from Bei- 
jing in the immediate future. Under the 
leadership of Hu Jintao, who has been 
party chief since November 2002 and 
president since March 2003, "there's been 
no political reform to speak of," says Yan 
Jiaqi, former head of the Chinese Academy 
of Social Sciences' Political Research Insti- 
tute and a leading intellectual in the 
liananmen Square protests. "This is 
understandable, as Hu has yet to assume 
full power from Jiang Zemin," the former 
head of state and party who still controls 
China's military, Yan says in a phone inter- 





1989 On June 9, five days Secretary Jiang Zemin 1997 Deng Xiaoping eignty over Hong Kong. 1998 Zhu Rongji is con- 
after the Tiananmen becomes president and dies, aged 92. The party sanctions firmed as premier. 

Massacre, paramount military chief, intensifies China resumes sover- further economic reform. China signs Interna- 
leader Deng Xiaoping an anti-corruption drive. tional Covenant on Civil 


denounces the protests as 
a "counter-revolutionary 
rebellion." 


1992 Deng tours southern 


1995 Beijing Mayor Chen 
Xitong sentenced to 16 
years in prison for graft. 


SMOOTH TRANSITION: Deng Xiaoping's state funeral 


China to promote faster 
and bolder economic 
reform. 


1993 Party General 
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1996 China tests missiles 
in the Taiwan Strait ahead 
of the island's first demo- 


cratic presidential election. 


AFP 





and Political Rights. 


1999 Authorities crush the 
Falun Gong movement. 
Nato bombs China's 
embassy in Belgrade, 
sparking protests. 
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ERASING HISTORY: All traces of tank treads and bullet scars are gone from Tiananmen Square, where today hordes of tourists throng 


view from the United States, where he has 
lived in exile since 1989. 

Yan sat on a committee that drew up 
political reforms for Zhao Ziyang, the 
party chief from 1987 to 1989 who was 
purged at the height of the Tiananmen 
protests for sympathizing with the stu- 
dents in the square. Wu Guoguang, now 
a political scientist at the Chinese Uni- 
versity of Hong Kong, was also a member 
of the committee. 

“A basic criterion of political reform,” 
says Wu, “is whether or not it limits the 
power" of the party. The key to limiting 


2000 The United 
States grants perma- 
nent normal trade 
relations status to 
China. 


2001 Collision 
between U.S. 
surveillance aircraft 
and Chinese fighter 





BELGRADE BLAST: 
China’s embassy 


dune 3, 2004 


the power of the party was to separate the 
party from the government. The plan, as 
outlined in Zhao’s report to the 13th party 
congress in 1987, was to scrap party 
committees in government ministries, 
in courts, in schools and factories. The 
goal was to make the government 
accountable to the people, not the party. 
After Zhao's downfall in May 1989, those 
plans were criticized as too liberal and 
were scrapped. 

Fifteen years on, Hu and Premier Wen 
Jiabao have substituted political reform 
with bureaucratic reform. In their first year 


off Hainan Island. 2002 Hu Jintao 


Entrepreneurs succeeds Jiang as 
allowed to join the party chief at the 
Communist Party. 16th congress. 

Beijing wins bid 
to host the 2008 2003 Outbreak of 
Olympics. Severe Acute Respi- 

China joins World ratory Syndrome kills 


hundreds. 

China launches 
its first manned 
spacecraft. 


Trade Organization. 


Reuters 


in office, they announced plans to make 
government officials more accountable. In 
March, Wen told the annual session of 
China's legislature: "Where there is power, 
there must also be responsibility. When 
power is used, there must be supervision. 
When rights are infringed, there must 
be compensation." 

Backing up the rhetoric, state media 
have recently highlighted the resignations 
of several senior officials after a spate of 
deadly disasters. Among them: China 
National Petroleum Corp.'s chief executive 
Ma Fucai, who resigned to take >» 
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responsibility for gas-well explosions that 
killed 232 people in Sichuan in December, 
and Gang Zhanbiao, mayor of Jilin city, 
who resigned following a February shop- 
ping-mall fire that claimed 54 lives. 
However, observers point out that 
these resignations were hardly voluntary. 
Mayor Gang's resignation was the deci- 
sion of the city's Communist Party 
committee, while Ma's was decided by 
Premier Wen at a State Council meet- 


ing—implying that officials' accounta- 
bility is primarily to their superiors, not 
to the citizens they're supposed to serve. 
Moreover, officials have been made 
accountable only for catastrophic acci- 
dents, not for the infringement of citi- 
zens’ rights or conflicts of interest. May- 
ors and ministers have been punished, 
but not the party secretaries above them. 
"The occasional official who resigns usu- 
ally does so in a gesture of helplessness 


when he loses hope of holding on to his 
position," observed columnist Ai Jun in 
the Beijing Times last month. 

Observers are also concerned about 
official interference in village-level elec- 
tions begun under the Zhao administra- 
tion in 1987. “Many instances of back- 
sliding or stagnation of democracy have 
occurred in localities nationwide," elec- 
tions expert Li Fan of The World and 
China Institute writes in a recent >> 


A COUNTER-REVOLUTIONARY'S QUEST FOR THE TRUTH 


One of the most terrifying moments former Peking University 
researcher Zhou Duo can remember was the sight of guns 
pointing at him in the pre-dawn darkness of June 4, 1989. Peo- 
ple's Liberation Army tanks and troops had shot their way down 
Changan Avenue leading to Tiananmen Square and were massed 
at the north end of square. Zhou, then 42, and three others 
found the troops' commanding officers and negotiated a peace- 
ful evacuation of the protesters. They scolded and cajoled the 
last students into leaving just as the troops advanced. Zhou says 


that if there were any protesters killed 
in Tiananmen Square, he didn't see 
them. Many eyewitnesses concur that 
most of the casualties occurred on 
Changan Avenue. 

Zhou was later caught and detained 
by police for 11 months, but never 
formally charged, probably because of 
his role in preventing further carnage. 
He lost the job he then had as a con- 
sultant to Stone Group, one of China's 
early computer firms. Now, with many 
of the 1989 protest leaders in exile 
overseas, Zhou soldiers on in Beijing in 
an unending quest to democratize 
China. "The events of 1989 pushed me 
into the position of a dissident," Zhou 
tells the Review. "If we can't see eye to 
eye on the issues of Tiananmen and 
democracy, then the Communist Party 
and | are just not going to get along." 

Zhou is a self-avowed counter- 
revolutionary. He says he rejects all 
revolutions, except for the English 
Glorious Revolution of 1688 (which led 


to the Bill of Rights that limited the monarch's powers) and the 





PUSHED INTO DISSENT: Scholar Zhou Duo 
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square. He entreated moderate protesters and pro-reform offi- 
cials to unite against government hardliners. But hardliners’ 
voices on both sides drowned him out, and he concluded that 
bloodshed was inevitable. 

“My assessments of the basic situation were almost all 
correct. But because | had no mastery of political science and 
theory, | was unable to convince the students,” Zhou reflects. So 
he travelled to Harvard University as a visiting scholar from 1992 
to 1994 to pursue his academic speciality, sociology, and to get a 


more solid grounding in the theory and 
practice of liberal democracy. 

Since his return to China, authorities 
have kept close tabs on him and pres- 
sured employers to fire him, he says. He 
worked briefly at an economic-research 
institute and a South African investment 
consulting firm, and now earns a living 
from freelance writing. 

Today, Zhou cruises Beijing’s streets in 
his family’s locally made Buick, with 
classical music floating out of the car’s 
sunroof. He speaks at private symposiums 
to like-minded intellectuals and is writing a 
textbook on democracy aimed at the 
“Tiananmen generation” who he thinks 
need to bone up on their understanding of 
democracy. Friends tell him leaders have 
read his essays, but have not embraced his 
views. Zhou says he is nevertheless 
encouraged by President Hu Jintao’s initial 
performance, and his emphasis on consti- 
tutional government and the rule of law. 

Tiananmen, Zhou says, is just another 
blood debt added to years of political 


violence perpetrated by the Communist Party. Beijing hasn’t 


American Revolution, as neither resulted in dictatorship. Revolu- 
tion and dictatorship, he adds, are “twin siblings.” He advocates 
middle-class, centrist values and a gradual (“start early, go slow”) 
transition to Western-style liberal democracy. 

In the two months leading up to the Tiananmen Massacre, 
Zhou urged students to consolidate their gains and leave the 
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budged from its official verdict that the Tiananmen protests were 
a violent counter-revolutionary rebellion aimed at ending Commu- 
nist Party rule. But the only way to break the cycle of authoritar- 
ian rule and violent revolution, Zhou believes, is by a national 
reconciliation that includes telling the truth about June 4, 1989. 
Anthony Kuhn 
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Aiming higher. 


Here's to the head start. To the will to win 
through. 
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the ground running, to seize the opportunity, to 
make it happen. 


it's what makes us one of the world's leading 
financial institutions. And it's why the world's 
most demanding clients trust us to perform. 


Across disciplines, across regions. With absolute 
dedication, leading-edge insights, powerful 
solutions. 
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USING THE LAW TO AID THE POOR 


Who stole Huang Jing’s heart—or the rest of her organs, for that matter? That 
question has been weighing on Beijing-based lawyer Grant Wu, who has organized 
legal aid for Huang’s family in an alleged date-rape case that has fixated Chinese 
intellectuals and Netizens in recent months. 

In February last year, the naked and bruised body of 21-year-old elementary- 
school teacher Huang Jing was found in her dormitory room. Police in Xiangtan 
city, Hunan province, later arrested Huang’s boyfriend, a local tax official, who her 
parents allege had raped her, and who 
admits he was in her room on the night she 
died. But police also concluded that Huang 
died of natural causes—heart and lung 
failure. In February this year, Huang’s 
organs disappeared from a police lab where 
they awaited further tests; an investigation 
is continuing. Wu is preparing to travel to 
Hunan for the next hearing in Huang’s case. 

While Chinese lawyers have established 
legal-aid institutions to help women, 
migrant workers and other disadvantaged 
groups, Wu focuses on a specific issue: 
human-rights cases. As director of the 
Beijing Bar Association’s Constitution and 
Human Rights Committee, Wu makes 
human rights his daily business in a way 
that would have been unthinkable in China 
15 years ago. 

Since 1989, China’s government has 
gone from rejecting human rights as a 
bourgeois conceit, to recognizing the right 
to subsistence, to finally writing human 
rights into the Chinese constitution earlier 
this year. Wu is one of a growing, de facto 
alliance of lawyers, journalists and academics that takes the government at its 
word and pushes for human rights one case at a time. He says he does it out of his 
“sense of justice.” Wu was a law student at Anhui University in southern China at 
the time of the 1989 Tiananmen Massacre, which clearly had an effect on him, 
though it’s a subject he’s reluctant to talk about today. 

The Huang Jing case is the latest in a string of headline grabbers over the past 
year. These include the murder of young college graduate Sun Zhigang in a 
Guangzhou "custody and repatriation" centre where vagrants and people without 
identity papers were detained. Wu also arranged legal aid for Sun's family. 

un was beaten to death while in official custody. His case provoked public out- 
rage and led to the abolition of these repatriation centres on orders from 
Premier Wen Jiabao. 

Working out of an office in Beijing's university district, Wu, a neatly dressed, 
stocky 37-year-old, coordinates more than 100 lawyers around the country. With 
each lawyer contributing 100 hours a year, Wu's outfit can provide free consulting 
services to hundreds of clients and assist in around a dozen cases a year, more 
than half of which he says he wins. 

Wu's centre was established in September, just as China's Justice Ministry 
promulgated legal-aid regulations requiring all lawyers to take up to three legal-aid 
cases each year. As Wu doesn't charge fees for providing legal aid, he relies on his 
income as a partner in a private law firm. 

Every week, Wu and his associates meet to review potential cases to work on, 
assessing not only their feasibility but also each case's implications for human 
rights. More often than not, Wu's clients are farmers, who can least afford to hire 
lawyers. Wu himself grew up on his family's farm in central Henan province, 
planting wheat, corn and sweet potatoes. "Since | was young, I’ve always wanted 
to do something for farmers. The rural question is China's greatest political issue," 
Wu says. "If it is not resolved, then China cannot modernize." Anthony Kuhn 


SENSE OF JUSTICE: Lawyer Grant Wu 
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Internet essay. One example Li cites: 
Several provinces require county and 
township party committees to approve 
the candidates that villagers nominate 
for the post of village chief. 

In his report to the 13th party con- 
gress in 1987, Zhao had also pledged 
to legislate specific protections for the 
rights of free speech and free asso- 
ciation guaranteed by China's con- 
stitution. That pledge was dropped 
following Zhao's fall from grace. Ear- 
lier this year, the National People's 
Congress approved amendments to 
China's constitution to include 
respect for human rights, but this has 
not been accompanied by concrete 
legislation. 


INTRA-PARTY DEMOCRACY 

In response to calls for political 
reform, Hu's government has instead 
dusted off the decades-old goal of 
democratizing China by first democ- 
ratizing the Communist Party. To this 
end, new regulations published in 
February call for protection of party 
members' political rights as guaran- 
teed by the party charter, and man- 
date inspection teams to supervise 
the work of central and provincial 
party officials. 

But the rules also call for main- 
taining the party's Leninist system of 
"democratic centralism"—its main 
feature is obedience of each level of 
the party to the level above it. This, 
critics charge, essentially concen- 
trates supreme power in the hands 
of the party's nine-man Politburo 
Standing Committee. 

In the run-up to the rsth anniver- 
sary, dissidents and relatives of 
Tiananmen victims are coming under 
increased scrutiny from police, though 
less than in years past. But their voices 
are now submerged in the din of daily 
protests against corruption and crime, 
lost homes and livelihoods, by hun- 
dreds of farmers and workers throng- 
ing the capital daily. Political reform, 
had it been allowed, might have pro- 
vided some redress for their griev- 
ances. Now they have no choice but to 
take to the streets. & 

David Lague in Hong Kong 
contributed to this article 


Jung 3, 2004 


"TAIWAN 


Test of Sincerity 


In his second term, Chen Shui-bian has to convince 


the sceptics that he means what he says 


By Jason Dean /TAIPE! 
and Anthony Kuhn /BEIJING 


TAIWAN PRESIDENT Chen Shui-bian's May 20 inaugura- 
tion speech won him rare plaudits from the United States gov- 
ernment and independent policy analysts as a step in the right 
direction. The challenge for Chen now will be demonstrating 
that he is committed to his declared course. 

After weeks of diplomatic back-and-forth with Washington 
and domestic pressure from various political factions, Chen 
delivered a broadly conciliatory speech clearly aimed at address- 
ing concerns that his policies might lead to conflict with China. 
He backed off from plans to use a referendum to adopt a 
new constitution—plans that Beijing, which claims Taiwan as 
part of its territory, had condemned as a plot to permanently 
split the island from China. He said instead that constitutional 
change would go through the established legislative process, 
and that he opposed including sensitive issues related to Tai- 
warns sovereignty and territory in the revisions. 

Chen did not endorse Beijing's insistence that Taiwan is part 
of “one China," but he did sound other accommodating notes. 
He did not rule out possible unification down the road, say- 
ing the two sides could establish relations “in any form what- 
soever,” provided Taiwan's people agree. He said both Taiwan 
and China should avoid unilateral change in the status quo— 
wording that echoed recent U.S. statements. And, on the domes- 
tic front, he made an unprecedented appeal for political and eth- 
nic unity among Taiwan’s citizens that contrasted sharply 
with the divisive rhetoric of the presidential campaign. 


RESTORING WASHINGTON'S TRUST 
Now Chen needs to convince sceptics that he's sincere. The 
White House praised his speech as “responsible and con- 
structive," but trust in Chen remains shaky in Washington, 
given the repeated surprises he's sprung on Taiwan's most 
important friend—such as his decision to hold an election- 
day referendum on China policy, which prompted President 
George W. Bush to publicly rebuke him in December. Wash- 
ingtor's new warmth is certain to chill if he backs off his new 
commitments or reverts to his pre-election China-blasting. 
Chen has a much tougher audience on the mainland. But 
he will have to persuade Beijing to deal with him if he wants 
to realize his inaugural vision for progress in cross-strait rela- 
tions. So far, Beijing has chosen to accentuate the negative. 
Four days after Chen’s inauguration, Zhang Minggqing, a 
spokesman for the Chinese cabinet's Taiwan Affairs Office, 
said, "The content of the whole speech was completely about 
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Taiwans status as an independent country," and vowed to 
“thoroughly crush schemes for Taiwan independence.” 

Even before Chen's speech, China began setting its line with 
a May 17 statement that mixed incentives with dire threats. Bei- 
jing offered to negotiate a framework for long-term peaceful 
relations, including unspecified trust-enhancing mechanisms 
between the two sides’ militaries, if Taiwan accepts “one China.” 
But Beijing also made clear that preventing Taiwan's inde- 
pendence is "China's most urgent task." And Premier Wen 
Jiabao has said that Beijing would consider a law on reunifi- 
cation with Taiwan, which could further escalate tensions. 

Menacing talk from China could make it harder for Chen 
to hold course, since it plays into the hands of hard-core inde- 
pendence activists, some of whom have criticized his speech 
for being too soft. Chen has himself given ammunition to crit- 
ics, who charge that his speech was a meaningless sop to 
Washington, by appointing several pro-independence figures 
to his second administration. 
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NOW PROVE IT: Chen unveils his plans at his inauguration 


Still, there are compelling reasons to believe that Chen's 
new stance isn't just a passing phase. For one thing, his inau- 
gural address left him little wiggle room. His pledge to use 
existing rules to change the constitution, for example, means 
super majorities in two representative bodies will be required 
for revisions—that will make it very difficult for anyone to 
push through radical changes. 

What's more, U.S. pressure on Chen for moderation 
will continue. “I think what we will see is continued con- 
stant reminders" from the U.S., says Alexander Huang, who 
until recently was a vice-chairman of the Mainland Affairs 
Council, Taipei's top China-policy agency. “I envision very 
close and frequent consultation and dialogue." Chen “has truly 
backed away" from the provocative positions he advocated dur- 
ing the election campaign, says Shen Fu-hsiung, a centrist 
legislator from Chen’s Democratic Progressive Party who has 
been critical of the president. After all, *he doesnt have to run 
another campaign. He's a very practical man." = 
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‘TELEVISION 


Switched On 
For a Hard Sell 


It’s the perfect channel to reach China’s consumers: Viewers there 
are switching on the set to see slick TV shows sponsored by savvy 
multinational corporations and starring big-name brands 


THE WORLD'S most-watched 
TV airwaves may be owned 
by the Chinese government, 
but the producers behind 
some of its hottest shows 
include big names like 
Ford, Heinz, and Lycra. 

It's history repeating itself. In the 
19408, cash-strapped American broad- 
casters aired serial dramas, or "soap 
operas," sponsored by companies such 
as Procter & Gamble. The programmes 
were spliced with advertisements for 
laundry and cleaning goods, and plenty 





By Geoffrey A. Fowler/HoNc KONG 


of soap products were displayed on the 
dramas' stages, too. 

Today, some Chinese broadcasters are 
also signing up for shows where products 
are the stars. And it goes beyond mere 
product placement: Entire programmes 
are produced and branded by advertisers. 
The stations get slick programming 
minus production costs, while advertis- 
ers get the perfect channel for reaching 
the consumers they crave. 

Last year, car maker Ford, for exam- 
ple, produced a Survivor-like show titled 
Ford Maverick Beyond Infinity. In it, 12 con- 
testants on a tropical island faced chal- 
lenges including treasure hunts in a Ford 
Maverick sport utility vehicle, leaping onto 
rafts while wearing Nike clothing, and 
cooling off with Nestle drinks. The win- 
ner took home a Maverick. The pro- 
gramme, given free to 18 Chinese broad- 
casters, was made by a production com- 
pany Ford selected and paid for by the car 
maker, Nestle and Nike. “We really built 
the show around the product," says Tim 
Leckey, the marketing director for Ford 
Motor Company in China. 

While economic reforms are slowly 
allowing more private and foreign involve- 
ment in programme production in China, 
a spate of recent partnerships with adver- 
tisers gives the broadcasting industry 
glitzy shows free of charge. 

Take Mommy « Baby—Healthy World, 





Yuko Sato/REVIEW 


currently on air in Shanghai, Wuhan and 
Guangdong. Cameras follow the day-to- 
day practical problems of raising kids 
under the age of three, ranging from preg- 
nancy to proper nutrition. The pro- 
gramme is produced by sponsorship-mar- 
keting agency Frontiers Group and paid 
for partly by Heinz, which features its 
baby food on the show. 

And one of the summer's biggest 
potential hits is a talent show called the 
Lycra My Show. Its production was organ- 
ized and funded by Universal Music, the 
Shanghai Media Group and U.S.-based 
fabric company Invista's Lycra brand, 
along with co-sponsors Coca-Cola and 
Sony Ericsson. Contestants, vying to win 
a 1 million renminbi ($120,000) record- 
ing contract and career investment from 
Vivendi's Universal Music, sing their 
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UNDER THE SPOTLIGHT: Sierk Vojacek has found a channel to raise brand awareness among China's TV viewers 


hearts out while sporting stretchy Lycra- 
based clothing. "It's very subtle," says 
Carol Choi, the general manager of co- 
organizer SUM Entertainment, a joint 
venture between Universal Music and the 
Shanghai Media Group established in 
February to tap China's booming sponsor- 
supported entertainment business. 

"Our demand for quality programmes 
is quite large," says Li Ruigang, presi- 
dent of the Shanghai Media Group (SMG), 
part of China's second-largest media con- 
glomerate, Shanghai Media and Enter- 
tainment Group. “For a long time, the 
big problem for Chinese media has been 
their ignorance of the market . . . since 
media were monopolized. Today, pro- 
gramme producers must keep their ears 
open to the market." 

Some of the smaller players among 
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China’s 1,150 different state-owned broad- 
casters are being squeezed by their provin- 
cial-government owners to turn a profit. 
But they lack the viewer ratings to up their 
ad rates. Free programming from adver- 
tisers could make sense to them. Here’s 
how it works: Marketers and the media- 
buying companies that represent them 
buy or produce programming containing 
product placements or ads, and barter it 
with Chinese broadcasters in exchange 
for a block of programme time and the 
advertising space around it. 

“It is a win-win model," says Sierk 
Vojacek, chief executive of SVP Shanghai 
Co., a TV production company, which 
made Beyond Infinity and is working on 
another show about travel, paid for by 
national tourism boards and hotels. The 
company was granted a licence to film 


locally, and now produces only advertiser- 
supported shows. “This technique is very 
advanced in European countries, but not 
in China. We saw a business opportunity,” 
Vojacek says. 

To be sure, most Chinese TV shows 
are still made and paid for by the stations, 
with advertisers simply paying for ad time 
or sponsorship of a programme developed 
or bought by a broadcaster. Of those that 
do, “usually, these channels are disad- 
vantaged, with small financing but plenty 
of time" to fill, says Chen Wen, director of 
the programming and distribution centre 
for the Shanghai Media Group. 

But more broadcasters are turning to 
the new model because a change in Chi- 
nese law earlier this year brought in a 
flurry of joint ventures now pushing adver- 
tiser-sponsored content, including 
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partnerships between the Shanghai Media 
Group and multinationals Vivendi, Dentsu 
and Viacom. Smaller local players have 
popped up, too, such as SVP and Shang- 
hai-based business-features producer 
Rongtong Media, which has sold over 130 
episodes of its Fortune Time programme 
featuring ads from luxury brands. 

For marketers, developing pro- 
grammes offers a way to build brands 
without paying the full price for expen- 
sive Chinese TV advertising, which 
soared an average of 3096 on provincial 
stations at the beginning of the year. Pro- 
grammes offer ad agencies a back door 
to cheap rates, says Alfred Tong, the 
China vice-president of Interpublic 
Groups Universal McCann, which 
launched one of China's first ad-spon- 
sored programmes, called Love Talk, for 
Motorola, Maybelline, Gillette and John- 
son & Johnson in 2000. Tong says an 
ad agency needs only four clients each 
investing about $250,000 to produce a 
programme, which can be swapped in 
exchange for four 30-second commercial 





BEFORE THE JUDGES: Lycra My Show 


spots, then distributed to more than 100 
channels. “It is definitely cheaper than 
buying 100 30-second airtime spots for 
each client," he says. 

For advertisers, the deals are also part 
of a movement to integrate marketing 
into consumers' lives beyond traditional 
TV ads. “We don't talk just about spon- 
soring any more—we talk about market- 
ing strategy, and implementing that into 
the market," says SVP's Vojacek. Take, for 
example, how British home-improvement 
store B&Q used its own TV show called 
the Home Show, produced by Frontiers 
Group China and featuring home-reno- 
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WATCH THIS: Contestants on a tropical island do battle for a Ford Maverick 


vation tips, to build brand awareness for 
its 18 Chinese stores. “In China, people are 
purchasing homes for the very first time. 
We want to be considered the top name, 
so it is all about being an authority,” says 
the company’s China managing director, 
Ian Strickland. Since 2002, the show has 
run on nine TV networks. 

For broadcasters, the deals offer a way 
for smaller players to offer better pro- 
sramming. The SMG’s fashion-forward 
Channel Young, for example, bartered free 
airtime to pick up last year’s Channel Young 
Lycra In-Style Fashion Awards show. “We 
got fame, authority power in the sphere of 
fashion,” says Ye Chao, vice-editor-in-chief 
at Channel Young. "Outsourcing . . . adds 
more colourful programmes to our chan- 
nel and brings some profits, too." 

Ratings go up, too. According to Bei- 
jing-based TV- and radio-audience-meas- 
urement company CSM—a joint venture 
between the China International Televi- 
sion Corp. and British research company 
Taylor Nelson Sofres Group—when Lycra 
My Show premiered on May 22, viewer- 
ship among those aged 16-34 shot up to 
2.1% of the market, up from 0.8% in 
the four weeks prior to the show. Ratings 
are expected to continue growing as the 
show progresses. 

As more cable and digital TV channels 
open, demand for programming looks set 
to grow, too. Li Yi, deputy director of 
SMG's Dragon TV international service, 
which is preparing to launch an English- 
language station, says: “For us to produce 
all in-house programmes would be 
impossible.” He’s negotiating with SVP 


and other producers for advertiser back- 
ing for an existing Dragon TV travel pro- 
gramme called Get Away. Currently the 
show, featuring a road trip with a native- 
English-speaking Shanghai resident and 
a Chinese friend, is made by two Dragon 
TV staff. But the format is perfect for 
product placement and sponsorship from 
car makers and other advertisers. “Since 
we are not rich in our production team, if 
other companies could bring some spon- 
sorship and fresh ideas, we could share 
the revenue with them—and we get bet- 
ter programmes,” Li says. 

Whether they’re “better” is a matter 
of opinion. “Often, going down this route 
you end up looking infomercial-esque, so 
you could risk weak ratings” says Jamie 
Davis, president of News Corps Star China, 
one of the few foreign companies with lim- 
ited broadcasting rights in China. When he 
developed three different advertiser-funded 
programmes with Toyota for his Xing Kong 
network, he steered them away from put- 
ting the spotlight on Toyota cars, though 
they were shown driving between settings. 
One of the shows rates cars models, but 
looks at all brands equally. “We did not 
make the shows because they were paid 
for,” he says. “The underlying entertain- 
ment value has to remain intact.” 

And SMG’s Chen protects her chan- 
nels’ brand by reserving veto power. “In 
each contract, we stated clearly "TV station 
has the final approval before going onto 
air’,” she says. 

Stay tuned. = 

Helena Yu in Shanghai contributed 
to this article 
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Mad About 
Mangoes 


A Filipino scientist with a mango fixation has 
fought to export the succulent fruit to the U.S. 
Can he topple mango giants, Mexico and Brazil? 






By Margot Cohen/MANILA AND 
GUIMARAS ISLAND, PHILIPPINES 


MOST SECURITY GUARDS in the Philippines check visitors 
for guns or explosives. But on the small island of Guimaras, 
they’re on high alert against a particular tropical fruit. “Mango, 
ma'am?" queries a port guard, flanked by a sign showing 
the yellow fruit marked with an X. 

The peril is best understood by Filipino scientist Hernani 
Golez, whose crusade to increase Philippine mango exports 
to the United States and other markets hinges on his pro- 
tracted battle against a winged brown pest called the mango- 
pulp weevil, known scientifically as Sternochetus frigidus, which 
infests mango pulp, turning it black. 

It took Golez no less than 14 years to persuade the United 


RIPE FOR EXPORT: Philippine mango exports pale in comparison to those from Brazil and Mexico. Demand could come from expat Filipinos 
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States to certify the central Philippines island of Guimaras 
weevil-free and permit mango exports, beginning in 2001. 
Today, it remains the only place in this mango-rich archipel- 
ago to do so. Golez, an entomologist who serves as director of 
the Philippines' Bureau of Plant Industry, is keen to prevent 
visitors from bringing in possibly contaminated mangoes 
from other provinces. That includes unwitting tourists headed 
for picnics on the island's relaxing beaches. 

He says he wont rest until he reaches his ultimate goal 
of toppling Mexico and Brazil—the major players in the inter- 
national mango trade. For now, that wish appears remote: Last 
year the U.S. imported just $162,000 worth of Philippine 
mangoes, compared to $90 million worth from Mexico and 
$28 million worth from Brazil. (Thailand and India both grow 
more mangoes than the Philippines, yet export less to the 
U.S.) Golez is counting on demand for the fruit from the esti- 
mated 2 million Filipinos residing in the U.S. "Overseas 
Filipinos know how a mango should taste," says Golez, who 
likes to punctuate his words with a mango (real or Styrofoam) 
clutched in his right hand. 

This is a tale of scientific persistence, national pride 
and overseas nostalgia. But it also illustrates developing coun- 
tries’ frustrations with complex food-safety rules that are often 
perceived as unfair barriers to agricultural trade. For their 
part, importing countries assert that such rules are neces- 
sary to protect their consumers from disease and their home- 
grown produce from infestation. While technologies such as 
irradiation hold the potential to ease such conflicts and 
destroy pests at reasonable cost, the food fights are likely to 
persist for years to come. 

The Philippines produced 1 million tonnes of mangoes 
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MR. MANGO: Golez has long crusaded to export mangoes to the U.S. 


last year, but exported only about 10%. It hopes to increase 
that share to 40% over the next several years, under the brand 
name Philippine Super-Mango. 

Ironically, Guimaras doesn't even rank among the coun- 
try's top 10 mango-producing provinces. None of those 
provinces have been found to contain the dreaded mango- 
pulp weevil, yet they still can’t export to the U.S. due to reg- 
ulatory hurdles. It could take another five years to certify other 
islands as weevil-free. Luis Lorenzo, the Philippines’ agri- 
culture secretary, says that he shared his mango gripes with 
U.S. President George W. Bush in recent bilateral talks. “If we 
cannot even sell our mangoes to the U.S. from all over the 
Philippines, how do you expect us to believe that the World 
Trade Organization really works?" asks Lorenzo. 

What most irks some Filipinos is that Mexican exports 
to the U.S. include a variety dubbed the Manila mango. His- 
torians believe that mango seedlings from the Philippines 
were transported to Mexico sometime between 1564 and 1815, 
via Spanish galleons. But Golez and others worry that U.S. 
consumers will believe that the Mexican-grown mangoes were 
imported from the Philippines. Enrique Hubbard, Mexico's 
ambassador to the Philippines, expresses surprise at the 
disgruntlement. ^I always thought it would be the other way 
around: They would be very happy that we acknowledged that 
it came from the Philippines," says Hubbard. 

Problems also lie closer to home. The Philippines now 
faces a challenge from Brazil in defending its traditional export 
markets of Hong Kong and Japan, which accounted for more 
than 90% of its $31 million worth of mango exports last 
year. After investing heavily in agricultural credit and tech- 
nology, Brazil last month began exporting mangoes to Japan. 

Golez's devotion to Philippine mangoes took root when 
he was eight years old, on a visit to his grandfather's farm 
on Guimaras. At that time, the family burned wood and 
rubber tyres beneath their 30 mango trees to induce them 
to flower—a traditional method since replaced by chemical 
sprays. But the young Golez was both dismayed and fasci- 
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nated by the fruit flies and other bugs that nibbled on the 
smooth green skins and turned the yellow flesh into black 
mush. He eventually went on to study mangoes and the 
insects that destroy them at the University of the Philippines, 
later earning a doctorate on the subject in the U.S. 

Although mangoes have always ranked far behind 
bananas and pineapples in Philippine export volumes, what 
drove Golez was the realization that they could be a higher 
value-added crop, produced mainly by smallholders instead 
of multinational corporations. Today, roughly 2.5 million 
Philippine farmers grow mangoes, but most are strug- 
gling to get by. 

Golez joined a team of Philippine scientists focused on 
improving varieties and refining methods to delay ripening. 
That would allow mangoes to be shipped by sea rather than by 
air, thus making the fruit more cost competitive. But Golez's 
efforts to meet U.S. standards have been drawn out. 

The first big hurdle came in 1987, when a survey of 33 
mango-producing provinces discovered evidence of mango- 
pulp weevils on Palawan island, 500 kilometres southwest of 
Manila. Golez agreed to U.S. demands for a quarantine there 
while seeking alternate trade routes. Guimaras, which is sur- 
rounded by water and thus easier to protect, was a natural 
place to start. It took until 1993 for the U.S. to declare 
Guimaras weevil-free after a series of fruit samples turned up 
negative. Golez eventually saw a mango-export agreement 
signed with the U.S. in late 2001. 


FRACTIOUS FRUIT GROWERS 

Golez then found himself under attack from mango grow- 
ers in the northern Luzon region, who asked why he didn't 
help them. Typical of the fractious Philippines, regional grow- 
ers appear distracted by arguments over whose mangoes 
are better—hampering efforts to create a unified promotional 
campaign. This year even the Guimaras exports were delayed 
for three months because the national government baulked 
at helping exporters pay the costs of bringing U.S. inspectors 
over to the Philippines to check the mangoes. The tab was 
$51,000—almost a third of the total value of the mangoes 
exported to the U.S. last year. Finally the money was paid, 
paving the way for the year’s first shipment in early May. 

In the long run, Golez still hopes that the U.S. will prove 
to be more of a benefactor than a spoiler. The Philippines has 
just applied for a multimillion-dollar grant under the U.S. 
Food for Peace programme to pursue testing of irradiation— 
a method that zaps the mangoes with electrons to destroy fruit 
flies, mango-pulp weevils and other pests. That could open 
up exports from all corners of the Philippines. "They have a 
natural competitive advantage in that they have an excellent 
quality fruit here. They are making good strides, focusing 
on what needs to be done,” says David Miller, agricultural 
counsellor at the U.S. embassy in Manila. 

Golez looks forward to an irradiation facility being built 
by 2008. That won't be enough to scare Mexico and Brazil. 
But the mango producers of Guimaras, at least, see no reason 
to give up. Says 55-year-old farmer Francisco Mendoza: “If 
there's a fighting spirit, you don't lose your hope." = 
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Delve Into the Depths 


Scouring through the files on your hard disk is a scary thought. But what’s eating up all 
that space? Here are some programs to help you find out at a glance 


£ ONE OF THE CRAZY THINGS about computers is that the more 

B we use them, the more of a mystery they become. Think of 

E all the things you've done with your computer: reading and 

E writing e-mail, browsing Web sites, downloading (and mak- 

E ing) music, editing and watching video, storing photos. All 

s these things take up valuable space, but are impossible to find 

oA rib Nu a without a team of forensic experts to help. In short, finding 

Sm 350Mt Mta what's valuable and what's not is easier in your loft, basement, 
ED 70M» SO CMS garage or den than on your own hard disk. 

Kj 2.40 M^ RES gio RR ED That's the problem. Here's the solution: Software that 

Cor : uf met UI ae allows you to view your hard disk as if you were X-raying it. 

Eines Vll = A y AIEA These programs take a close look at your hard drive—or what- 


ever disk you want it to, from a USB drive to a CD-ROM— 
and present it as a graphic, broken down into little coloured 
blocks that represent the files and folders that make up your 
data. The size of the blocks depends on the size of the files 
and folders they represent, and their colour depends on 
whether they are photos, music files, documents or whatever. 
Your hard drive will look like mosaic, with the various files 
and folders all separately adding little rectangular bits to make 
up the whole picture. Such programs, for want of a better 
term, are called disk-visualization tools. 

“Why would someone want to make a mosaic of my hard 
drive?” I hear you heckle. The answer is simple: If you can 
see what is really on your hard drive, you can figure out 
what is taking up space and throw it out. That huge splodge 
in one corner of the mosaic could be a really important sys- 
tem file that Windows needs to run, or it may be a space-guz- 
zling video of Aunt Marge eating ice cream too quickly in Las 
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BEYOND VISUALS 





Visualizing software is great for dealing I’ve looked at some of these recently is the free (9) 
with the problem of freeing up space on (Gimme Some of That Software, Apr. 1), ^ HotBot Desk- 
your hard drive, and for spring-cleaning but there are a few more around you top Toolbar 
for big files you may have forgotten about could try. META Inc. (www.diskmeta.com) (www.hotbot.com/tools/desktop) which 
(see above). But what happens when last month released diskMETA, which will not only index your computer but 
you're looking for something specific, say will index your hard drive and search also allows you to search the Web, 
a document you sent to human for most kinds of text subscribe to feeds from blogs and news 
resources, or a spreadsheet you know files (including Adobe sites using a format called Really 
contains the word "flummox" but can't Acrobat and spread- Simple Syndication, as well as blocking 
recall the filename of? sheets). DiskMETA pop-up windows on Web sites. The 

If you find yourself in this fix quite costs about $50. - toolbar will also search your Outlook and 





often l'd suggest you install an indexer. Another new addition Outlook Express data. 
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Vegas. A disk visualizer will illustrate like no other pro- 
gram how much hard-disk space Aunt Marge is taking up— 
without you having to physically open any files. 

First off the ramp are some programs which use a tech- 
nique called tree-mapping. We don't need to know more than 
that: These programs allow the user to zoom in from a bird's- 
eye view of the hard disk (the mosaic bit I was talking about) 
to a close-up of a particular folder, say. One program that 
does this very well is SpaceMonger, written by 28-year-old 
Sean Werkema from Pennsylvania (free, for now, from 
www.werkema.com); a new version about to be released will 
cost around $25. Mac and Linux versions are also planned. 

This tool will quickly build a picture of your hard drive 
and reveal to you some surprising things about it. As Sean 
puts it, the reaction of most users is as if they were rooting 
through long-lost treasures in the basement: "I know peo- 
ple who have opened the program having never seen it before, 
and five minutes later they're going through movie files 
they thought they'd deleted years ago. Not deleting them— 
just playing them." 


AH, THAT'S WHERE IT GOT TO 

SpaceMonger is impressive, and intuitive—though you 
need to get over the initial shock of seeing your hard disk 
resemble an archeological dig. By double-clicking on one 
folder in the mosaic, for example, you can zoom in so it 
fills your screen. Select a sub-folder and you can zoom in 
some more. Not quite sure what is in that big weirdly named 
file sitting in a weirdly named folder? Double-click on it 
and the file will open in the correct program. Realize it's rub- 
bish and just taking up room? Right click on the file and select 
"delete." Think of it as a spring-clean for your hard drive. Is 
it worth it? In the first five minutes of using it I found and 
deleted more than 5 gigabytes of unwanted files I never knew 
were still there. 

It's easy, too. Sean walks the user through the basics, 
and there are plenty of extra features to satisfy the power user. 
For the extremely curious there's another tree-map disk- 
visualizer called SequoiaView (free from www.win.tue.nl/ 
sequoiaview/; Windows version only) which is less user-friendly 
but presents your hard disk less as a mosaic and more like 
a weird modern painting consisting of what its author, Dutch- 
man Jack van Wijk, calls “squarified cushions." Disconcert- 
ing at first, but kind of funky. 

Tree-mapping is not the only way to do this. A Californian 
company comprised of expat Indians called Vyooh Inc. 
has just released a program called DiskView ($40 from 
www.diskview.com) that fits into your Windows Explorer (the 
program used to list your folders and files), and which pres- 
ents your folders, or whole drives, as either pie charts (circles of 
folders sliced into sub-folders) or bar charts. The guys at Vyooh— 
pronounced view-ha—have worked hard to create a visually 
enticing interface, down to the shades of colour in each chart. 

The result is a delight, offering a more familiar approach 
that works alongside, rather than instead of, the traditional 
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Keeping Tabs On E-Mail 


A year ago | wrote about 
MessageTag (www.mes- 
sagetag.com), a service 
that allows you to see 
whether e-mails you send 
are read and, if so, when 
(Are You Being Read Or 
Completely Ignored? May 22, 2003). 

There's now a service that goes several steps 
further. Didtheyreadit (www.didtheyreadit.com) 
allows senders to know not only whether their 
e-mails are read (and when) but where the 
recipient was when they read it, how long they 
read it for and whether they forwarded it to 
others. What's more, the service is invisible, 
meaning that unless you're a techie, chances are 
you won't know that the sender knows 
when/where/for how long you read his e-mail. 

Beyond the scary social implications of this 
service—"Jean only read my e-mail for two min- 
utes, and she read it 


IMSGTAG 





MESSAGE TAG: 
Monitors e-mail 


O AROA gA in Hong Kong when 


she said she was in 
Shenzhen. The cheat- 
ing whippersnapper!” 
Or: “Brian has read 
my e-mail 14 times 
and he still hasn't 
replied! Is he trying to 
break up with me?"— 


You ve got new mail! there are some 


serious privacy impli- 


DIDTHEYREADIT: Privacy concerns cations. In my view, 


these services could 
be forced out of business unless they have 
sufficient safeguards to mollify the outraged 
privacy lobby. 

See my blog (/oosewireblog.com) for some 
postings on this, as well as some interesting 
comments from the company behind the service, 
and from readers. 


folder-based Windows Explorer. The colours can 
be used to mark different types of file, or they could 
be used to mark files according to date (for, say, 
backing up stuff). But the real benefit with all these 
programs is that they offer a serious look into 
the basement of your hard drive, allowing you to 
figure out at a glance what is there. Suddenly, the 
mystery is solved. = 

More musings at loosewireblog.com 
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Feeding China's 


Giant Appetite 


Betting that China’s demand for mineral resources will only grow 
in the long term, the world’s biggest mining companies are investing 


billions of dollars building an enormous global supply chain 


IT’S BOOM TIME in the Pilbara and this 
outback region of Western Australia is 
making the most of its good fortune. In 
the landlocked town of Newman—pop- 
ulation 4,000, next town 300 kilome- 
tres away as the crow flies—the restaurant 
menu in the Seasons Hotel offers its 
clientele the catch of the day, complete 
with oysters flown jet-fresh from Tasma- 
nia some 3,500 kilometres away, and an 
impressive selection of wines. 

The Pilbara has seen good times 
before, but nothing like this. Ever since 
gold was discovered here in 1880, the 
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By Tom Holland/THE PILBARA 


region's 2.5 billion-year-old rock forma- 
tions have been acknowledged as a rare 
treasure house of mineral wealth. But now, 
as China's headlong pace of economic 
development creates surging demand for 
iron, steel, aluminium, copper and a host 
of other metals, investment is pouring into 
the Pilbara as never before. 

In a huge vote of confidence for the 
strength and sustainability of China's 
future economic growth, the world's 
largest diversified-resource companies, 
BHP Billiton and Rio Tinto—with a mar- 
ket capitalization of $55 billion and $35 
billion respectively—are investing billions 
of dollars in the region. New mines are 
being opened, old ones expanded, rail- 
ways built and ports upgraded, all to cater 
to Chinese demand. 

“This is an exciting time,” says James 
Shaw, vice-president in charge of mining 
at BHP Billiton Iron Ore, over a glass of 
Western Australian red wine in the bar of 
the Seasons Hotel. “I’ve worked in gold 
mines and I’ve seen gold booms, 

and believe me, this is more 
exciting than a gold boom.” 


— Ls In the last few years, 
o Shaw’s employer, BHP 

? AUSTRALIA Billiton, has massively 

Perth expanded its operations in 
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cially in its Pilbara iron-ore 
mines. From 60 million 





tonnes in 2000, BHP expects to mine 100 
million tonnes of iron ore in the Pilbara 
this year. That's just a start. Currently the 
company is carrying out a feasibility study 
into boosting production to 145 million 
tonnes a year by 2007. 

In the company's flagship Mount 
Whaleback mine, iron-ore production goes 
on around the clock, 365 days a year. Like 
other mines in Western Australia, Mount 
Whaleback is an open-cast mine. Here 
there are no headframes or underground 
shafts, merely a vast man-made canyon 
some 5.5 kilometres long, over 1 kilometre 
across and more than 400 metres deep— 
deep enough, for example, to swallow up 
Hong Kong's new IFC 2 skyscraper. 

The pit has been cut in a series of 
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steps, known as benches, which look for 
all the world like rice terraces clinging 
to the side of a Javanese or Philippine 
mountain valley. Except that here, instead 
of the vivid green of rice fields, the deep 
red of iron-bearing rock dominates, shad- 
ing in the deepest part of the pit to the 
blue of haematite ore, the richest of all 
iron deposits. 

"There's no better ore," says Peter Croft, 
senior mining engineer at the pit, with evi- 
dent pride. "China is very keen to get hold 
of this ore." That's because the rock mined 
from Mount Whaleback can be as high in 
iron content as 68%, with low concentra- 
tions of aluminium, silica, phosphorous 
and water—ideal for China's blast furnaces. 

Far below, in the bottom of the pit, giant 
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ORE MOUNTAIN: Automated stackers stockpile iron ore at Port Hedland 


excavators scoop up 50-tonne loads of ore 
blasted loose the previous day, and drop 
them into the mine’s huge dump trucks, 
each one the size of a three-storey house. 
To cope with increased demand, the Mount 
Whaleback mine has ordered ro more of 
these behemoths at a cost of $4 million 
each. Croft hopes they will start arriving 
over the next few months, but given the 
worldwide boom in minerals, there is a 
grave shortage of mining equipment and 
new plant comes at a premium. 

As each truck is filled with its 240- 
tonne payload, it speeds off through the 
mine to the crushing plant. Lighter traf- 
fic takes care to keep out of these mon- 
sters’ way. Their size means their drivers’ 
field of vision is severely restricted. Dri- 
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vers of smaller vehicles signal their pres- 
ence by radio. 

To transport the ore from the crushing 
plant to the coast over 400 kilometres 
away, BHP operates its own railway. Typ- 
ically 12 or r3 trains a day run from the Pil- 
bara, each as much as 3.5 kilometres long, 
with 330 ore cars carrying up to 40,000 
tonnes of ore. BHP's docks at Port Hed- 
land can accommodate four "Cape-size" 
bulk carriers, each capable of carrying 
up to 250,000 tonnes. "Our business is 
just as much about transport as produc- 
tion," says Bob Kirkby, president of Car- 
bon Steel Materials, one of BHP Billi- 
tor's seven operating units. 

None of this comes cheaply. In the past 
few years BHP has spent hundreds of & » 
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millions of dollars expanding its existing 
mining, railway and port facilities, and 
$500 million on starting up production 
at a new pit at Mining Area C, some 120 
kilometres from Mount Whaleback. Fur- 
ther expansion planned to boost iron ore 
production to 145 million tonnes a year, if 
approved, will cost another $1.5 billion. 

It's not just in iron ore that BHP is 
ramping up production. The company is 
currently sinking more than $1 billion into 
expanding its alumina, coking-coal, copper 
and oil-and-gas facilities in response to 
growing Chinese demand. At the same 
time it is considering billions of dollars- 
worth of additional investments, crowned 
by a proposed $1.4 billion expansion of 
its Ravensthorpe nickel mine in the south 
of Western Australia. All in all, BHP has 
a lot riding on continued economic growth 
in China, which though it only accounted 
for 1096 of the company's sales in the sec- 
ond half of 2003, is by far the company's 
fastest-growing market. 

Not to be outdone, BHP's arch rival 
Rio Tinto is also stepping up its mineral 


GROWING SHORTFALL 
China's steel production will 
outstrip domestic iron-ore supplies 
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production. In December Rio Tinto 
announced plans to invest over $1 bil- 
lion to boost its own production from 
the Pilbara to 180 million tonnes of ore 


CHINA'S NORTH AMERICAN TOEHOLD 


United Taconite's massive processing plant is a cavernous 
maze of dimly lit staircases and walkways engulfed in the dust 
and noise of ore being reduced from fist-sized rocks to powder. 
Standing on a narrow catwalk beneath a 36-metre-long spin- 
ning kiln that bakes the powder into pellets at 1,100 degrees 
Celsius, Jack Tuomi, the plant's general manager, shouts, 
"Probably none of this would be running if the Chinese hadn't 


stepped into the picture." 


In May of 2003, United Taconite—then called EVTAC—was 
the latest of Minnesota's once-thriving iron-ore mines to shut 
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a year. “These are extremely large invest- 
ments they are making,” says Ben Lyons, 
a Sydney-based analyst who follows min- 
ing companies for Macquarie Bank. 

It’s no surprise, then, that the shares 
of both companies have suffered in recent 
weeks, as fears of overheating in the Chi- 
nese economy have grown and the author- 
ities in Beijing have singled out China’s 
steel industry as heavily overinvested and 
in urgent need of cooling down. On the 
London Stock Exchange, shares in BHP 
have slumped by nearly 15% since early 
April, as investors have backed off, 
spooked that the company is ramping 
up its production capacity just as demand 
is about to drop. 

Company executives dismiss these 
fears. Speaking in mid-May in Boston, 
Massachusetts, BHP’s chief executive offi- 
cer, Chip Goodyear, assured investors that 
China will remain a buoyant market for 
BHP’s raw materials for a long time to 
come. Sitting in his office in BHP’s 
gleaming new Australian headquarters in 
Melbourne, opened late last year, Kirkby 


acknowledged to be superior to higher-grade raw ores. How- 
ever, due to its remote source, shipping costs have restricted 
Iron Range ore to North American mills. 

In early 2003, having spent the past several years buying 
its imported ore on spot contracts, Laiwu Steel began looking 
for a secure, long-term ore supplier. But with most Brazilian 
and Australian ores tied up in long-term contracts, Laiwu was 


forced to look for a nontraditional source. Simon Shi, now 


Laiwu's president for United States operations, began search- 
ing North America, but he soon learned that the North Ameri- 


down, bankrupt, a victim of declining orders from North Amer- 
ica's long-ailing steel producers. Six months later it was pur- 
chased by Cleveland-Cliffs, North America's largest iron-ore 
producer (with 28% of total North American pellet capacity), 
and Shandong province's Laiwu Steel, China's 12th-largest 
steel manufacturer, providing China with its first outpost in 
North America's iron-ore mines. 

Minnesota's Iron Range contains nearly half of North 
America's total iron-ore-pellet capacity. Like most North Ameri- 
can ores, which tend to be low-grade, Iron Range ore is mined 
at roughly 25% iron content, and upgraded to 65% in sprawling 
processing facilities that cost $500 million to build. This 
processed ore is a high-quality uniform product that is widely 
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can mines were tied up by contracts, too. Only Minnesota's 
EVTAC, which had gone bankrupt in May 2003, was a potential 
partner. However, Laiwu was justifiably wary of the cost of 
shipping Minnesota ore to China—at approximately $25 per 
tonne it's almost the same as the cost of processing the 
material—and EVTAC's creditors were not particularly inter- 
ested in restarting production for Laiwu. 

At the time, Cleveland-Cliffs already operated two Min- 
nesota mines and had considered acquiring EVTAC. "But we 
didn't see any domestic market for the ore," explains Cliffs 
CEO John Brinzo, from Cleveland. Then Brinzo heard that 
Laiwu was interested in EVTAC's ore, "and we saw an oppor- 
tunity to expand our business to Asia." During the summer of 
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echoes his boss’s views. “This bubble is 
one of those short-term road bumps we 
build into our strategy. We expect price 
dips and volume changes,” he says. 

In the long term, however, Kirkby is 
adamant that Chinese steel consump- 
tion—and hence its demand for iron ore— 
will continue to grow. He points out that 
today China consumes only around 200 
kilograms of steel a year for each man, 
woman and child in the population. That 
compares with around 600 kilograms per 
head per year for Japan, and between 800 
and 1,000 kilograms for big exporters like 
Taiwan and South Korea. 

As China’s economy develops, fol- 
lowing the path taken by other East 
Asian nations, its demand for steel must 
rise, he argues. And for companies like 
BHP, which invest over a time horizon 
of several years in production facilities 
designed to last decades, it is the long 
term that matters. 

Even so, Kirkby says BHP is not fling- 
ing money around in anticipation of an 
iron-ore bonanza. “We want to meet mar- 





SET TO SOAR 

Per capita steel consumption in 
China will explode over this decade 
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ket demand, but we don't want to over- 
invest," he says. The solution is a series 
of incremental expansions designed to 
raise existing production capacity in steps 
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of ro million tonnes or so a year. So, for 
example, though it will have cost some 
$500 million to bring capacity at Min- 
ing Area C up to 23.5 million tonnes a year 
by September this year from scratch, each 
additional ro million tonnes will require 
an investment of only $100 million. 

Just as importantly, both BHP and Rio 
Tinto are increasingly seeking to lock in 
guaranteed buyers for the new ore they are 
mining. More and more, both companies 
are signing long-term supply contracts with 
steel makers in Japan, Korea and China, 
who undertake to purchase a fixed amount 
of ore over a period of 10 years or more, 


' at a price to be negotiated annually. The 


arrangement has advantages for buyers 
and sellers. The assurance of a contracted 
buyer allows the mining companies to 
invest in new capacity with a greater degree 
of comfort. The steel mills, meanwhile, can 
set a guaranteed supply of ore blended 
exactly to suit their own blast furnaces, 
greatly increasing efficiency. 

“We spend a lot of time and effort 
talking to our customers and design- >> 


the shipping equation. In late 2003, EVTAC was purchased out 
of bankruptcy for $3 million and the assumption of $40 million 
in environmental liabilities. Laiwu acquired 30% of the mine 
and a nine-year contract for Wabush pellets. “It was never our 
intention to purchase a mine,” explains Laiwu’s Shi. “But we 
were left with no choice.” 

EVTAC is not the only Minnesota mine benefiting from 
Chinese demand. Just up the highway in Virginia, Minnesota, 
U.S. Steel’s Minntac Mine (North America’s highest capacity 
iron-ore mine) has restarted an idled production line to fulfil a 
650,000 tonne order from Shandong Taishan Iron and Steel 
Company. Those pellets, unlike United Taconite’s pellets, are 
being shipped by rail to U.S. ports for transport to China. “We 
don’t expect this to last more than 18 months,” explains U.S. 
Steel spokesman D. John Armstrong from Pittsburgh. “Right 


ENRICHING: United Taconite processes ore in Minnesota 


2003, Laiwu and Cleveland-Cliffs devised a partnership to 
acquire EVTAC and provide Laiwu with its desired long-term 
ore supply. 

Once acquired, EVTAC’s pellets would be shipped to Cleve- 
land-Cliffs’ North American customers, who ordinarily pur- 
chase pellets from the Wabush mine in Labrador (in which 
Cleveland-Cliffs owns an interest). In turn, the Wabush pellets 
would be sent to Laiwu, thus eliminating the rail component of 
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now the market allows for it.” 

John Brinzo acknowledges that North American ore will 
ship to Asia only under the most favourable market conditions, 
but unlike U.S. Steel, he also sees a long-term opportunity for 
his company in China. “Rio Tinto and BHP share an expertise in 
mining very high-grade ores,” he explains. “We [Cleveland- 
Cliffs] have a unique market niche processing low-grade ores.” 
China, he points out, has large reserves of low-grade ores, and 
when the Australian high-grade ores begin to decline, “China 
may need our competency.” Adam Minter 
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ing our product for the type of steel they 
make and the type of plant they have,” 
explains Kirkby. 

In opening up Mining Area C, for 
example, BHP worked hard to persuade 
Japanese and Korean steel makers to 
accept a lower quality ore at a cheaper 
price. BHP argued that the sophisticated 
mills of producers like Japan’s Nippon 
Steel and JFE and Korea’s Posco could 
process it more efficiently and shipped 
nearly 1 million tonnes of sample ore to 
back up its point. “Now we are their pre- 
ferred supplier,” says Kirkby. 

There are still risks to signing long- 
term contracts, however. In the past, Chi- 
nese steel mills in particular have proved 
quick to walk away from agreements 
when the spot price for iron ore has fallen 
below the price they had contracted to pay, 
says Michael Komesaroff, Melbourne and 
Queensland-based managing director of 
Urandaline Investments, an independent 
consultancy specializing in China’s met- 
allurgical industries. 

Both BHP and Rio Tinto have at- 
tempted to reduce that risk by selling 
equity stakes in iron-ore mines to Chinese 
steel companies. In March, for example, 





KIRKBY: It'll all pay off in the long run 
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BOTTOMLESS PIT: Huge i 


BHP announced the Wheelara joint ven- 
ture, in which four Chinese steel com- 
panies each took a 10% interest in BHP’s 
Jimblebar mine near Newman. In return, 
the Chinese companies are assured a sup- 
ply of up to 12 million tonnes a year of 
Jimblebar and Newman ore, blended to 
give a consistent iron content of 64%, 
something they would be hard put to 
achieve buying in the spot market. 


STRONG LONG-TERM GROWTH 

But not even the sale of equity stakes in 
mining ventures can fully mitigate the risks 
to BHP and Rio Tinto of investing so heav- 
ily in future capacity. With demand for iron 
ore high, benchmark contract prices rose 
18.6% this year compared to last year, to 
$335 a tonne. If Chinese growth slows, and 
inefficient mills are forced to close, it is 
possible that the spot iron-ore price will fall 
below the contracted price for this year. 
In that case, warn analysts, there will 
almost certainly be a trade-off, with the 
mining companies accepting prices lower 
than negotiated under their contracts. 

In the long run, however, few indus- 
try observers doubt that mining compa- 
nies like BHP are assured a rich future. 
Even if many of China’s new steel mills 
prove inefficient and are forced to shut 
down, China will still need more and 
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nvestment is going into open-cast mines like Mount Whaleback 


more steel to build new roads, bridges, 
cars and ships, and that means a strong 
market for Australia’s iron-ore miners. 
“At the end of the day, China will still 
need steel, wherever it is made,” says 
Komesaroff at Urandaline. 

Certainly the geologists and mining 
engineers responsible for digging out the 
ore bodies of the Pilbara expect a long and 
lucrative future for their projects. Despite 
a clampdown on investment in the Chi- 
nese steel industry, which was up by over 
100% in the first quarter of the year, and 
reports of provincial bank executives and 
Communist Party officials being pun- 
ished for approving illicit loans to new 
steel mills, there has been no visible slack- 
ening in the demand for iron ore. 

Over his glass of Shiraz in the bar of 
the Seasons Hotel, BHP mining boss 
James Shaw contemplates the work 
involved in digging up and shipping an 
extra 45 million tonnes a year of iron 
ore in an environment where the sum- 
mer temperature frequently tops 40 
degrees Celsius and a single cyclone can 
drop the entire year’s rainfall of 280 mil- 
limetres in one day, flooding mines and 
washing away hundreds of metres of rail- 
way line. “In the past people saw iron ore 
mining as routine, but this is going to be 
a real challenge,” he says. 
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Condo Rush 


The boom in condominium construction is 


fuelling fears of yet another property bust 


By Shawn W. Crispin/BANGKOK 


TUXEDO-CLAD MUSICIANS play violins while salespeople 
offer potential buyers complimentary glasses of sparkling 
wine. The opening ceremony for the New Wave condo- 
minium, the latest luxury property to be launched in down- 
town Bangkok, brings to mind the euphoria of the go-go 
1990s, when roaring economic growth combined with free- 
wheeling lending to drive a nationwide building spree. 

That boom ended in a mega-bust, touching off Asia's 
1997-98 financial crisis. Now almost three years into a new 
property upswing, there are growing signs that Thailand's 
condominium market is over- 
heating once again, raising 
concerns among some Bang- 
kok-based property analysts 
that a new bubble could be in 
the making. 

"There is a lot of oppor- 
tunistic building and specula- 
tive buying," says James Pit- 
chon, executive director of 
CB Richard Ellis in Bangkok. 
^Not everybody is going to be 
a winner." 

Competition in Thailand's 
condominium market is hot 
and heavy. Thai builders plan to 


start building and pre-selling at IN A QUANDARY: Will there be takers for all these new apartments? 


least 77 new condominium 

projects in the first quarter of this year, almost twice the num- 
ber of buildings launched in all of last year. Average condo- 
minium prices rose 34% in 2003, buoyed mostly by investors 
seeking higher yields than the 1% earned on Thai bank deposits. 


RENTAL YIELDS FALL 

Those fat gains, however, have recently begun to shrink. Pha- 
tra Securities property analyst Jiraporn Bumrungchatudom 
says rental yields have fallen by half since last year, dipping 
from 10% to 5% of a unit’s book value. “There was a short- 
age of supply,” she says. “Now everyone has rushed into the 
market all at once.” 

Unlike Singapore’s and Hong Kong’s highly-regulated 
property markets, Thailand imposes few barriers to building. 
As a result, fast-rising condominium prices have lured many 
new faces to the Bangkok condo scene. For example, indus- 
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trial park developer Hemaraj and cinema operator Major Cine- 
plex both plan to launch their first-ever luxury condominiums 
later this year. Hemaraj is asking for as much as 70 million 
baht ($1.74 million) for its top-of-the-line units. 

Another sign that Bangkok’s condo market may be over- 
heating is the re-emergence for the first time since the 1997 cri- 
sis of informal markets where reservations for new units are 
bought and sold at a premium to the official asking price. 

^We all really want to avoid another bubble," says Marc 
Lavoie, a property analyst at ING Barings in Bangkok. "The 
government needs to send an early message to the market 
that we're not heading back towards 1997." Lavoie estimates 
that 3096 of new condominium purchases this year have been 
speculative in nature and that the trend will likely accelerate 
as more investors take their money out of the Stock Exchange 
of Thailand, which has slipped about 2596 this year. 

In recent years, Prime Minister Thaksin Shinawatra has 
heaped incentives on the property market, including tax breaks 
for home buyers and builders. Meanwhile, record low inter- 
est rates have permitted cheap mortgages, luring many first- 
time buyers into the market. But Thaksir's economic lieutenants 
now face a policy dilemma—either intervene and attempt to 
forestall a new round of overinvestment, or hope that the 
market self-regulates as new 
supply damps down the incen- 
tive to build. 

The risk, of course, is that 
economic conditions change 
and interest rates rise during 
the two-year period it takes to 
complete most new condo- 
minium projects. "Builders 
are financing most of their 
projects off-plan," says Pit- 
chon, referring to the practice 
of paying for construction with 
customers' down payments. 
"There is a risk that once 
builders start building, those 
who took out reservations 
could stop paying." 

That's what happened in 1997, leaving Bangkok's skyline 
littered with hundreds of abandoned half-completed build- 
ings. Other Bangkok-based property analysts worry that, if 
unchecked, speculation in condominiums could spill over 
into the broader residential-property market. 

Some Thai developers discount that risk. “The market has 
changed a lot" since the 1997 crisis, says Thongchai Busrapan, 
executive vice-president at Noble Development, Thailand's 
fourth-largest condo builder. “We have better information and 
are less leveraged than before." 

Sansiri PCL, Thailand's leading condominium developer, 
acknowledges that speculators are pumping up the market. 
“Yes, there is an element of speculation in the market,” says 
Wanchak Buranasiri, senior vice-president at Sansiri, which 
he says has a 30% share of Bangkok's condominium mar- 
ket. “But we believe the situation is still under control.” = 
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SINGAPORE 


The Lion Roars 


Thanks to strong exports and to a lesser extent domestic 
demand, Singapore’s economy is back on track 
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By Phillip Day 

The Lion City has sprung back to life, with 7.596 
growth in the first quarter this year and an out- 
look improving so fast that on May 17 the gov- 
ernment upgraded its forecast for the full year 
by two percentage points. 

The news is welcome in the city state, which 
was once one of Asia's growth leaders but has suf- 
fered through two recessions since 2000. Strong 
export demand plus resurgent domestic demand 


LOOKING UP 
Gross domestic product is on 
the rise in Singapore 
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mean that Singapore can expect 5.5%-7.5% growth 
this year, the government predicts. That forecast 
was revised from a prediction of 3.5%-5.5% growth 
made just three months ago. 

Growth on a seasonally adjusted and annu- 
alized basis rose 11.2% from the fourth quarter 
of last year, which amounted to “the third quar- 
ter of double-digit sequential growth, attesting to 
the strong momentum in the economy,” says 
UOB economist Jimmy Koh. 

The result may lead to more good news for 
Singapore’s prominent Lee family. In Decem- 
ber, Prime Minister Goh Chok Tong said he would 
consider stepping down if the economy grew by 
at least 3% in the first quarter. If he goes, after 
14 years in the job, Deputy Prime Minister Lee 
Hsien Loong will take over. Lee is the son of Lee 
Kuan Yew, founder of modern Singapore and 
the only other prime minister the country has had 
since its independence. 

Exports are key for Singapore, which ships an 
amount equivalent to three times its GDP over- 
seas every year. Nonoil exports (Singapore is also 
a centre for oil-and-gas processing) rose 15% in 
the first quarter from the same period last year to 
$68 billion. 

The likelihood of higher interest rates in the 
United States, slowing growth in China and the 
potential for high oil prices to hurt the global 
economy are the main worries for such an export- 
focused economy. But the government expects 
none of those factors to significantly damage 
growth: "The global economic outlook is expected 
to remain healthy," it said when the first-quar- 
ter data was released. 

Singapore companies seem to agree: The com- 
posite leading index, which tracks economic activ- 
ity about three quarters ahead and includes trade 
forecasts by businesses, rose by 6.396 in the first 
quarter after expanding 3.896 in the previous quar- 
ter. The data also showed domestic demand pick- 
ing up speed: it grew 1696 in the first quarter after 
contracting 196 in the last quarter of 2003. 

But a study by two government economists, 
released along with the economic data, suggests 
that Singapore may not be able to leverage domes- 
tic demand to the same extent that other countries 
in Asia hope to do. That's because Singapore relies 
so heavily on imports to satisfy local demand for 
things like cars and because its citizens spend 
so much outside the city state. Much of Singa- 
poreans' private consumption goes directly over- 
seas, rather than being recycled in the domestic 
economy. Until that changes, increasing domes- 
tic spending “is unlikely to have a significant 
impact on GDP,” said the report’s authors, Tan 
Kim Eng and Thia Jang Ping. = 
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Index Pow % chg YTD (May 24) Mkt Unit Latest %chg YTD 
NN ay 24) %chgYTD ‘Australia ^ 3,998.00 — $279 Aluminium Ldn $/tn 1639.00 +2.18 
Australia — 208.89 -6.50 Bangkok 608.90 -21.14 Cocoa NY $/tn 1368.00 -9.70 
China 88. 129.90 -6.47 Bombay . 5,2323 -12.26 Coffee NY C/Ib 76.65 418.01 
HongKong 205.92 -5.33 ^ Colombo 1330.98 ^ 425.31 Copper NY c/Ib 123.40 — «18.03 
Indonesia 55.46 -14.64 HongKong 11,662.97 -7.26 Cotton NY c/lb 63.54 -15.36 
Japan |. .— 8090 9.56 Jakarta 732.58 +5.88 Gold Ldn $/oz 384.00 -7.97 
Malaysia — 107.41 -11.01 Karachi —— 5,511.00 — *23.24 Oil: Brent — Ldn $/barrel 38.17 +26.52 
New Zealand 175.69 -3.96 Kuala Lumpur 794.39 +0.06 Palm Oil KL Ringgit/tn 1,615.00 -8.96 
Philippines — 6.79 -6.98 Mania — 148191 . *274 Pulp FOEX | $/tn 640.00 14.40 
Singapore — 13223 4.66 Seoul 799.64 -1.37 Rice Bnk  $/tn 229.00 +13.37 
South Korea — ^ 108.22 ^ - 16.04 Sin 1779.79 . 3087 Rubber KL Mc/kg 492.00 +4.13 
laiwan — — 11494 — -1294 5,942.08 +0.87 Soyabeans Chg c/bushel 866.00 +9.07 
Thailand — 61.70 -11.47 11,101.64 +3.98 - Sugar NY c/Ib 6.62 +16.75 
J.S. Total Market 258.39 44 Wellington 2,321.63 *1.90 Tin KL $/tn 9,350.00 +41.45 
Euro Stoxx 50* — 2,716.07 -5.89 JIA 9,958.43 -4.74 Wheat Chg c/bushel 378.50 +0.40 
FTSE 4,428.90 -1.07 AIG - Dow Jones Commodity Index — 151.63 +12.09 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx 5” Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Indonesia (-2.42% on week) 
(May 24) GDP | CPI Current acct | Trade balance __1-mth interbank | Prime rate Rupiah/$ 
Australia 3.5 (Dec Qtr) +2.0(MarQtr) -29.63 (Dec) -17.22 (Mar) 5.43 9.50 9,000 
China 9.8 (01 '04) +3.8 (Apr) +45.88 (2003) + 14.75 (Apr) 3.30 n.a. 
EU 1.5 (Q1 '04) *1.8(Apr) +47.38 (Q4 '03) -4.37 (Mar) 2.09 n.a. 9,050 
Hong Kong 5.0 (Q4 '03) -1.5 (Apr) +17.38 (Dec) -10.31 (Mar) 0.21 5.00 
India 10.4 (Q3 '03/'04) +3.5 (Mar) +2.15 (Dec) -15.52 (Mar) 6.00 11.13 9,100 
Indonesia 4.46 (Q1 '04) +5.9 (Apr) +4.70 (2003) +27.56 (Mar) 7.39 7.32 
Japan 5.4 (Q1 '04) -0.1 (Apr)  +152.91 (Mar) 101.06 (Mar) 0.06 1.38 9,150 
Malaysia 6.4 (O4 '03) * 1.0 (Apr) * 12.56 (Dec) * 17.55 (Mar) 2.90 6.00 
New Zealand 3.5(Dec'03) +1.5 (Mar Qtr) -3.57 (Dec) -2.81 (Mar) 5.82 5.95 9,200 
Philippines 4.5 (Q4 '03) +4.1(Apr) +3.35 (2003) -1.74 (Mar) 7.14 10.14 
Singapore 7.5 (O1 '04) * 1.3 (Apr) *27.15 (Mar) — *24.99 (Apr) 0.56 5.50 9,250 
South Korea 5.3 (Q1 '04) *3.3 (Apr) *20.77 (Mar) *24.19 (Apr) 3.77 3.89 
Taiwan 5.2 (04 '03) *0.93 (Apr) *28.71(Dec) X *15.29 (Apr) 0.94 0.75 9.300 
Thailand 7.8 (04 '03) *2.3 (Mar) +7.59 (Mar)  *9.17 (Mar) 1.25 5.75 ? a > Bae haa 
U.S. 4.2 (Q1 '04) +2.3 (Apr) -541.80 (Dec) -499.90 (Mar) 1.10 4.00 May 


Key Currencies 


(May 24) 
Australia 
Bangladesh 
Brunei 
Burma** 
Cambodia* * 
China 


European Union 


Hong Kong 
India 
Indonesia 
Japan 
Laos** 
Macau 
Malaysia 


$1 worth 
dollar 
taka 
dollar 
kyat 
riel 
renminbi 
euro 
dollar 
rupee 
rupiah 
yen 
kip 
pataca 
ringgit 


Other rates: HK$ = renminbi 1.0618 
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Spot rate 
1.4339 
59.25 
1.7138 
840.00 
4,133.00 
8.277 
0.8327 
7.7934 
45.325 
9,090.00 
112.90 


10,522.00 


8.0066 
3.80 


S$ = ringgit 2.2141 


% chg YTD 
-7.43 
-1.27 
-0.50 

*5.95 
-6.77 
0.00 
-4.70 
-0.38 
*0.60 
-7.52 
-5.04 
-0.83 
-0.40 
0.00 


SDR = $1.4491 


*Official rate 


Source: Government Statistics 


FOREIGN EXCHANGE 


(May 24) 
Mongolia* 
Nepal 

New Zealand 
Pakistan 


Papua New G. 


Philippines 
Russia** 
Singapore 
South Korea 
Sri Lanka 
Taiwan 
Thailand 
Vietnam* 


$1 worth 
tugrik 
rupee 
dollar 
rupee 
kina 
peso 
rouble 
dollar 
won 
rupee 
NT dollar 
baht 
dong 


* *Unofficial rate 


Spot rate 
1,163.00 
73.00 
1.6441 
57.70 
3.1551 
55.90 
28.989 
1.7154 
1,176.80 
98.95 
33.579 
40.725 
15,770.00 


Source: MoneyLine Telerate 


% chg YTD 
-3.18 
0.00 
-7.15 
-0.94 

+4.63 
-0.69 
+0.87 
-1.04 
+1.29 
-2.07 
+1.16 
-2.84 
-0.71 


Sources: MoneyLine Telerate; Reuters; Dow Jones 
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CURRENTS 


INREVIEW AT CANNES 


In the Mood for Sci-Fi 


Wong Kar-wai's latest film is worth the long wait. Its Cannes première last week showed 
the director in fine mettle and still addicted to melancholia even as he dabbles in a new genre 


By Andrew Huang/CANNES, FRANCE 


WE CAN ALL breathe a sigh of relief. Hong Kong maes- 
tro Wong Kar-wai's latest film, 2046, will not be completed 
in the year 2046, as the industry joke has it. It premiered 
at Cannes last week after four years of agonizing shoot- 
ing, and was the only Chinese movie entered in the feature- 
film competition. 

In 2046, Wong tackles science fiction for the first time. 
But, as the saying goes, directors tell the same story in every 
movie they make; in this case Wong revisits his most heart- 
felt concern—unrequited love and human desire. 

The title 2046 was the apartment number where the lovers 
had their rendezvous in Wong's 2000 film, In the Mood for 
Love. In 2046, a journalist writes a novel in which people with 
a foggy past go to a time-travel station and travel to the year 
2046 in the hope of recovering lost memories, or ride back 
to 1960 to contemplate unrequited love. 

"The film is about a person who makes a lot of mistakes," 
Wong said at Cannes. “He rejected a woman. He's rejected by 
a woman. He's in an affair. In this life, there are chances we 
miss out on for all kinds of reasons. Then what we are left 
with are the memories." 

Many of Wong's works are emotional sequels to his ear- 
lier movies. Days of Being Wild and In the Mood for Love 


Bruno Vincent/Getty Images 





both feature a character named Su Li Zhen, portrayed in each 
case by Maggie Cheung. Hong Kong actor Tony Leung 
appears at the end of Days of Being Wild as a nameless char- 
acter. He developed that part for In the Mood for Love (which 
earned him the Best Actor Award at Cannes in 2000), and 
the role spills into 2046. 

“This film portrays a character who wants to change,” 
Wong said. *But the more he tries to get away from his past, 
the more he remembers. I think it's best to try to leave it, 


KUNG FU 


Note for future film historians: Chinese 
director Zhang Yimou's latest kung fu epic, 
House of Flying Daggers, premiered at 
Cannes in 2004, and while it did not make 
the competition list, the film cemented its 


place in film history even before its release. 


As the second kung fu offering from 
Zhang after Hero in 2002, Daggers is 
the pivotal third chapter in the art-house- 
director-does-kung-fu trend that was 
started by Ang Lee's 2000 Crouching Tiger, 
Hidden Dragon. (The trend will continue 
next year with the release of 7he Promise, 
the first kung fu epic by Chen Kaige.) 

"Ang Lee is the one who first said 
‘every Chinese director wants to direct a 


kung fu movie’,” Zhang told a press confer- 


CRAZY 


ence at Cannes. “I borrowed the line from 
him and use it again. | think a kung fu 
movie allows me to express my creativity 
and be original." 

The cast of House of Flying Daggers 
boasts some of the biggest names in Asian 
cinema. It includes China's premier actress 


ON THE MARK: Takeshi Kaneshiro in Daggers 





Zhang Ziyi of Crouching Tiger fame, Hong 
Kong superstar Andy Lau of the acclaimed 
Infernal Affairs trilogy and Taiwanese- 
Japanese dreamboat Takeshi Kaneshiro of 
Turn Left, Turn Right. 

House of Flying Daggers recounts the 
love triangle between a blind courtesan, 
Mei, and two imperial guards, Jin and 
Leo. The drama is set against the back- 
drop of the declining Tang dynasty (618- 
907) in China. 

Zhang, Lau and Kaneshiro all turn in 
revelatory performances that highlight the 
undercurrents of love and jealousy between 
three lovers. "The characters in this movie 
abandon the rules of the wuxia [chivalrous 
warrior] world and plunge into their personal 
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FINALLY: Wong Kar-wai (/eft) at last week's Cannes premiére of 2046, which stars Tony Leung (above) as a moody journalist 


then one day the past will leave you. That's the theme of 
the movie." 

The rest of the cast of 2046 reads like a Who's Who of Asia's 
cinematic talent: Hong Kong pop diva Faye Wong and China's 
two top actresses, Gong Li and Zhang Ziyi. It also features 
Hong Kong siren Carina Lau, Japanese heart-throb Takuya 
Kimura and Taiwan's Chang Chen. Wong's long-term part- 
ners, cinematographer Christopher Doyle and art director 
William Chang, are also both on board. 

"During this project, my crew and I experienced many 
things," Wong told the Review. “I am glad that we were on 
this journey together and it is near the end. All of us became 
younger in spite of the four years." 

In the film, Wong reinforces his reputation for stylized 
cinematography, using jump cuts, slow-motion sequences, 
blurred images, hand-held cameras, poetic voice-overs that 
contemplate life's sadness and a less-than-visible plot that 
grows on the viewer only after repeated viewing. 

The film tracks a journalist, played by Tony Leung, into 
womanizing, gambling and alcoholism after his lover (Mag- 
gie Cheung) leaves. Gong Li takes her sad sex-goddess persona 
to a new level as a professional gambler always in black. Zhang 
Ziyi sheds her spoiled princess image to reveal vulnerability 


love—their ultimate goals," Zhang Yimou 
explained at Cannes. "It's a rebellion against 
the duties of the traditional wuxia world." 

Daggers is emotionally more engaging 
than Hero because Zhang chooses a less- 
is-more narrative structure and zeroes in 
on the suffering lovers. Essentially a story 
about love—and betrayal-packaged with 
flying swords and elaborate costumes, 
Daggers reels in the audience's emotions. 

"This is a love story packaged as a 
kung fu movie," said Zhang. "After you see 
it, you will realize that the fighting and the 
visual effects all take a back seat to the 
emotional journey of the three characters. 
Ultimately, movies are about people 
regardless of genre or style." 

Daggers also boast some action 
sequences that will become classic 


and Hero in 2002. 





FLYING HIGH: Director Zhang Yimou 


moments in film history, and can only 
enhance the reputation of Zhang, who 
won nominations for the Oscars' best 
foreign-language film category with Ju Dou an Asian movie—his aesthetics remain 
in 1990, Raise the Red Lantern in 1992 


A highlight features the lovers Mei and 
Jin being hunted by a team of swordsmen 


as a dance-hall girl heartbroken by Leung's womanizing. 

As in all of Wong's films, music features powerfully; in 
2046, tango, opera and the songs of Nat King Cole emerge 
as another form of dialogue when forlorn characters can no 
longer speak for themselves. As a master of melancholia, 
Wong has created a poem about the changes of human emo- 
tions through time, and the desire for the memory of one's 
lost love. As Leung's character says, “to leave a memory 
takes many days." 

“I started thinking about this film in 1997 when Hong 
Kong was returned to China," Wong said. "Are there things 
that will remain unchanged over time?" Wong explained there 
were many reasons that the film took four years to finish, but 
mainly, the film just needed that space. 

In fact, Wong is a staunch believer in the spontaneous 
nature of the creative process. He started shooting 2046 in 
2000. He halted the production after a few weeks, shot In the 
Mood for Love and only returned to 2046 three years later. 

"There is a duration for everything in life. Sometimes you 
have to give up something. It's very painful, but that's what 
happens in life," Wong said. “In a way 2046 is a conclusion of 
my previous films." = 

On the next page: Grand prix for Asian cinema at Cannes 


in a bamboo forest. The dagger-flinging 
scene—which also serves as foreplay 
between Mei and Leo before they consum- 
mate their love—also stands out. 

"The bamboo forest scenes are my 
tribute to A Jouch of Zen and Crouching 
Tiger, Hidden Dragon," said Zhang. “| think 
as long as we create a new kind of sensa- 
tion or feeling for the audience, the fact 
that they take place in a bamboo forest 
again will not matter." 

Zhang's astounding visual style is a 
feature of his movies. In Daggers, shot on 
a budget of $20 million—astronomical for 


sharp as ever, particularly in his use of the 
landscape's changing colours to reflect the 
characters' changing moods. 

Andrew Huang 
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INREVIEW AT CANNES 


Grand Prix for 


Asian Cinema 


One-third of the films at Cannes this year 


were from Asian directors. Many won awards, 


signalling a new international confidence 


POP QUIZ: What do a coming-of- 
age fable in rural China, a quirky 
Thai art-house film about homo- 
sexuality, a Japanese actor playing 
an abused child, a Hong Kong 
actress portraying an ex-drug addict 
and a stylized Korean gangster film 
have in common? 

Answer: They all won awards 
this year at the Cannes film festival, 
where six of the 18 films screened 
were Asian. (The top award, the 
Palme d’Or, went to American doc- 
umentary maker Michael Moore 
for Fahrenheit 9/11.) 

Korean director Park Chan 
Wook won the prestigious Grand 
Prix for Old Boy. Chinese direc- 
tor Yang Chao bagged the Camera 
d’Or award for his first film, Lu 
Cheng. Thai director Apichatpong 
Weerasethakul won a Jury Prize 
for Tropical Malady, Maggie Che- 
ung earned a Best Actress Award 
for Clean, directed by her ex-hus- 
band Olivier Assayas, while 14- 
year-old Yuuya Yagira snagged the 
Best Actor Award for his role in 
Nobody Knows. 

“I think the quality of these 
Asian movies speaks for itself,” film 
critic Howard Feinstein says. 
“These are director-driven vehi- 
cles of high calibre . . . The other 
reason for this Asian wave is no 
doubt the involvement of jury head 
Quentin Tarantino, who loves 
Asian and genre films and [has 
seen] that these films get their spot- 
light this year.” 

While art-house films with 
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CANNES DO: (Above) South Korea’s Park Chan Wook 
(left) with actor Choi Min Sik at the award ceremony. 
from Park’s film O/d Boy 


(Below) A scene 
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award potential are no strangers to Asian film makers, a 
new trend of merging high art with commercial appeal is 
manifesting itself in many recent works from the region. 
This new-found confidence, both artistically and com- 
mercially, in Asian film makers is propelling their work 
to an unprecedented high, with both festival-circle recog- 
nition and mass-audience success. As Tarantino explained, 
Asian cinema is a substantial movement that is giving birth 
to some of the most interesting films in the world. 

Park Chan Wook's Old Boy, an action film adapted from 
an old Japanese comic strip, exemplifies the new vogue 
amongst Asia's top directors of merging art and commerce. 
Old Boy is a stylish film noir with a feverish soundtrack and 
cinematography. It recounts the darkly twisted story of a man 
who is imprisoned for 15 years without any reason. When 
he is finally freed, he sets out to find 
the person responsible in order to 
exact vengeance. His journey to 
hunt down his enemy ends up 
revealing the demons of more than 
his adversary. Park's favourite 
themes of obsession and revenge 
(seen in his 2002 psychological 
drama Sympathy for Mr. Vengeance) 
reappear as Park delivers a rage- 
fuelled revenge movie that is 
ultimately redeeming. With talk 
of an American remake already 
buzzing—and armed with the 
Grand Prix endorsement— Park 
looks poised to be the next Asian 
film maker to conquer the inter- 
national stage. 

Japanese manga film Innocence 
by Oshii Mamoru was also wor- 
thy of note, joining Shrek 2 as the 
only animated features in compe- 
tition in Cannes this year. Inno- 
cence is Mamoru's follow-up to 
his 1996 Ghost in the Shell. With its 
phenomenally elaborate draw- 
ings and metaphysical storyline, 
Innocence depicts an apocalyptical 
future where the distinction 
between humans and machines is 
blurred. A government detective 
investigates the case of female 
robots—with sexual organs—that 
rebel and kill their owners. As he 
digs further, the question of the 
existence of humanity shadows his 
own life. Highlights include dizzy- 
ing images of a Taoist parade and 
metaphor-laden dialogue that 
could put a high-school philosophy 
teacher to shame. 


ANDREW HUANG 
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SHADOW OF THE PAST: Shaxi has a rich architectural heritage 





Death and Rebirth 


In China, the town of Shaxi rose and fell on the fortunes of a 
caravan trail. Now the wheel of history is turning again 





ON SHOW: Shaxi's 
theatre is at the heart of 
the restoration project 


June 3, 2004 


THEY BURIED THE CARAVAN chief’s widow 
today. She was sent off to the other world ona 
white, paper horse after a feast in the courtyard 
of the Ouyang family’s home. As her funeral pro- 
cession passed through Shaxi, once a major mar- 
ket town on China’s fabled tea-and-horse caravan 
trail, some mourners wailed and writhed on the 
ground, overcome by grief. 

The Ouyang family has been the subject of 
other, happier, attention lately. At one of its two res- 
idences in the town, local carpenters are working 
on an international project to restore an ornamen- 
tal gate. A closer examination of the wooden carv- 
ings reveals the traces of a more prosperous era: 
Once upon time, they were clad in gold leaf. 

At that time, Shaxi was a major entrepót on the 
caravan trail between southern Yunnan and Tibet. 
From Yunnan came bricks of Pu Er tea, much 
prized by the Tibetans for its digestive proper- 
ties. In return they traded felt, horses and a medic- 
inal herb known as Devil's Dung. 

At Shaxi, by a tributary to the Mekong River 
in a wide valley in the Himalayan foothills, the 
traders rested, replenished stores, traded and 
enjoyed the local opera. Jinghe, patriarch of the 
Ouyang family, made his fortune by buying 
scrawny horses low, nursing them to vigour with 
secret concoctions, and selling high. 

After China's invasion of Tibet, and with the 
advent of cars and trucks, traffic on the trail dried 
up. Shaxi was almost forgotten. In the mid-1960s, 
it was connected to the outside world by a kid- 
ney-jarring stony road. Electricity didntarrive until 
the 1980s, and there's still no proper sanitation. 


Postcard 


Isolation deprived Shaxi of the comforts of mod- 
ern life, but at least it spared its traditional archi- 
tecture from the gracelessness sweeping so much 
of modern China. Many of the old buildings are 
in a bad state: In 2001, the World Monument 
Fund, a private American group dedicated to 
the preservation of historic buildings, put the 
town's market area on its list of the world's 100 
most endangered sites. 

There's still much worth saving. In the words 
of Dr. Jacques Feiner, the Swiss architect in charge 
of the restoration project, the town's billowing 
rooftops of grey tiles are an ensemble—sheer 
joy to the eye of an architecture lover. For over a 
year, his team, funded by the Swiss Agency for 
Development and Construction and the World 
Monument Fund, among others, has been en- 
sconced in the town’s Sideng Temple, a gem from 
the Ming dynasty, where its members have been 
conjuring up grand visions for the town’s future 
on their laptop computers. Elimination of poverty, 
prevention of overdevelopment, restoration of old 
buildings, a sanitation system, a parking lot for 
visitors and micro-credit loans to local entrepre- 
neurs are all in the works. 

Shaxi now has the feel of a place poised to 
become a node on the Lonely Planet backpacker's 
trail: New houses are now being built in the tra- 
ditional style of the valley's Bai population, old 
houses are being refurbished. At the centre of it 
all—the town and the restoration project—is the 
magnificent but dilapidated theatre, which later 
this year will be unveiled after a $270,000 facelift. 
It's a reminder of when every village in the valley 
had its own stage, where artists would perform the 
local dian opera for locals and traders. 

Yang Yanfu remembers those times, but there's 
something else on his mind today. In the sun- 
drenched courtyard of his family home, the 82- 
year-old is smoking, drinking green tea and read- 
ing The Bai Soul, A Study of the Bai Gu Tong Ji, writ- 
ten by Hou Chong, a young Bai author. "It's not 
a good book. I criticized him for it, so he doesn't 
dare to come here any more. He's afraid of me,” 
says Yang, who, without blinking, claims to have 
read 200,000 books in his long life. 

In the garden of the Tea and Horse Caravan 
Inn, not far from the Sideng Temple, the first band 
of Lonely Planet-style wanderers are already telling 
their tales, tall or not. One of them is Felip, whose 
name means “lover of horses," and who says he 
once owned a white Arabian steed in Morocco. 
Of the French nobility, his family lost three castles 
at the roulette tables in Monte Carlo and Cannes. 
Told of Shaxi's Friday horse market, Felip's eyes 
light up. *I will buy a horse, and ride back to 
Europe," he says. ERLING HOH 
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MOLEHILL ELEVATED: An erupting — volcano based on our studies since 
volcano that made hundreds of 1997; it is a mound of mud.” 





people flee turned out to be a Scientists believe the panic MADE UP: Reader 
small, immobile heap of mud. The started after a small earthquake Sarah-Jane Wagg was 
town of Nabunturan in Compostela shook the ground and panicking given this sign to hang 
Valley in the Philippines emptied residents started forwarding text on the door of her 
itself as news spread that a major messages saying that a volcanic FOON m a hotel on one 
eruption had started. But scien- eruption had begun-forgetting of the thousand ; 
tists found no volcano, let alone that they didn't have a volcano in islands" of Indonesia, 
any eruption. their town. SMS-generated panic HARAP MEMBERSIHKAN $ This magazine 3 intelli- 
“The residents of Nabunturan escalated, as these things do, Eat m f gent and multilingual - 
have mistaken a four-foot [1.2 and the town was evacuated. i ROOMNOW ë f readership will immedi- 
metre] high mound of mud in Officials accompanied by I na ately note that Bahasa 
Barangay Bukal that was earlier scientists were last seen scouring __PASDERANGER — [ and English speakers 
named Mount Angelo, to be a the district trying to persuade aun can have their beds 
volcano," Ferdinand Taglucup of the people to return to their homes. KEEPIN turned down, but 
Philippine Institute of Volcanology The hillock, meanwhile, is Pulauéferibu Italians and French are 
and Seismology told the Philippine ^ no doubt enjoying its 15 minutes iig not allowed to. 
Star newspaper. "But it is not a of elevation to Vesuvian status. 


FOOL FOR THOUGHT: ANY OTHER NAME: The battle to stop Japanese sweet stalls 





Reader Guy de Ton- selling candy drops labelled "Snot From the Nose of the Great 
quedec found this Buddha" has been partially successful. Priests have persuaded 
memorable restaurant officials to promise not to let the name be trademarked. But 
in Cairo. Actually, one they haven't been able to stop vendors selling the sweets to 
of the meanings of tourists at the temple grounds in Nara, Britain's Daily Telegraph 
fool is "dessert of reported. The firm uses the reverential Japanese prefix “sama” 
pureed fruit and to suggest they are being polite, but the packet shows a pic- 
E FAST FOOOL COMPANY | cream,” so that could ture of Buddha with his finger in his nose. Other religious 
explain the name. groups have started wars for less. 
ALL CHANGE: A post-office coins, equivalent to the GONE TO GROUND: A Singa- other sums they could get 
employee faced with an grand total of $4.35. pore woman spent 15 years out of insurance firms, in 
armed robber gave him a The staff member later claiming her husband was addition to the S$330,000 
bag of money-in very small told police they had pre- dead and collected large ($196,000) they had already 
change. The staff member pared the bag of small sums of insurance money. taken, Reuters reported. 
handed a bag of cash to change in anticipation of an But during that period she The lawyer thought it odd 
Yasuo Ishitobi, who was armed robber, the Mainichi did a number of things that they were claiming 
armed with fuel and threat- Shimbun reported. widows don't normally do money for the death of 
ening to burn down the post When police used a with their dead husbands, someone still walking 
office in Hikawa, Shimane security camera photo- including remarrying him in around and tipped off the 
prefecture, Japan. Ishitobi, graph to track down Ishi- a new ceremony and con- police. The woman has been 
52, fled with the bag, but tobi, they discovered the ceiving a baby with him. charged. Her "dead" hus- 
was horrified to discover bag of coins intact. The The scam was finally band, meanwhile, has gone 
later that the entire haul disgusted thief hadn't spent revealed when her brother to ground—but that's nothing 
amounted to 500 one-yen any of it. hired a lawyer to see what new for him. 


DOGGONE: A woman in China was worried that her husband's beloved dog 
would mess up her newly decorated apartment. So she kept taking it far from 
home, hoping it would get lost. But the clever wolfhound always managed to 
find its way back, Xinhua reported. Xiao Fang, a proud homeowner in Nanjing, 
decided to take inspiration from the movies. She hired a group of hit men to 
"take the dog out." When the husband returned and discovered that his dog 
was dead at the hands of contract killers paid by his wife, he declared that he 
couldn't share a home with a "murderer" and filed for divorce. This story has a 
such a powerful lesson to it. Home is where your loved one and your pet are, 
not just a showroom for designer furniture. 
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You may not know their faces, but across the 
region, talented chefs are coming up 

with dishes to inspire, delight and astonish diners. 
Who’s cooking your dinner tonight? 
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Kilroy Is Here 


With three restaurants under his belt since 1998, 
Thomas Kilroy is truly cooking in Kathmandu 


He’s served desserts to royalty, rock stars and 
world leaders. Meet Thomas Kilroy, an Irish chef 
who went trekking in Nepal in 1998—and stayed. In 
the years since, he’s been busy blazing a culinary 
trail in Kathmandu. 

When Kilroy’s of Kathmandu opened later that 
year—complete with linen tablecloths, garden and 
waterfall—it was a rare oasis, and not just for its 
decor. Forget the usual backpacker fare of cheap, 
big, so-so portions—this was gourmet. Take his 
"royal" dal bhaat, featuring basmati rice, black 

lentils, wilted spinach, tomatoes and pickles. For 
Westerners, he induced feelings of homesickness with dishes 
like Irish stew, based on his own grandmother's recipe. 

But what really set Kilroy’s apart were his desserts. His 
butterscotch caramelized banana with local rum was a new 
taste in town that got mouths salivating and tongues wagging. 
That his desserts are divine is no surprise. Kilroy worked as a 
pastry chef at London’s swank Mosimann’s dining establish- 
ments and the Ritz Hotel, where he served the likes of Britain’s 
Queen Elizabeth, Australian pop-star Kylie Minogue and former 
United States President Bill Clinton. 

Indeed, his success meant that by the age of 26 he had met 
“all—and | do mean all—my goals, years ahead of schedule,” 
says Kilroy. So he set a new target of opening his own restau- 
rant by the age of 27. He achieved that with the opening of 
Kilroy’s. “Although the idea of Kathmandu was a little strange— 
some would say weird, even-it did satisfy that deadline and 
damn the consequences," says Kilroy. “The way | looked at it 
was that | was taking a virtual university degree in how to run a 
business—only this time with real money, real people and real 
I < never looked back. "I get pleasure out of creating 
a ne enu. So | go out and open a new restaurant,” says 
Kilroy. “That way | keep my creative side satisfied.” 

K-too!, which he launched in 2000 in the heart of the 
backpackers' ghetto, Thamel, serves big, juicy steaks with lots 
of chips—food heaven for backpackers weary of PowerBars. 
His latest venture, Thomas Kilroy at 1905, Kantipath—the year 
the building that houses the restaurant was built and the 
name of the upmarket section of Kathmandu in which it is 
situated—is a little more minimalist, a little more Asian- 
flavoured, than his other restaurants. A favourite: ginger-and- 
soya-rubbed duck breast served with sesame mash and a 
pear-and-honey sauce. It's fancily topped with a crispy moun- 
tain of fried noodles. 

Sounds complicated? With a staff of 200 between the three 
kitchens, Kilroy says he’s trained people he can trust: “It’s all 
like a nicely running car,” he says. “They fuel up the car, | just 
steer ii right direction.” Lara Wozniak 


KILRO F KATHMANDU: Jyatha, Thamel. Tel.: (977 1) 425 0441; 
main courses from $2-7 


K-TOO!: Jyatha, Thamel. Tel.: (977 1) 443 3043; main courses from 
about $1.50-12 


THOMAS KILROY at 1905 Kantipath. Tel.: (977 1) 422 5272; 
main courses from about $2-12 


SOMETHING NEW: 

“| get pleasure out of 
creating a new menu,” 
says Thomas Kilroy. 
"So | go out and open a 
new restaurant" 
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SHWASHER TU LEGEND 


He arrived two decades ago in Australia with nothing. 


Now Tetsuya Wakuda is hailed as one of the world’s great chefs 


the gated grounds of 
Tetsuya’s restaurant in Sydney, it can be 
hard to believe that the man behind it, 
Tetsuya Wakuda, known to friends as 
Tets, arrived from Japan 22 years ago 
with no money, no English and no clue 
that he wanted to be a chef. 

Today, guests are greeted in the 
foyer of what appears to be a quintes- 
sentially Japanese restaurant—wooden 
beams, screens, a rock garden, a water- 
fall. Look a little closer and the Eastern- 
looking steel and wooden sculptures 
hint at something more. “All the work 
is by emerging Australian artists,” says 
Tets, an effusive but softly spoken man 
of 44 who clearly loves his food. “They 
are free spirits, sensual, primitive"— 
rather like Tets himself. This, though, 
doesn't prevent him from creating an 
atmosphere of refined but generous 
hospitality at his restaurant, where wait- 
ers effortlessly go about their roles of 
delivering Tetsuya’s 12-course degusta- 
tion menu—a profusion of small deli- 
cate dishes—in three dining rooms. 

It’s all a long way from Tets’s first 
days in Australia. “It was a fairy tale, 
really,” the chef says, recalling the help 
he received from Joe and Bill Lazaris, 
two real-estate agents who got him his 
first job as a kitchen hand at a Sydney 
restaurant. “I was paying my rent and 
asked them about a cheap place to learn 
English. Joe drove me to Fishwives 
restaurant, which is where he himself 
worked when he arrived from Cyprus, 
telling me, ‘They teach you English, 
they feed you, and at the end of the 
week they even pay yov.” 

Soon after, Tets met Tony Bilson, 
one of Australia's early restaurant 
visionaries, who was looking for a 
sushi chef. *I didn't know how to do 
sushi. I just experimented and people 
liked what I did." In exchange, Bil- 
son trained him in the precision of 
French technique. Tets learned every- 
thing about the art of hospitality at 
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LONG JOURNEY: Tetsuya Wakuda 


Sydney’s Southern Italian restaurant 
institution, Buon Ricardo. 

All of those influences are evident 
at Tetsuya’s. On any given night, up to 
100 guests might be offered a carpac- 
cio of beetroot with caviar and tonburi, 
a Japanese fern, alongside marinated 
New Zealand scampi with a confit of 
potato and walnut. Several courses 
later there could be a slow-roasted rack 
of lamb with white miso and smoked 
eggplant followed by a mandarin sor- 
bet with black pepper and strawberry 
shortcake. 

“Our cooking is very produce- 
driven,” says Tets. “I believe cooking is 
60% produce, 30% technique and 10% 
talent... itis so important to balance 
flavour with produce. My goal is to sub- 
tract from, rather than add to, recipes 
to get simple, clean flavours." 

For more than 20 years Tets has 
elevated the sourcing of fine produce 
into an art form. "One day a Sydney 
university microbiologist came to me 
with a distinctive shiitake mushroom 
and I started sourcing all sorts of 
mushrooms from him." But it was 
Tets's fascination with trout that 
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DISH OF 
THE DAY: 
Scampi at 
Tetsuya’s 
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spawned (so to speak) a whole indus- 
try. He had started sourcing Tasmania's 
cool-water Atlantic salmon but found 
that he preferred the more delicate ocean 
trout, which until then had been an 
undervalued by-product of the salmon- 
farming industry. 

Petuna ocean trout is now an inter- 
nationally sought-after delicacy, and the 
basis of one of Tetsuya's signature dishes: 
Confit of Petuna Tasmanian Ocean Trout, 
served with unpasteurized ocean trout roe 
on a bed of Konbu seaweed kelp, daikon 
radish and rocket. It embodies his fasci- 
nation with slow roasting to preserve tex- 
ture and extract the most flavour, his 
obsession with sourcing produce and the 
extraordinary attention he pays to every 
last detail from food to wine (Tetsuya has 


created his own wine blends at five tiny 
boutique wineries in Australia). 

The mix has won Tetsuya's numerous 
accolades, including a ranking in Restau- 
rant Magazine's top 50 restaurants in the 
world, and acclaim as Australia's best 
restaurant. Tets is happy to return the com- 
pliment to his adopted country: “The Aus- 
tralian people gave me everything. They are 
very fair and encouraging, and are will- 
ing to give anything a go. Even the bankers 
helped me get my own restaurant at the age 
of 26," he says. "They have helped me 
achieve every dream I've had." 

SUSAN GOUGH HENLY 


TETSUYA'S 

529 Kent Street, Sydney 

Tel.: (61 2) 9267 2900; booking essential 
Degustation menu: $175 a head, plus drinks 





SINGING FÜR HER SUPPER 


Wong Siu King likes to wrap up her customers’ night out with a song. That's not the only way 
she and her husband have helped to change the rules of Hong Kong's restaurant business 


IN A CITY where locals talk about restau- 
rants with a passion people elsewhere 
reserve for sex, Sichuan Cuisine Da Ping 
Huo remains perhaps one of Hong 
Kong's best-known "secrets." 
Owned and run by chef Wong Siu 
King and her husband Wang Hai, the 
, restaurants roots date back to 1998, when 
/ the couple first started serving fiery Si- 
. chuanese food from their flat and at friends’ 
business establishments—everywhere from a 
hardware store to the off-hours of a noodle shop. 
They eschewed monosodium glutamate, didn't skimp on 
serving sizes, and imported their red chillies, flowering pep- 
percorns, dried bamboo and broad-bean noodles from their 
home town of Chengdu, capital of Sichuan province. 

They also didn't bother to get a restaurant licence, mak- 
ing them one of the city’s very first unlicensed restaurants, 
or private kitchens. 

Soon, other budding entrepreneurs who wanted to avoid 
the entanglement of licensing and to boast that they were offer- 
ing something different from the usual restaurant fare jumped 
on the private-kitchen bandwagon. The movement became so 
popular—there are rumoured to be about roo unlicensed 
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restaurants in Hong Kong—that in late 2002 officials proposed 
legislation to exempt private kitchens from licensing, in return 
for restrictions on their size and opening hours. 

Not surprisingly, licensed restaurateurs do not approve. 
“These operators impose threats to the public such as food- 
hygiene, fire-safety and environmental issues,” says Simon 
Wong, chairman of the Hong Kong Federation of Restaurants 
and Related Trades. Yet diners in search of new finds or low 
prices flock to private kitchens, which are usually in private - 
apartments where the owners lock the door behind you as you 
walk in. An eerie experience, that. 

The legislation has yet to be finalized, and today Da Ping 
Huo is licensed “because it’s better,” says Wang, the restau- 
rant's self-described “waiter.” But most customers don't know 
that the couple has gone legit as Da Ping Huo still holds 
true to the spirit of private kitchens. 

For a start, there’s no menu. “I cook what my heart tells 
me to serve,” says Wong, whose three half-crescent wrinkles 
at the edge of her eyes create an image of perpetual amusement 
on her model-beautiful face. “I’m not like other chefs who cook 
because it’s a job, or even because it’s their profession, I cook 
because I love it.” She adds that she has no favourite dish to pre- 
pare because they are all “my sons"—or special to her. 

And the couple express that tender feeling in their extra 
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touches. Wang, an artist and a gentle man—witness his grace- 
ful, purposeful movements, soft voice and the gallery-quality 
black-and-white photos of his wife on the wall—meets you at 
the door and welcomes you. As he serves each dish, such as 
the superb mapo tofu—minced pork, chilli sauce and a hefty 
dose of peppercorns—he describes the ingredients, noting 
whether or not it requires an imaginary fire extinguisher at 
hand. The mapo tofu certainly does. Some less incendiary 
dishes include pork meatballs in a cabbage and vermicelli soup, 
steamed shellfish or a second, simple fish broth. On a medium 
note are the cucumbers in a mild chilli sauce. On the fiery side 
is the chicken marinated in chilli oil and served with—you 
guessed it—more chillies. No matter the spice-degree set- 
ting of your palate, there is a dish for everyone. 
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PRIVATE PEOPLE: Wong Siu King, with her husband, Wang Hai, 
have added a touch of spice to Hong Kong's dining scene 


AL 


At the end of the two-and-half-hour, 12-course feast, the cou- 
ple walk around the room, as if at a wedding banquet, speaking 
to each guest. The final touch: Wong walks to the front of the 
restaurant, nods to the guests, who fall silent, removes a whis- 
tle from her pocket and sets the pitch, then sings a folk song 
or one from a classical Chinese opera. Her voice fills the room 
with the clarity of the professional performer she is—she for- 
merly sang at Hong Kong’s upmarket China Club. 

From the exterior, Da Ping Huo is unassuming—enter- 
ing it feels a little like walking into a Prohibition-era speakeasy 
in 1930s Chicago. The building sits on Hollywood Road, pop- 
ular with tourists for its antique shops, but the unmarked, heavy 
entrance door is hidden away in a side alley. It’s down a few 
steps, behind a vendor's stand and near a produce market. Fear 
not, though: The business card has a much-needed map on it 
to help customers find this not-to-be-missed “secret.” 

LARA WOZNIAK 


Lower ground floor, Hilltop Plaza, 49 Hollywood Road, Central, 
Hong Kong. Tel.: (852) 2559 1317. Reservations recommended 
Prices: 12-course dinner for HK$250 ($32) per head; drinks extra 


Looking for unlicensed restaurants in Hong Kong? Ask around. 
They don't advertise, and rely mainly on word of mouth. Look out 
also for their business cards. They generally carry location maps 
and state, in Chinese script, that they are private kitchens 
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BEAUTY WITH oe 
A LITTLE OOMPH 


Decor, music, colour and taste all come together 
in Zhang Jinjie's vision for the modern restaurant. 
Her aim? ‘To create something beautiful’ 


| says chef Zhang Jinjie, the owner 
of Beijing S Créer T House restaurant. “I want oomph.” 

“Oomph’ is a good way to describe the 32-year-old. Her culi- 

nary vision—the impetus for dishes like green-tea wasabi 
prawns with mango salsa—pays as much homage to aesthet- 
ics as to taste. Wedged into a building next to Beijing’s hulk- 
ing Worker's Stadium, her restaurant is also stunningly dec- 
orated with everything from a 5-metre-tall birdcage (home to 
seven lovebirds) to Ming dynasty-style chairs and a giant can- 
dle shaped like a lotus-seed pod. 

From the moment patrons walk through a giant white door 
and then slip through black velvet curtains, they are carried into 
an Alice in Wonderland-like fantasy world sculpted to indulge 
not just the taste buds but all the other senses, too. Colourful 
spotlights shine on artworks hung from the white walls and 
soaring ceiling. Tables are covered with fresh ginkgo leaves and 
flowers. A chair embroidered with red fabric roses sits next to 
a wooden statue of a comical-looking 

bird that Zhang brought back from 
a Thai Buddhist temple. “Din- 
ing,” she says, “is about taste, smell, 
looks, everything. It’s not just for 
your stomach.” 

For Zhang, attention to sensual 
details is rooted in her past. After 
growing up in Suzhou she moved 
to Beijing to study Chinese dul- 

In the Mood for Fantasy cimer and guzheng, a table-top harp. 

Then she began to tour, travelling 
to Japan, Spain and France by her mid-2os. By the time she set- 
tled down in 1997 to open the neo-classic Chinese restaurant, 
she had one goal: “To create something beautiful.” 

That philosophy is behind many of Zhang’s dishes. Take 
the dish In the Mood for Fantasy, veal cooked in black sesame 
sauce and served on rose petals. Several years ago Zhang was 
in a taxi shuttling between New Jersey and New York when she 
caught a glimpse of falling red leaves. “It was stunning,” she 
says. “I wanted to recreate that feeling.” When she returned 
to Beijing she asked her chefs to invent a black and red dish. 
Then she designed the presentation and modified the ingre- 
dients to create a rich flavour with the tang of hot chillies. 

Zhang also borrows from music. “Taste,” she says, “is 
like harmony.” Like a melody played on a single instrument, 
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IN TUNE: “Taste is 
like harmony,” says 
chef and trained 
musician Zhang 
Jinjie (far left), 
creator of Beijing's 
Green T. House (/eft) 





a dish should be simple, with fresh ingredients cooked to 
preserve their natural flavours. One of the restaurant's most 
popular appetizers is pear slices covered with walnuts and a 
sauce made from green tea and honey mustard. An entrée aptly 
named Tropical Sunset offers a generous portion of black 
cod coated with a mild coconut and dill sauce. 

While the dishes are simple, their presentation is not: 
Melted Passion, a thick white mushroom soup, is served on 
a dark-blue china plate engulfed in flames; homemade tea- 
flavoured ice creams (vanilla jasmine or wulong mango), 
the restaurant's signature desserts, come on a mammoth bed 
of ice cubes. While guests dine, performers play classical 
music in the background and efficient staff slip silently 
through candle-lit spaces. 

The combination of natural tastes and over-the-top serv- 
ice has earned Zhang accolades. Despite having no formal 
culinary training, she was the only woman and the only Chi- 
nese chef invited to participate in Singapore's 2002 World 
Gourmet Summit. Singapore's Tung Lok Group hired her to 
design the menu and interior of My Humble House. Recently 
Zhang has ventured even further afield: In November, Mum- 
bai's five-star Taj Mahal Hotel featured her dishes at a week- 
long food festival and Austrian Airlines hired her to design 
the May menu for its first-class cabins. 

But Zhang is more concerned with figuring out the 
Green T. House's summer menu. "Winter is more warm 
and the taste is more round,” she says. “For summer I want 
to choose more mint and basil and lemon grass." Anything, 
that is, that makes her go *oomph." 

CRAIG SIMONS 


6 Gongti Xi Lu, Chaoyang District, Beijing. Tel.: (86 10) 6552 8310. 
www.greenteahouse.com.cn 


02-27/29 Esplanade Mall, 8 Raffles Avenue, Singapore. 
Tel.: (65) 6423 1881. www.tunglok.com 


A full meal for two with appetizers and drinks and 
desserts runs to about $80. Reservations suggested 
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YIN AND DAN 





Innovative Shanghai chef Dan Qin has one great aim in life: 


To end China’s MSG addiction 


DAN QIN calls monosodium gluta- 
mate—that ubiquitous flavour enhancer— 
“an opium addiction that we have to boot.” 
He speaks from experience: For 16 years, 
he was a chef at Meilongzhen, a well-estab- 
lished state-owned restaurant in Shanghai 
serving traditional MSG-heavy fare. 

Now at the one-year-old Yin, Dan has 
ditched not just MSG, but other chemi- 
cals like meat tenderizers and boullion 
cubes that Chinese chefs so often can- 
not resist. To flavour his dishes, he uses a 
slow-cooked broth of rooster, pork ribs 
and rump, and turkey bones. That’s not 
his only innovation in Chinese cooking: 
He stir-fries in olive oil, de-bones his poul- 
try and has incorporated his travel expe- 
riences into his cooking. 

It seems that every week a restaurant 
opens in Shanghai dedicated to hai pai cui- 
sine—traditional sweet and braised Shang- 
hai dishes influenced by other regions of 
China and the rest of the world. The his- 
tory of hai pai (literally, “sea clan’) stretches 
back more than 150 years to when traders 
from southern China settled in Shanghai, 
says local food writer Jiang Liyang. The 
current explosion began in the early 
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1980s, as China began increasing inter- 
national links. In recent years, the fusion- 
like liberties taken by some hai pai restau- 
rants have resulted in sometimes fright- 
ening experiments: chocolate 
noodles, anyone? 

Dan keeps it simple and 
personal. He doesn't invent 
when he doesn't have to— 
dishes like his Eight Trea- 
sures Duck have the same 
flavour and tender meat 
youd find at Shanghai's more 
established restaurants, but 
the sauce is lighter and the rice 
fluffier. His Young Chicken Stir-Fried In 
An Exotic Spicy Sauce is an interpreta- 
tion of a dish he ate in the mountain vil- 
lages of Guizhou province. “After praying 
to the gods on an auspicious day, the entire 
village would cook chicken in large woks 
for everyone to share,” he recalls. “The trick 
is to stir-fry until all the liquid is gone.” 

Dan emerges from the kitchen look- 
ing like one of those placid middle-aged 
men who spend their days in Shanghai's 
parks tending to caged birds. The soft-spo- 
ken, skinny 49-year-old, who favours Chi- 





NEW WAVE: Dan Qin is creating 
lighter-tasting Chinese fare in Shanghai 


nese-collared shirts and tortoise-shell 
glasses, says that when he first started 
cooking 31 years ago it was still seen as a 
lowly job. Like most chefs then, he 
learned on the job. 

He slowly moved up the ranks, until 
he was offered a position at a Chinese 
restaurant in Germany in 1989. After sev- 
eral years in Europe—“where Chinese _ 
food never changes"—Dan came home. 
Rather than going back to his comfortable 
position at Meilongzhen, he decided to 
backpack for several months. In Xinjiang, 
he tasted cumin for the first time and 
enjoyed the sweet-and-sour flavour of 
tomatoes with vinegar. 

Back from his travels, he bounced 
around various restaurants until he met a 
restaurateur who shared his food philos- 
ophy of creating lighter dishes that com- 
bine various regional influences. Takashi 
Miyanaka, owner of the popular Le Garcon 
Chinois, had almost given up on his search 
for a like-minded chef. “Chefs who were 
willing to cook in a nontraditional way 
didnt have enough experience, while old 
chefs are set in their ways," Miyanaka 
explains. And so was born Yin, a handsome 
but simply designed restaurant filled with 
hardwood floors, silk pillows, and con- 
temporary Chinese art. 

Food-writer Jiang says of 
Dan that “he’s able to pre- 
serve traditional Shanghai 
ways of cooking and merge 
it with regional influences. 
He makes it accessible to 
Shanghainese and foreign- 
ers alike." Not all locals, who 
make up 30% of Dan's cus- 

tomers, agree. "They'll com- 

plain that there's not enough flavour or 
they'll ask, why is the portion so small?" 
says Dan. But he's confident he'll even- 
tually persuade them to lose their MSG 
addiction. “This,” Dan says confidently, “is 
the path that Chinese food will go down. 
JEN LIN-LIU 


YIN 

Old Jinjiang Hotel Gate No. 2, 

No. 59 Mao Ming Nan Road, Shanghai. 

Tel.: (86 21) 5466 5070 

Reservations recommended. Prices, typically 
for a main course, up to $15 per dish 
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Parts Add Up to Profit 


When bicycles still ruled the road in China, Lu Guangiu started making parts for cars. 
Now he’s experimenting with parts for electric cars to try to stay ahead of the pack 


OVER THE NEXT DECADE, economists predict 
that consumer spending on cars and homes will be 
the prime movers of China’s industrialization and 
economic growth. After three decades of position- 
ing himself, few Chinese are better poised to profit 
from the dawning of the nation’s automotive age 
than car-parts magnate Lu Guangqiu. 

Listed by Forbes as China's fourth-wealthiest 
man with personal assets estimated at $650 mil- 
lion, Lu heads the Wanxiang Group, which claims 
to be China's second-largest private firm. Last year, 
its sales topped 15.2 billion renminbi ($1.8 billion) 
and it employed over 31,000 people. Wanxiang is 
also the largest private firm in coastal Zhejiang 
province, the stronghold of free enterprise in China 
and Lu's native home. 

Lu's business empire illustrates how China's pri- 
vate firms must develop to survive. Zhejiang's 
flexible, family-based manufacturing firms—known 
locally as "little dogs"—are already among China's 
most competitive, dominating global markets for 
many light industrial goods. But in the car and 
car-parts industries, their progression up the value- 
added chain has been slow. This year the threat of 
foreign competition looms large, as China will drop 
many trade barriers protecting its car industry in 
line with its World Trade Organization commit- 
ments. Meanwhile, prices for industrial inputs have 
soared this year, hurting Zhejiang firms' cost advan- 
tage. “If the little dogs don't grow into big dogs, then 
there's no hope,” Lu tells the REVIEW. 

Because of long-standing discrimination 
against private firms in China, Lu has made for- 
eign markets and capital the linchpin of his growth 
strategy. Wanxiang filled its first overseas order for 
universal joints in 1984 and exported $380 mil- 
lion worth of goods last year. It has holdings in 
roughly 25 overseas firms. Although Wanxiang 
now controls around 60% of the Chinese 
market for universal joints, it still 
only has control of around 
2% of the global market. 

“Whether it’s domestic 
or foreign companies, I 
look at what they have in 
the way of management, 
markets and technology," Lu 
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explains. “The crucial questions are: What do they need from me? 
What do they have?” 

Overseas, Wanxiang holds stakes in Illinois-based car-parts mak- — 
ers Rockford Powertrain and Nasdaq-listed Universal Automo- 
tive Industries. It has sold parts to Ford and General Motors and 
parts giants Delphi and Visteon. Domestically, Wanxiang’s listed 
subsidiaries include drink maker Chengde Lolo. 

Outside his main product line, Lu has diversified into finan- 
cial services, hotel management, road and bridge development 
and eel and snake farms. 

Lu has also succeeded by staying ahead of the pack. He 
began in 1969 with $488 in capital and six staff. His workshop 
began manufacturing tractor parts and assorted hardware. Bicy- 
cles ruled the roads in the early years of the reform era and 
friends urged him to make what he was already familiar with. 

But Lu looked ahead to cars. There were already 

dozens of makers of universal joints, which con- 
nect axles to drive trains. But few of the 
wanxiang (myriad-direction joints, as they 
are known in Chinese) were of the quality 

needed to be used in imported vehicles. 

Now, Lu is experimentally making parts 

for cars that run on electricity and alterna- 
tive-energy sources. His ultimate aim, he 
confides, is to make an entire car. But Lu says 
he will be unable to compete with estab- 
lished car makers until his annual rev- 

enues top $12.1 billion. 

Since the dark days of the Cultural 
Revolution, when he was attacked for his 
entrepreneurship and scraped by repair- 
ing bicycles, Lu has won ample recog- 
nition. As a Communist Party member 
and parliamentarian, Lu has become one 
of China’s most outspoken advocates for 
private enterprise. Recently, he has lob- 
bied government to offer tax breaks to 

encourage private firms to absorb more 
surplus rural labour. 

Lu will turn 60 next year, but shows 
no sign of slowing down. However, his son, 
Lu Weiding, has climbed through the ranks 

and is in position to eventually take the helm. 
Lu downplays any suggestions of a family busi- 
ness empire in the making, describing his ration- 

ale for the succession simply: “I trust him." 
ANTHONY KUHN 


































June 3, 2004 









Keeping up with new (/ Customers. 


KimbertyaCladke Corporation i is home to some of the world’s most 
frusted brands—like HUGGIES® and KLEENEX”. With operations 
in 43 countries, the company needed to simplify its operations 
to remain nimble. HP helped them implement a standardized 
y environment that streamlined the move into new markets and 
the integration of disparate technology into their operations. 
ay, Kimberly-Clark enjoys a 41% lower TCO of IT, and is 
sy able to stay ahead of its customers. www.hp.com/adapt 
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Mr. Gerardo Ablaza, Jr. 


Asia Business Leader of the Year 
Globe Telecom Inc. 
Philippines 


Mr. Nandan M. Nilekani 


Corporate Citizen of the Year 
Infosys Technologies Ltd 
India 


Mr. Steve Chang 
Innovator of the Year 
Trend Micro Incorporated 
Founded in California ; Headquarters in Japan 


Mr. Zhai Ruo Yu 
China CEO of the Year 
Beijing Datang Power Generation Ltd 
China 


Mr. Gerardo Ablaza, Jr. 
The CEO Choice of the Year 
Globe Telecom Inc. 
Philippines 


Our congratulations 
to the stars of Asian business. 


The stars of Asian business 
continue to shine and nowhere 
brighter than at this year's Asia 
Business Leader Awards in Shanghai 
— the centre stage of today's globa! 
business. All five Award winners 
steered their companies through 
dynamic and challenging times and 
demonstrated the vision to seek 
and create new opportunities, thus 
helping to define success through 
leadership. The same qualities that 
we at TNT aspire to every day. 


Business Logistics Solutions 
that deliver 
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. The world needs more energy 
ie and we're sharing ways to get it. 


Developing energy today requires the most advanced technology. Like the world’s first floating spar platform that lets 
us simultaneously drill and produce in deep water. We're sharing innovations like that with our partners. And 
helping them build the skills to use them. Because meeting energy needs, while developing people and opportunity, 
is how we put strong partnerships together. 
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Turning partnership into energy." 





. RUBBER PLANS 
-I found your article [Thailand's Over- 


stretch, May 27] on rubber produc- 
~ tion in northeast Thailand very inter- 
esting. I live in northern Laos and have 
seen efforts by the local government to 
promote rubber production in the area. 
This year, large tracts of forest have 
been cleared and planted with rub- 
ber. Clearly, this is being pursued in an 
area beyond the optimal climatic zone 
for rubber production. As all ofthe rub- 
ber will be sold to businesses in China, 
I wonder what kind of price they will 
offer and if this will be subsidized by 
the Chinese government, 

It would interesting if the Review 
could do a follow-up article on rubber 
production in Luang Namtha in Laos 
and perhaps southern China. 


BILL TUFFIN 
Luang Namtha, Laos 





PAPER CALCULATIONS 
I was intrigued to read in A Global 
Paper Trail [CEO Call, May 20] that the 
60 trillion pages of paper used every 
year for computer print-outs could 
come out of a mere 500,000 trees. 
The ubiquitous A4-size computer 
print-out page weighs roughly 5 grams. 
So 6o trillion pages would weigh about 
300 billion kilograms. Using data on 
an "average" Douglas Fir tree used for 
making pulp, each tree provides 
roughly 750 kilograms of usable pulp. 
Consequently, the number of trees 
required to produce 3oo billion kilo- 
grams of paper is more like 300 billion 
divided by 750, i.e., about 400 mil- 
lion trees. (Assuming that paper mass 
is equal to the pulp mass that goes into 
making the paper, which is not entirely 
true but acceptable in such a rough- 
and-ready calculation.) This is about 
800 times your estimate, 


SUDIPTO GHATAK 
Singapore 


In your article, you say that “an effort 
to reduce print volumes would have an 
even greater environmental impact." 
Yes. But which way? The logs of tall for- 
est trees are not the ideal material for 
paper making. It is better to use rela- 
tively small trees from plantations. 
Once plantations are harvested of these 





trees, they are replanted. In many 
places, parts of South America in par- 
ticular, old abandoned worked-out 
farmlands or pastures are being 
reclaimed for such plantations, reduc- 
ing land degradation and providing 
employment and business opportu- 
nities where otherwise there would be 
none. Surely this is a good thing. 


JOHN M. MORRIS 
Horsham, West Sussex 


GIVE PEACE A CHANCE 
in The Uri Party Wins (Editorials, Apr. 
29], you again show complete disre- 
gard for people living on the Korean 
peninsula. Once American troops are 
away from the frontier with North 
Korea and from Seoul, they will be out 
of reach of North Korean artillery. 
Then, the United States can bomb 
North Korea without harm to Ameri- 
can soldiers. The fact that people in 
Seoul might suffer seems to be of no 
interest to you. 

The region will be best served by 
a policy of positive engagement among 
countries in the area. The present U.S. 
administration has no interest in find- 
ing a solution on the Korean penin- 
sular. Some in the U.S. only talk about 
war as the solution to problems such 
as those presented by North Korea. But 
Iraq and many other examples show 
that war is no solution, and that instead 
positive engagement can work. When 
will the Review show care for the inter- 
ests of people in the Far East and look 
less to Washington? 


WILLY VAN DAMME 
Dendermonde-Grembergen, Belgium 


CORRECTION 

In China Inc. Turns to Spin Doctors 
[May 27], we should have said that Xinhua 
PR Newswire is a joint venture between 
Xinhua Finance, a news and financial- 
services company backed by China's 
official Xinhua news agency, and the 
Britain-based firm United Business Media. 
We mistakenly reported that Xinhua, the 
news agency, was a joint-venture party. 
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June 4, 2004, in Hong Kong The Tiananmen anniversary 


is a reminder to the city of the communist powers it must struggle to keep . at bay 


. ANNIVERSARIES are subjective exercises that often are little 
. more than opportunities to indulge in a group wallow in senti- 
mentality. So you can be forgiven for thinking that the 15th 
anniversary ofthe Tiananmen Massacre is hardly so distinct from 
the 14th or the roth that it merits remarking on. Yet this year's 
remembrance has a particular resonance. Not for signposting 
. the events of that day a decade and a half ago—that murderous 
. flexing of communist might needs no help to remain in our 
memory. Instead, the significance of the day shifts south from 
Beijing to Hong Kong, for which the commemoration is a cogent 
- reminder of what is at stake as the struggles of 1989 are replayed 
in a different form in the city. 
| Seven years ago, Hong Kong was handed over to the main- 
land, which promised local people a high degree of autonomy 
in ordering their political life. Contrary to dire predictions, 
the handover for many years did not result in an abbreviation 
of liberties. Beijing did little in those early days, not because 
of moral rectitude but for reasons of expediency. Hong Kong 
and the rest of Asia were in the depth of a severe economic 
. crisis; to bolster confidence, Beijing held back its political inten- 
` tions. But with recovery established, the gloves are off. From 
attempts to legislate national-security laws to Beijing's assertion 
of its right to be the final arbiter of the local constitution, 
- Hong Kong began last year to be slowly dragged into the main- 
_land’s political orbit. So much for "one country, two systems." 
As communists, China's leaders often see things through the 
- perspective of economics. So not surprisingly, Beijing's plans are 
: to extend to Hong Kong the same compact it offered its mainland 
- Subjects: For the right to grow rich, citizens surrender political 


Extradition The Australian justice minister refuses to explain himself | - 


rights that can threaten communist prerogatives. The P REOR 
of nationalist pride further cements loyalty to the state. 





From the Closer Economic Partnership Arrangement to ; 


easing restrictions on mainland tourists headed for Hong Kong, 
Beijing probably is genuine in hoping these and its other initia- 
tives will allow the city to further shine economically, Butin return, 
it expects the same forced obeisance from Hong Kong people that 
it has received from mainland Chinese. That's why Beijing was 
so surprised by Hong Kong's stroppy outrage last July 1 against 
attempts to legislate national-security laws. To Beijing, this was 
ingratitude, and a break from the social contract. — 


What China's leaders fail to understand is that fee people do — | 
not willingly give up their liberties. The compact worked on. . 


the mainland because many (but certainly not all) mainland Chi- — 


nese will not easily recognize something they have never ‘enjoyed 
freedom. When they are poor, many are more willi ingi to sacrifi 
it when prosperity is offered in its stead, But the cal 


ferent in Hong Kong, where people recognize that wealth is is » 


not mutually exclusive with freedom, but is a precondition. 








Today, the signs aren't good for Hong Kong. The rapid pace of ut 
economic expansion on the mainland and the authorities appar- 


ent belief that most Chinese there are honouring the compact 
of their own free will—forgetting that this acceptance came out. 


of the barrel of a gun on the day honoured on June 4—1mean ` 


that Beijing is unlikely to feel the need to adapt to Hong Kong. 


That means the liberal-minded city is set to bump up against a z 
communist hard line again and again. The commemoration of 
June 4 is a reminder to Hong Kong of the unreconstructed tyranny — 


it must negotiate with to maintain its current liberties. | 














AUSTRALIA'S justice minister, Chris 
Ellison, has just approved the extradi- 
tion of Ng Ship-ping to Hong Kong to face 
corruption charges. Mr. Ellison's decision 
-in Mr. Ng's case brings into sharp focus 
. his inexplicable refusal to approve the 
. extradition of two others sought by Hong 
Kong, David Hendy and Carl Voigt. 
What subtle nuance between the cases 
. prompted Mr. Ellison to decide one way 
-with Mr. Ng and the other with Messrs. 
. Hendy and Voigt? Hong Kong residents 
and their Australian friends want to know. 
. Reportedly, a Hong Kong official has even 
- questioned if there was a racial element 
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in Mr. Ellison’s decision. Mr. Ng is an eth- 
nic Chinese, the other two are Caucasians. 
But if anything, the minister has grown 
even more adamant that he owes the pub- 
lic no explanation for his refusal to send 
Messrs. Hendy and Voigt to Hong Kong. 
The fact is, just like Mr. Ng, Messrs. 
Hendy and Voigt stand accused of cor- 
ruption. The latter two have been pur- 
sued for several years by Hong Kong’s 
Independent Commission Against Cor- 
ruption in a case involving substandard 
building work on a housing estate in the 
late 1990s. Four people have already 
been found guilty for their part in the 


scandal and handed jail terms. 


In 2002, Australian police arrested 
both men on behalf of the ICAC. Subse- 
quently, the courts cleared the way for - 
them to be extradited. Then, surprisingly, 5 


Mr. Ellison nixed the extradition. 
Certainly, the m 
he wants that he's: 













ster can claim all 5 
nder no obligation 


to explain his decision. That being the - 
case, the Hong Kong government is just 


as justified in lodging a diplomatic protest 
with Australia. For the rest of us, we'd just 
like to know what difference Mr. Ellison 
sees between the cases ES Ng nd Ping 
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Apec Forum Mulls 
An Upgrade 


The Asia-Pacific Economic Cooperation forum, or Apec, is 
weighing a proposal to transform the regional grouping 
into a full-blown free-trade area. The idea was recently 
broached during policy-discussion meetings held in Chile, 
where Apec's annual summit will be held in November. A 
Canadian business association attached to Apec drafted the 
proposal, and a group of academics is now gearing up to con- 
duct a feasibility study on the idea, according to a Thai aca- 
demic who attended recent meetings. The Canada-sponsored 
move comes in reaction to the growing number of bilateral 
free-trade agreements brokered among Asian countries. There 
are currently 80 such pacts among Pacific Rim countries, and 
many more under negotiation, according to Apec’s Web 
site. Apec officials said during last year’s summit in Bangkok 
that the trend could lead to trade barriers between the group- 
ing’s 21 member countries, which account for nearly half of 
all world trade. The motion to upgrade Apec into a func- 
tioning free-trade area is also being pitched as a possible 
regional alternative to the World Trade Organizations mul- 
tilateral track, which has recently bogged down over agricul- 
ture issues. Apec was established in 1989 to promote free 
trade and investment in Asia, but since then the forum has 
dealt mainly with trade facilitation rather than binding lib- 
eralization measures. 


UriGHURS Go TO GROUND IN PAKISTAN 

Chinese security officials believe that Muslim militants from 
the northwestern province of Xinjiang have found sanctu- 
ary in Pakistan. A recent report in the Lahore-based Daily 
Times newspaper cites Ma Mingyue, deputy director of pub- 
lic security for Xinjiang, as saying that ethnic Uighurs from 
the East Turkestan Islamic Movement (ETIM) are hiding in 





A LAIR IN LAHORE: Uighurs hide in the beautiful Pakistani city 
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Lahore and Rawalpindi. Ma said the militants had merged into 
the population of the two northern cities, while adding that 
Pakistani police were trying to track them down. He did not 
make any link between the Uighur fugitives and the killing 
ofthree Chinese engineers in a car-bomb blast near the south- 
ern Pakistani port of Gawadar on May 3. No one has claimed 
responsibility for the attack. The ETIM operates mainly in Xin- 
jiang and seeks the creation of an independent state there. Ma 
was quoted as saying that separatists had killed 162 people 
in Xinjiang between 1992 and 2001. The United States in 
August 2002 listed the ETIM as a terrorist organization, 
with the United Nations following suit two months later. 
The ETIM denies charges that it has links with Al Qaeda or the ~ 
former ruling Taliban of Afghanistan. Ethnic Uighurs are 
known to have studied at religious schools in Pakistan and 
to have fought with the Taliban in Afghanistan. 


CHINA ARRESTS SUSPECTED TAIWAN SPY 
Chinese authorities have arrested a government official in the 
eastern city of Nanjing on suspicion of spying for Taiwan. 
Police picked up Zhang Huaining, the vice-director of the 
Nanjing Municipal Taiwan Affairs Office, at an undisclosed 
location in January, according to a Communist Party anti- 
corruption official in Nanjing. The official adds that Zhang, 
who had access to sensitive Taiwan-related information, is still 
being questioned and charges have yet to be laid. But the alle- 
gations against him, if proven, suggest a rare infiltration by 
Taipei's intelligence network into the mainland's Taiwan 
policymaking apparatus. Beijing regards Taiwan as a rene- © 
gade province. Zhang's case follows several espionage-related 
arrests in Nanjing in February, including the detention of 
Taiwanese Military Intelligence Bureau Col. Li Yun-pu and 
his alleged accomplice, People's Liberation Army Col. Chen 
Zhihan, who faces execution if convicted of spying. It is not 
clear if Zhang's case is related to the others. 


PATRIOT ACT REACHES TO INDONESIA 

United States banks doing business in Indonesia could have 
some major headaches in store as they comply with the anti- 
terrorist USA Patriot Act. The act, passed in the wake of the 
September 11, 2001, terrorist attacks in the U.S., grants Wash- 
ington the authority to freeze some of the assets of Ameri- 
can banks that have overseas partners which the U.S. suspects 
of involvement in money-laundering or terrorist-financing. 
The Patriot Act effectively requires U.S. banks to know their 
customer’s customer—easier said than done in Indonesia’s 
murky business scene. Already this year, four major European 
or U.S. banks have asked their local partners in Indonesia 
to tighten scrutiny of transactions and customers, accord- 
ing to government officials. But the problem for U.S. banks 
is that ill-trained anti-commercial-crimes agents in Indone- 
sia, which only declared money-laundering a crime in 2002, 
are moving too slowly to investigate banks potentially involved. 
The central bank has referred 95 out of 662 cases of suspi- 
cious financial transactions to the police in recent months, 
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but only five have been passed on to the attorney-general's 
office. U.S. interest in Indonesia increased further after a spe- 
cial unit of the Organization for Economic Cooperation and 
Development in 2001 listed it as one of the top seven money- 
laundering centres in the world. 


VIETNAM AND U.S. Tort TOWARD SUMMIT 
Vietnam and the United States are exploring a raft of bilateral 
exchanges over the next few months to maintain momentum 
in their improving bilateral relations until the two countries 
can arrange a summit of their top leaders. The two sides are 
discussing a possible visit to Washington by top Communist 
Party member Phan Dien before the U.S. presidential elec- 
tion campaign reaches full speed in September, according 
to U.S. and Vietnamese officials. Phan Dien is the Politburo's 
point man on economic policy. The Pentagon is exploring 
sending Assistant Secretary of Defence Peter Rodman to 
Hanoi around July. Vietnamese officials say one of the topics 
Rodman is expected to discuss is broadening the search for 
Americans missing since the Vietnam War to the sea, where 
several hundred U.S. pilots crashed. The two countries are 
also exploring a possible visit by the Vietnamese president 
or prime minister in 2005 to reciprocate former U.S. Presi- 
dent Bill Clinton's landmark visit to Vietnam in 2000. Hanoi 
also hopes that the U.S. president, either George W. Bush 
or Democratic challenger John Kerry, will visit Vietnam in 
2006 when the country hosts a summit of the Asia-Pacific 
Economic Cooperation forum. 


CHINESE AUCTION OFFERS HOPE 

China’s first distressed-property auction by China Construc- 
tion Bank was a glimmer of hope for local banks looking for 
new ways of cleaning up their debt-laden balance sheets 
and good news for foreign investors who'll make money on 
the real estate they bought at a fraction of its true value. But 
the May 27 auction's success also highlights the mounting 
pressure foreign investment banks are under to gain a piece 
of this lucrative asset class in China, even as the country’s 
economy is slowing down. Only a handful of foreign invest- 
ment banks own significant distressed loans or assets in 
China. Those who failed to win or even place a bid in the CCB 
auction may start to find themselves worrying about their 
strategic positions in the market and their budgets—and sur- 
vival—within their own firms, bankers and financial advisers 
say. “After this auction, the pipeline looks pretty thin,” says an 
executive at a United States accounting firm. “People who 
don't have any assets under their belts might not get anything 
now.” That sense of urgency may explain the closeness and 
competitiveness of the last auction, in which bids by Morgan 
Stanley and Deutsche Bank narrowly won. While Deutsche 
Bank might be able to justify the expenses incurred in con- 
nection with its bid, other relative newcomers JPMorgan, 
Merrill Lynch and UBS may have more difficulty persuading 
their companies to provide more capital. Consolidation in 
Chinese distressed debt could be afoot. 
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Indonesian Election Campaign Kicks Off 


Campaigning for the country’s first direct presi- 
dential election got under way on June 1, with the 
latest polls showing a former security minister 
way ahead in the race. The International Founda- 
tion for Electoral Systems survey, funded by the 
United States and the United Nations, showed 
Susilo Bambang Yudhoyono leading President 
Megawati Sukarnoputri with 41% of the vote 
against 11.2%. Megawati tried to steal an edge on 
her rivals on the campaign eve by pledging to 


siaynay 





FRONT RUNNER: Yudhoyono 


create millions of new jobs 
and to double the salaries 
of civil servants. Former 
army chief, Wiranto, was 
ranked a close third out of 
the five candidates 
running in the July 5 poll. 
Observers say the weak 
economy is uppermost in 
many voters’ minds. 


———_—_—————— SS ———————————————————————————————————— 


India’s new Congress Party-led 
coalition government released its 
shared policy agenda, known as 
the “common minimum 
programme.” The document 
pledged to boost economic 
growth to 7%-8% annually, 
increase investment in India’s vast 
agricultural sector, and beef up 


spending on health and education. 


The new government also will 
solicit fresh foreign direct invest- 
ment, especially in infrastructure, 
technology and export-related 
businesses. At the same time, the 
document signalled a retreat from 
some of the policies followed by 
the previous government, such as 
the privatization of profitable 
state-run businesses. Such sales 
will not take place, according to 
the programme. It also ruled out a 
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change to India’s labour laws to 
allow large companies to fire 
workers indiscriminately. Both 
moves reflect the concerns of the 
new government's left-wing 
allies, who will provide critical 
support to the coalition in 
parliament. India's benchmark 
stock index fell 4% on the news, 
but had recovered slightly as the 
REVIEW went to press. 





PLEDGE: More investment in agriculture 
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JAPAN 


Japan’s trade surplus in 
April leapt 30.3% on a 
year ago, powered by 
exports to Asia, where 
demand for steel and 
electronic goods is high. 
Japan’s surplus on trade 
in goods for April rose for 
the 10th month in a row 
to ¥1.07 trillion ($9.63 
billion), the Finance 
Ministry said. Japan’s 
trade surplus with Asia 
grew 62.6% in April, 
whereas that with the 
United States shrank 
2.4%. The data are more 
signs of healthy growth. 


HONG KONG 


Hong Kong’s economy 
grew at the fastest pace 
for more than three years 
in the first quarter, but 
the surge in activity looks 
sure to ease later this 
year as uncertainties in 
the global outlook take 
their toll. The territory’s 
GDP grew 6.8% in the 
first three months of 
2004 compared with a 
year earlier, to HK$369 
billion ($47.3 billion) in 
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price-adjusted terms. 
That follows a 4.9% on- 
year increase in the 
fourth quarter of 2003, 
and as with that quarter, 
strong consumer spend- 
ing and exports contin- 
ued to be key drivers. 


SINGAPORE 


The ruling People’s Action 
Party endorsed Lee Hsien 
Loong, son of Singapore’s 
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founding father Lee Kuan 
Yew, to become the island 
republic’s next prime 
minister. Prime Minister 
Goh Chok Tong will 
announce the handover 
date in July. 


PAKISTAN 


President Pervez Mushar- 
raf said junior army and 
air force personnel had 
been arrested for sus- 
pected involvement in 
two attempts on his life in 
December. Security 
forces are also seeking 
Pakistani militant Amjad 
Hussain Faroogi in 
connection with the 
assassination bids. The 
fugitive is also wanted 
for the killing of Wall 
Street Journal reporter 
Daniel Pearl. 





PHILIPPINES 


| 


The economy grew at its 
fastest rate in five years 
in the first quarter of 
2004, as farming output 
and consumer spending 
rose. The rise in GDP—up 
a seasonally adjusted 
2.2% from the fourth 
quarter—led Manila to 
retain a forecast of 5.8% 
growth for the year 
despite high oil prices. 


THAILAND 


The government indefi- 
nitely postponed planned 


SACRILEGE: Damaged 
Buddhist shrine 





talks with Muslim sepa- 
ratist leader Wan Kadir 
Che Man. The decision 
came amid stepped-up 
violence in Thailand’s 
Muslim-majority southern 
provinces, including the 
decapitation of a Bud- 
dhist rubber worker and 
the ransacking of a 
Buddhist shrine. 


AUSTRALIA 


A Perth court sentenced 
Jack Roche, Australia’s 
first convicted terrorist, 
to nine years in prison for 
plotting with Al Qaeda to 





GUILTY: Jack Roche 


bomb the Israeli embassy 
in Canberra. The prosecu- 
tion had sought a 
maximum 25-year 
sentence for the British- 
born Muslim, but the 
government hailed the 
sentence. Roche changed 
his plea to guilty on the 
10th day of his trial. 


India’s state-owned flag 
carrier plans to launch a 
low-fare airline service 
later this year under the 
brand name Air-India 
Express. On an average, 
the new airline service 
would cost 25% less than 
the normal Air-India fare, 
Federal Civil Aviation 
Minister Praful Patel 
said, adding: “We will 
start with a lease 





programme . . . about six 
aircraft initially, and take 
it to 14 subsequently." 
The carrier will fly from 
New Delhi and Mumbai to 
the Middle East and Asia. 


INDONESIA 


Immigration officials on 
June 1 ordered two 
expatriate staff of a 
Brussels-based conflict- 
resolution group to leave 
Indonesia "immediately." 
No specific charges were 
made against the 
International Crisis 
Group's Southeast Asia 
director, Sidney Jones, 
and analyst Francesca 
Lawe-Davies, but a letter 
carrying the order said 
they were in violation of 
immigration laws. The 
ICG has written influen- 
tial reports on the 
political situation in 
Indonesia, including the 
separatist struggles in 
Aceh and Papua. (See 
article on page 18.) 


NEPAL 


The country's five main 
political parties failed to 
agree on a candidate to 
become prime minister. 
King Gyanendra had given 
them until May 31 to 
come up with a candidate 
with a "clean image" to 
replace royal appointee 
Surya Bahadur Thapa, 
who resigned on May 7 
amid calls for the restora- 
tion of democracy. 


VIETNAM 


The National Assembly 
voted to sack Agricul- 
ture and Rural Develop- 
ment Minister Le Huy 
Ngo, apparently over his 
links to a massive 
embezzlement case that 
cost the government 
nearly $7 million. 


SPOTLIGHT 


SECURITY 
RISK: Sri 
Lankan 
business- 
man Tahir 
is held 





DELAYED DETENTION 
The United States has welcomed Malaysia's arrest - 
of a Sri Lankan businessman allegedly at the cen- 
tre of an international nuclear-related smuggling 
ring. The authorities are holding Buhary Syed Abu 
Tahir under security laws which allow for indefinite 
detention without trial. 

But Washington wants Kuala Lumpur to do 
more. Regional diplomats and Malaysian offi- 
cials say the U.S. wants Prime Minister Abdullah 
Ahmad Badawi's government to introduce more 
rigorous export controls to combat the increasing 
sophistication and deviousness of nuclear prolif- 
erators. “It’s something that needs a lot of study 
because of the impact it could have on our trade," 
says a senior Malaysian official. 

Proponents of tighter measures argue that 
Malaysia's export-control regime hasn't kept pace 
with economic advancements. Over the past three 
decades, commodity-export-dependent Malaysia 
has become increasingly reliant on manufacturing. 
Multinationals use Malaysia as a base to produce 
sophisticated hi-tech components that could also 
be used to produce nuclear weapons. 

"Malaysia has capabilities that were used clan- 
destinely. That means that they need to catch 
up, that Malaysian officials need to catch up," says 
a senior U.S. official. He was referring to Tahir's 
alleged role as a key middleman in a nuclear-linked 
smuggling operation run by disgraced Pakistani 
scientist Abdul Oadeer Khan. 

Malaysia declared Tahir a national security 
threat in May, months after police began investi- 
gating allegations that he misled a company con- 
trolled by Badawi's son into providing centrifuge 
components for Khan's operation. Leslie Lopez 
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The central government has tried the hard approach and the soft. But as Hong Kong's 
marching season approaches and with an election on the way, Beijing is growing ever more 
nervous about popular demands for democracy 


IT WAS A CONFUSING week for the peo- 
ple of Hong Kong. First they saw the dark 
side of Chinese rule with news that three 
popular radio talk show hosts were pres- 
sured to resign with threats of violence 
allegedly backed by the central govern- 
ment in Beijing. Then they were treated 
to a benevolent spectacle when officially 
atheist Beijing sent a holy Buddhist relic 
as a gesture of religious goodwill towards 
the people of Hong Kong. 

The Buddha’s finger, which drew as 
many as 60,000 visitors on the first day 
it was displayed, was accompanied by Liu 
Yandong, a senior official from the United 
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By Michael Vatikiotis/HoNc Konc and Anthony Kuhn/BEIJING 


Front Works Department, an agency 
intended to cultivate allies for the Com- 
munist Party, such as sympathetic Hong 
Kong residents. "There are no problems 
that cannot be solved if we have more dia- 
logue,” she said. 

But leaders in Beijing, nervous about 
continued political ferment in Hong 
Kong, will soon see expressions of dis- 
content also drawing large crowds. Thou- 
sands of people marched in Hong Kong 
on May 30 to mark the 15th anniversary 
of the violent suppression of student 
protests in Beijing’s Tiananmen Square 
in 1989, and tens of thousands tradi- 


tionally gather for a candlelight vigil on 
June 4 to commemorate the dead. Then, 
on July 1, even greater numbers are 
expected to march in protest against the 
Hong Kong leadership and call for 
greater democracy. 

Beijing's concern about frustration in 
Hong Kong has been evident since last 
July 1, which saw more than half a mil- 


. lion people take to the streets in opposi- 


tion to efforts at repression by the Hong 
Kong administration. 

But Beijing's varied and unpredictable 
response has spooked people in Hong 
Kong. On the one hand the central gov- 
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ernment has extended economic benefits, 
allowing in more big-spending mainland 
tourists and extending privileges to Hong 
Kong businesses on the mainland. On the 
other, it has threatened free speech and 
intimidated critics. 

The contrasting approaches could 
reflect different ideas among China’s top 
leadership about how to deal with Hong 
Kong’s demands for democracy. Last 
August, an article in the Chinese-language 
daily Hong Kong Economic Journal cited 
the opinions of leaders at a special meet- 
ing of the Communist Party’s Politburo 
Standing Committee held after the protest 
in July. Premier Wen Jiabao was quoted as 
telling the meeting that so many people 
took to the streets because the Hong Kong 
people were “trying to tell us to pay atten- 
tion to the problems of Hong Kong.” 

Vice-President Zeng Qinghong, re- 
sponsible for Hong Kong policy in the 
Politburo, was reported in the same article 
to have observed that Hong Kong ought to 
be governed by someone like former Sin- 
gapore Prime Minister Lee Kuan Yew. One 
of the hallmarks of Lee’s long tenure was 
an uncompromising approach to dissent. 

It was the latter approach that radio 
host Allen Lee says pushed him to quit. 
Speaking in May before a special panel of 
the Legislative Council, Hong Kong’s leg- 
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islature, he said that he felt his family had 
been threatened when a former Chinese 
official called him and asked about his wife 
and daughter. Lee promptly resigned from 
the popular Teacup in a Storm talk show 
after barely two weeks on the job. He also 
decided to give up his membership of 
China's parliament, the National People's 
Congress, or NPC, where he represented 
Hong Kong as an appointed member. 


TEACUP IN A STORM 

Beijing quickly denied that its officials had 
intimidated Lee. A central government 
spokesman told the Hong Kong media 
that Lee had asked “relevant persons" 
about possible conflicts between his sta- 
tus as a delegate to the NPC and his work 
as a talk-show host. "The relevant persons 
clearly responded that there was no con- 
flict," the spokesman said. A former 
mainland official, Cheng Shousan, sub- 
sequently admitted in a Beijing press con- 
ference that he called Lee, but only to 
"catch up as an old friend." 

Other allegations were made that 
members of triad gangs had participated 
in acts of intimidation against two other 
radio hosts. These claims were denied 
by the Hong Kong police. 

The Beijing-backed Wen Wei Po Chi- 
nese-language daily lashed back at the 
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radio hosts in a May 29 editorial, saying 
that any attempt to “take the opportunity 
to blacken the central government’s face 
and stir up the suspicions and mistrust of 
Hong Kong people towards the central 
government is extremely irresponsible.” 

The people have already been stirred. 
In a survey jointly carried out by the not- 
for-profit public-policy think-tank Civic 
Exchange and the University of Hong 
Kong, approximately half of the respon- 
dents who joined the July 1 protest last 
year said they would take part again this 
year. “The level of political discontent 
in Hong Kong appears high,” the sur- 
vey concludes. 

The rumbling train of dissent will 
come into the station on September 12, 
when voters will have a chance to elect 
half of the Legislative Council, or Legco. 
Technically, democrats could gain a 
majority in the Go-seat chamber despite 
a system that supports pro-Beijing, pro- 
business legislators. 

Official mainland scholars insist that 
Beijing has learned its lessons from three 
presidential elections in Taiwan. They say 
it will avoid a potential backlash in Sep- 
tember by not trying to influence voters 
or stop the July 1 protests. 

But that's not what pro-democracy 
activists in Hong Kong believe is >> 
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happening. They say that mainland 
authorities are desperate to prevent a land- 
slide for democratic forces in Hong Kong 
and are using intimidation to achieve 
this goal. Activists say they have endured 
physical assaults and the vandalizing of 
offices using red paint and excrement. 
They are telling voters to avert election 
fraud by photographing their 
completed ballot sheets with the 
cameras embedded in their 
mobile phones. 

Confronted by a wall of 
official denials, pro-democracy 
Legco member Emily Lau, 
whose office was recently 
smeared with excrement, claims: 
"These things are not necessar- 
ily being done by state organs 
directly, but by people who are 
influenced by them." 

Even those in Beijing who 
favour a more subtle approach 
to quelling dissent face the prob- 
lem that China can't deliver what 
many Hong Kong people want, 
argues Christine Loh, chief exec- 
utive of Civic Exchange. “Beijing 
cannot address the key demand, 
which is open political dialogue, 
so we're going to pass each other 
in the night," she says. 

“It’s not that China won't 
allow democracy," insists Wang 
Zhenmin, a constitutional law 
scholar at Beijing's prestigious 
Tsinghua University. Building 
democracy, he says, “must be 
done according to the law, which 
says that the reforms must be 
gradual and proceed one step 
at a time.” 

Wang is part of the Hong 
Kong and Macau Research 
Centre, formed recently under 
China’s cabinet after Beijing was blind- 
sided by the massive turnout at last year’s 
July 1 protests. “If China weren't sincere 
about democracy, why would they write it 
into the Basic Law?” says Wang, referring 
to the constitution under which Hong 
Kong is governed. 

Despite being constrained by free- 
doms enshrined in the Basic Law, Chi- 
nese officials are often tempted to apply 
mainland political standards and tactics 
to Hong Kong, Wang says. And the urge 


Antony Dickson/SCMP 


14 Far Eastern Economic Review 





to silence dissent is the most instinctive. 

Wang has worked to tame such knee- 
jerk responses. As a teacher in a govern- 
ment-run sensitivity training programme 
for mainland education officials dealing 
with Hong Kong, Wang admonished his 
trainees: “You mustn't use a mainland 
perspective to judge Hong Kong issues. 
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RADIO HOST ALLEN LEE SAYS HE 
WAS PRESSURED TO QUIT BY A CALL 
FROM THE MAINLAND. THE 
PRO-BEIJING MEDIA SAY HE’S JUST 
STIRRING UP MISTRUST 


When handling specific issues, you must 
remember to use Hong Kong rules.” 
One of Beijing’s most persistent wor- 
ries is that Hong Kong will become a 
platform for dissidents, subversives and 
anti-communist forces. “The central gov- 
ernment is worried about Hong Kong’s 
free speech, and worried about people 
overseas using Hong Kong to criticize the 
central government,” says Liu Dasheng, 
a legal scholar at the Jiangsu School of 
Administration in the eastern city of Nan- 


jing. “Nobody has ever combined two 
political systems in one country before. 
It’s bound to produce conflicts.” 

What the Hong Kong people appear 
to want is the best of both worlds, accord- 
ing to survey data and political analysts. 
Not placated by improvements in the 
economy, residents still desire a better, 
more democratic government— 
and have no appetite for con- 
frontation with Beijing. “The 
silent majority won't go against 
Beijing,” says Bernard Chan, a 
conservative Legco member who 
represents the insurance indus- 
try. “But they don't want a yes 
man either." 

Christine Loh agrees with 
this assessment. She says her 
surveys show that people favour 
politicians who can engage with 
Beijing, and yet not capitulate 
to their demands. 

This puts the spotlight on a 
new group of professionals, 
mostly lawyers, who have risen 
to prominence in recent months 
under the umbrella of the Article 
45 Concern Group, which a mid- 
May survey by Civic Exchange 
found to be the most popular of 
all political parties and groups in 
Hong Kong. 

Politically experienced mem- 
bers of the Article 45 Concern 
Group, such as Legco members 
Audrey Eu and Margaret Ng, 
could do well in the upcoming 
polls, say Chan and others. And 
Beijing should not be spooked if 
they succeed, says Chan. “These 
people have a clear line of dia- 
logue with Beijing,” he says. 

With a healthy 32% of those 
polled in a late-May Civic Ex- 
change survey saying that they are “pro- 
democracy” and only 5% saying they are 
“pro-Beijing,” it would seem that Bei- 
jing will have a hard time persuading 
anyone that democracy can be delayed 
much longer. 

So it may take more than the Buddha’s 
finger to placate the public. The fear in 
Hong Kong is that there are others in 
China’s ruling circle, less disposed to 
the use of soft power, who would rather 
use the fist. = 
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DRY OFF LATER: 
Malaysia’s water 
minister says the 
capital could 
face shortages 
by 2007 
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MALAYSIA 


Water for Sale 


To improve water management, a minister wants 
to put the state's problems into private hands 


By Leslie Lopez/KUALA LUMPUR 


WITHOUT BETTER MANAGEMENT, Kuala Lumpur, the new 
administrative capital of Putrajaya and the rest of the densely 
populated Klang Valley region could face water shortages by 
2007, according to newly installed Energy, Water and Com- 
munications Minister Lim Keng Yaik. 

Lim is pushing for a complete overhaul of the country’s 
water-supply and distribution system to head off a crisis, begin- 
ning by putting water and sewage management in the region 
surrounding Kuala Lumpur into private hands. “We want this 
privatization to be the benchmark, something we can apply 
to other regions in the country,” Lim says. “There has to be 
a holistic approach, not ad hoc privatization plans.” 

That’s easier said than done. To begin with, there’s the 
difficult process of improving the business of water manage- 
ment. Plus, Lim’s proposed water-resource revamp is already 
facing stiff opposition from at least one politically well-con- 
nected private water company. The obstacles are turning the 
effort to bring order to Malaysia’s troubled water sector into an 
important economic-policy test for Prime Minister Abdullah 
Ahmad Badawi and his seven-month-old government. 

Senior government officials say that Abdullah has voiced 
support at cabinet meetings for Lims new approach to water 
management, which is likely to prompt a shake-out among 
private water concerns and radically alter several pending 
privatization proposals. 

Among them is the plan to privatize the water-treatment 
and distribution system for Selangor state, Kuala Lumpur and 
Putrajaya. Publicly listed Puncak Niaga was thought to have 
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secured tacit approval for the privatization from former 
Prime Minister Mahathir Mohamad’s administration last 
year. Several investment analysts tracking the company 
say they were told by Puncak Niaga executives that the award 
of the project to the company was a mere formality and was 
expected in May. 

But Lim, who was appointed to his new cabinet portfolio 
in late March, has temporarily suspended all privatization 
plans pending a review of how best to manage Malaysia’s 
water resources. 

Lim has already received approval from Abdullah's cab- 
inet to establish a national commission that will set tariff 
structures and other benchmarks for the sale of water and ~ 
will regulate private water companies that treat and supply 
water to consumers. This National Water Services Com- 
mission will also oversee sewerage systems. 

Lims new privatization scenario calls for the “regional- 
ization" of water-concession awards, with separate consor- 
tiums handling water-treatment, distribution and sewerage 
facilities for different parts of the country. 

In the past, privatization awards were made in an opaque 
manner, without public debate or competitive bidding, often 
with decades-long concessions going to politically influential 
companies or individuals lacking viable business plans. In 
several cases, the government has been forced to bail out 
privatized ventures because of mismanagement or financial 
problems. Among them is United Engineers Malaysia, the 
former investment arm of the country's dominant political 
party, the United Malays National Organization, which failed 
at operating a privatized light rail system in Kuala Lumpur. 


A $500 MILLION LEAK 

The now-suspended water-privatization plan for Selangor, 
Kuala Lumpur and Putrajaya faces some complex problems. 
For a start, the Selangor state government owes a total of nearly 
2 billion ringgit ($526 million) to four private companies cur- 
rently supplying Selangor's water. 

State officials attribute this to a huge shortfall between 
the amount Selangor pays the water concessionaires and 
what it collects from consumers. The officials say they're 
losing revenue because of water lost through leakage from 
dilapidated distribution systems and pilfering. They say as 
much as 6096 of the water supplied in Selangor disap- 
pears in this way, leaving the state without the revenue to 
upgrade systems. 

That's why Lim believes that the privatization award for 
the region should not be restricted to supplying treated water 
and the collection of water bills. The government, he says, 
would like to expand the privatization to cover the sourcing 
of water—including the construction of a pipeline to trans- 
port water from the rivers of Selangor's neighbour, Pahang 
state—and the management of the sewerage systems in 
the entire area. 

"Those who want to play must come with money and be 
ready to meet our benchmarks," says Lim, a 20-year veteran 
of Mahathir's cabinets. "There is profit to be made but the play- 
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ers must ensure reliable and quality water services." & 
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INDONESIA 


A Dinosaur in 
The Terror War 


Jakarta’s intelligence tsar has played a hey role 
in fighting terrorism, but critics say his tough-guy 
ways are out of date in today's democracy 





By Michael Vatikiotis/JAKARTA 
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A VETERAN UNDER FIRE: Hendropriyono at his headquarters 
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UNIFORMED GUARDS snap to attention as Indonesian intel- 
ligence tsar Abdullah Mahmud Hendropriyono heaves his 
bulky frame out of the electric golf cart he uses to get around 
his extensive National Intelligence Agency compound. The 
former three-star army general has arrived at his staff’s reg- 
ular evening karate training, and as he enters the hall more 
than a hundred people turn and bow. 

The passion for martial arts is part of a tough-guy image 
the 59-year-old Hendropriyono has cultivated for years. As 
a military commander under former President Suharto, Hen- 
dropriyono used uncompromising force. In 1989 he led an 
assault on a village in south Sumatra that wiped out a com- 
munity of alleged Islamic radicals and left scores dead. Many 
soldiers from that era have faded away in the face of reform 
and democracy. Hendropriyono, however, has reinvented him- 
self as Indonesia’s chief anti-terrorism expert. 

Using close political ties to President Megawati 
Sukarnoputri, the former special-forces officer, since taking 
over the agency (known as the BIN) in August, 2001, has effec- 
tively re-created the intelligence network that hardened Suharto's 
New Order regime. And because of his belief in fighting the ter- 
rorist threat in Southeast Asia while others disputed its seri- 
ousness, Hendropriyono gained the trust of United States 
officials following the September 11, 2001, attacks. 

That was before. These days, Hendropriyono is under 
fire for threatening to use violence against non-govern- 
mental organizations and having a hand in the expulsion of 
a prominent Jakarta-based American researcher who has 
helped expose Islamic militants held responsible for ter- 
rorist attacks in Indonesia. 

Sidney Jones, the director of the Brussels-based Interna- 
tional Crisis Group, was informed at the end of May that 
her visa would not be renewed. Hendropriyono, who weighs 
in on such visa matters, supported the decision. “Actions 
should be taken against those who disturb the government 
and the people,” he told The Jakarta Post. “Why should we 
let her stay here?” 

The intelligence chief also said that ICG was on a watch 
list of 20 NGOs considered to be threatening to national secu- 
rity. He warned that “old measures” could be used against 
NGOs that “sell out the country.” 

These words have a chilly resonance with Indonesians 
who recall the persecutions of the Suharto era. Within the 
new constraints of Indonesia’s democracy, newly minted 
legal rights make it hard for intelligence officials to pur- 
sue terrorism suspects with impunity, as they once did. “Peo- 
ple worry that Hendropriyono is trying to recreate the Suharto- 
era intelligence network. He may have been right about ter- 
rorist groups, but no one trusts him because of his New Order 
credentials,” says a prominent Indonesian academic, who 
asked not to be named. 

The approach highlights a troubling contradiction in the 
global war against terrorism, as democratic governments seek- 
ing to stamp out militancy find that it can be useful to sus- 
pend the rights of individuals. 

As many of Hendropriyono's critics acknowledge, the 
tough approach has paid off in Indonesia. In the days after 
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September 11, 2001, while many Indonesians rejected claims 
of the existence of extremist groups like Jemaah Islamiah (JI), 
Hendropriyono insisted that the threat was real. He met at 
that time with U.S. Central Intelligence Agency Director 
George Tenet. Working on information supplied by the CIA, 
Hendropriyono' agency quietly tracked down a number of 
terrorist suspects, including two who were subsequently 
handed over to American agents. 

“From September 2001 until October 2002, he was our only 
go-to guy on terror” in Indonesia, says a senior U.S. official. But 
since the Bali bombing on October 12, 2002, the police have 
stepped in and played a larger role, the official says. The official 
adds that Hendropriyono’s advocacy of the use of uncompro- 
mising force against separatist movements in Aceh and Papua 
has also soured ties between the BIN and the U.S. 

"Terrorists are undermining us and putting us in a bad 
light with the international community," Hendropriyono told 
the REVIEW in an interview at his lavishly refurbished East 
Jakarta headquarters. “We have to show the world that we can 
overcome them and fight against them." 

To do this he has dug deep into his military tool bag. For 
example, he boasts of a small army of informers drawn from 
among disillusioned Afghan-trained fighters. He claims 
that even prior to the Bali bombings his agency had leads 
on JI's existence, based on informer information. *They 
became our radar. These are the people that gave us the access 
to penetrate JI." 

His high profile has had its downside. Hendropriyono, 
worried about his own security, rarely sleeps at home and 
changes his mobile-phone number frequently, says a for- 
mer foreign military attaché who knows him well. 


HENDROPRIYONO IS UNDER FIRE FOR 
SUPPORTING TOUGH MEASURES THAT 


RECALL THE WORST OF THE SUHARTO ERA 


Indonesia has changed since Hendropriyono last battled 
Islamic radicals allegedly armed with poisoned arrows and 
hiding in trees in South Sumatra. At the height of the Suharto 
era in the 1980s, radical Islam was stamped on hard, forc- 
ing leading radicals like Abu Bakar Bashir and Abdullah 
Sungkar to flee to Malaysia. 

When they returned after the fall of Suharto in 1998, 
Hendropriyono argues, the military was powerless to detain 
people it knew were dangerous. *We were in a very differ- 
ent situation," he says. "We were no longer under an author- 
itarian system. We could not arrest or detain these people as 
we could do in the past." Worse, in Hendropriyono's eyes, 
under President B.J. Habibie in the euphoric aftermath of 
Suharto's fall, all political prisoners were amnestied, includ- 
ing the Islamic radicals. “Instead of ordering us to arrest these 
people, they got an amnesty. It was really confusing. If we 
arrest this man, we could be branded as traitors." 

So, he says, the radicals were free to organize and plot. Seen 
through Hendropriyono's prism, they were also becoming 
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TURNING POINT: Security forces in Bali in October 2002 


harder to stop because tough internal security laws were abol- 
ished. By the time alleged JI spiritual leader Bashir was brought 
to court in 2003, judges did little more than convict him on 
minor immigration charges. “We used to be able to remove the 
judges whenever they disappoint us,” Hendropriyono reflects, 
wistfully. “But now we cannot do that.” 

The intelligence chief prompted domestic criticism for his 
role in the arrests of three Indonesian militants in Manila 
in March 2002, and for handing over two Al Qaeda terrorist 
suspects—Pakistani Muhammad Saad Iqbal Madni and Iraqi- 
born Omar al-Faruq—to CIA agents. Madni later died in 
the custody of Egyptian authorities. 

Since then, and particularly after the Bali bombing, Hen- 
dropriyono has forged a much closer relationship with the 
Indonesian police. That's because the police department is 
the only arm of the Indonesian government with the power 
of arrest and the legal mandate to tackle terrorists on the 
ground. Hendropriyono has also increased the level of civil- 
ian recruitment. For the first time more than half the staff 
at the BIN, once dominated by the military, are civilians, 
says Ken Conboy, an American consultant who has written 
a book on Indonesia's intelligence services. 

Critics say Hendropriyonos zeal for terrorist hunting can't 
disguise the inefficiencies typical of any Indonesian bureau- 
cracy. An official attached to the Politics and Security Ministry, 
which officially oversees the BIN, says the agency’s intelli- 
gence product isn't always all that good. 

This hasn't stopped Hendropriyono from chasing after 
support from foreign governments willing to help Indone- 
sia improve its security agencies. In the lobby of his office, he 
shows off models of two elaborate complexes planned for intel- 
ligence training, one of them a grandiose "International Intel- 
ligence Institute" on Batam Island, close to Singapore. Classes 
are set to start in September in Jakarta with help from the Aus- 
tralian National University in Canberra. 

The idea is to attract foreign students and experts to learn 
about terrorism. "Indonesia is a very good example," he 
says with a broad smile. & 

John McBeth in Jakarta contributed to this article 
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| The Region 


ASEAN 


Jakarta Jilted 


Indonesia’s neighbours are not very supportive of 
its vision of a regional security community 


By Barry Wain/SINGAPORE 


INDONESIA IS HAVING PROBLEMS persuading its suspicious 
neighbours to go along with its vision of a regional security 
community, even though they accepted the general princi- 
ple of such an arrangement last November. Jakarta has shared 
its ideas with its nine partners in the Association of Southeast 
Asian Nations, but they appear to regard its energetic pro- 
motion of an Asean Security Community as a blatant and 
unacceptable bid to reassert itself 
over the rest of the region. 

Indonesia’s draft plan contains 
more than 70 specific proposals, 
most with dates for their implemen- 
tation. One idea debated publicly— 
for a regional peacekeeping force— 
is contentious enough; many others 
are even more controversial. They 
include the promotion of democracy 
and human rights, a commitment 
to free and regular elections, the 
untrammelled flow of information 
and the building of open, tolerant and 
transparent societies. 

Criticism of the proposals goes 
beyond the predictable objections of 
authoritarian or one-party states, such 
as military-run Burma, communist 
Vietnam and Laos, and Brunei, an 
absolute monarchy. Some countries 
see the document as an ill-advised 
attempt by democratizing but ailing 
Indonesia to reclaim its unofficial 
leadership of Asean, lost when Pres- 
ident Suharto was toppled in 1998. 
Jakarta denies it. 

Others fear it hints at something deeper, no less than a 
revival of what they call Indonesia's long-held grandiose notion 
of its place in the region. That notion, which seeks to exclude 
outside powers such as the United States and leave regional 
countries in charge of their own destiny, was summed up 
by the Indonesians decades ago in the slogan, “regional solu- 
tions to regional problems.” None of the other Asean mem- 
bers, however, is offering an alternative vision, devoting most 
of their energy instead to blocking Jakarta. 

“If you give in to Indonesia on this,” warns one Southeast 
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PROTECTING ASEAN: Troops prepare for a Bali summit 
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Asian official who doesn't want to be identified by name or 
country, “it will change something fundamental that made 
Asean work—the willingness of the largest member not to 
assert itself crudely or insist on always getting its way." 

Far from getting its way, Indonesia was required by sen- 
ior Asean officials in February and May to redraft its pro- 
posals, and Jakarta's attempt to bypass the bureaucracy and 
call a special Asean foreign ministers "retreat" to consider the 
plan of action has failed. While most foreign ministers said 
they found the timing of the proposed May 28-29 meeting 
in Bali inconvenient, they simply ignored the suggested 
May 18-19 alternative. 

Critics within Asean are calling the response a major for- 
eign-policy defeat for Indonesia. Certainly other members, 
including the newer Indochina ones—Vietnam, Cambodia and 
Laos—have made it clear by rejecting the plan that they don't 
regard Indonesia as first among equals within Asean. 

Yet one Asean Secretariat official says it is premature to 
pass judgment on Indonesia's plan, calling the contents "inter- 
esting, exciting and hopeful" and likely to have a positive 
impact on Asean in the coming years. 

For its part, Jakarta professes to 
be unfazed by the criticism. Indone- 
sian Foreign Ministry spokesman 
Marty Natalegawa describes the 
plan’s reception as "varied, multifac- 
eted and complex," and says it was 
to be expected from such a “bold” 
approach. Proposals that appear rad- 
ical are projections for 2020, when 
an Asean Security Community is 
supposed to be established, he says. 
"Look back 16 years: Things which 
were unthinkable then are reality 
now," he says. 

Marty says the proposals are 
designed to give Southeast Asians 
an “Asean option” in security. Citing 
the case of the Strait of Malacca, 
where several Asean countries have 
expressed different views on U.S. 
plans for improved security, he says, 
“We find ourselves scrambling for a 
common or coherent position, and 
so we have outsiders coming into 
the region." 

While Marty insists it is now a 
matter of “fine-tuning” the action plan, others consider it has 
been emasculated by the Asean senior officials. Indonesia 
is currently working on a new draft, but insiders say the 
plan is unlikely to be finalized in time to be considered by the 
Asean foreign ministers at their annual meeting in Jakarta in 
late June. If that happens, the plan would go directly to this 
year's Asean summit in Vientiane, Laos, in November. In any 
event, predicts the Southeast Asian official, the plan will 
end up gutted and be no more than "broad, indicative lan- 
guage," without concrete programmes and timelines. 
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| The Region 


AUSTRALIA 


A Little Piece 
Of Asia 


Long isolated at the top of Australia, Darwin is 
poised to exploit its proximity to Asia and newly 
opened rail connections with the country’s south 


By Glen Norris/DARWIN 


AUSTRALIA UNDER PRIME MINISTER John Howard has 
often been accused of neglecting its relationship with its 
Asian neighbours as it seeks to cosy up to the United States. 
The same accusations couldn't be levelled against the North- 
ern Territory state, with its 200,000 population sprin- 
kled across a vast 1.2 million square kilometres of mostly 
featureless desert. In many ways this far-flung community 
in Australia’s north considers itself more a part of Asia than 
of its own country. 

Shaded by long-limbed palms and enjoying a singlet-and- 
shorts lifestyle, the state’s capital, Darwin, is closer to Jakarta 
than it is to Australia’s No. 1 city, Sydney. It is also the most 
multicultural community in Australia: 63 different languages 
are spoken. At large weekend markets, Asian immigrants 
man thickets of stalls serving everything from searingly 
authentic Thai curries and green papaya salad to a variety 
of Indonesian delicacies. 

But the present is nothing compared to the Northern Ter- 
ritory’s likely future. Thanks to a new railway line running 
south from Darwin through the heart of Australia to the south- 
ern port city of Adelaide, the Northern Territory may be on 
the verge of becoming a major player in Asia-Australia trade. 
Also, the proximity of the region 
to promising oil and natural-gas 
fields in the direction of East 
Timor may further encourage 
the Northern Territory’s preoc- 
cupation with Asia. 

The Northern Territory 
already boasts Australia’s only 
minister for Asian relations— 
Paul Henderson—a man who 
believes that Australia is one day 
destined to be a Eurasian nation. 
“My 6-year-old came home the 
other day singing an Indonesian 
nursery rhyme,” Henderson 
muses. (Bahasa Indonesia has 
been taught to primary-school 
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CIVILIZED: A new rail connection expands Darwin's trade potential 


children for more than a decade.) *It is inevitable that we 
should have a population that reflects the part of the world 
in which we live but with a distinct Australian culture." 

The state's economic ties with Asia will receive a major 
boost in 2006 when natural gas begins flowing through a $1.5 
billion, 280-kilometre pipeline from the Bayu-Undan field in 
the Timor Sea to a newly-built liquefied-natural-gas (LNG) 
plant near Darwin. In a major coup for the greenfield project, 
operator ConocoPhilips already has two big Japanese utilities 
lined up to buy the LNG. 

But Henderson's ambitions 
go further than that. Last year 
he released a six-year plan called 
“Building Stronger Asian 
Links” that aims to rapidly build 
the territory's trade volumes to 
Asia as well as expand the exist- 
ing mining, agribusiness and 
tourism sectors. 

One of the centrepieces of 
the plan is the newly-opened 
north-south transcontinental 
railway from Darwin to Ade- 
laide. Under discussion for 
more than a century, the A$1.3 
billion ($900 million) line has 
the potential of becoming part 
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of a major trade route to Asia. The railway will save time for 
goods being shipped between southern Australia and Asia. 

Australia’s mining sector may be the biggest winner from 
the new line. Henderson says the railway will make the 
exploitation of several major mineral deposits in central Aus- 
tralia, which were previously so remote as to be economically 
unfeasible, suddenly viable. Mining companies are now 
exploring for possible deposits of magnesium and other min- 
erals. “Without the rail line,” Henderson points out, “these 
would be stranded deposits.” 

Offshore riches also are looking newly attractive to Dar- 
win and the Northern Territory. Henderson is one of many 
politicians keenly following the contentious talks between 
Australia and East Timor over how to split billions of dollars 
worth of oil-and-gas reserves in the giant Greater Sunrise gas 
field in the Timor Sea. 

According to a report from the Northern Territory’s direc- 
tor of petroleum development, the territory receives 15% of 
the spending on exploration and 50% on operations from 
Timor Sea projects, which adds up to about A$70 million a 
year. That figure is likely to grow substantially. 

Henderson hopes a cheap supply of energy as well as 
improved freight links will combine to help the Northern Ter- 
ritory build a manufacturing base and attract a more diverse 
variety of jobs. "Manufacturing in Darwin is very small at the 
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moment, but the critical path to manufacturing is freight and 
energy costs, and if we can get these down we can compete 
with South Australia and Victoria,” he says. 

Darwin's economy is currently heavily reliant on defence 
spending, following the Defence Department’s decision to 
relocate substantial elements of the Australian Defence 
Force from Victoria to forward bases in the Northern Ter- 


ASIA HOLDS GREAT PROMISE FOR 
AUSTRALIA’ S ECONOMY BUT IT MAY 
ALSO POSE SECURITY THREATS 


ritory in the mid-1990s. Henderson points out that 10% 
of Darwin's 100,000-strong population are defence per- 
sonnel and their families. 

The army is also a significant railway customer. Military 
strategists say the line has taken on strategic importance 
because of the way it is being used to move tanks and other 
armoured vehicles across the continent. Asia may hold great 
promise for the Australian economy, but it is also still regarded 
by defence planners as the source of the greatest potential 
threats to the country's security. & 

John McBeth in Jakarta contributed to this article 
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LAKSHMAN KADIRGAMAR 


Committed to Peace 


Sri Lanka’s foreign minister says the new government will maintain the peace initiatives of 
its predecessor and do more to bolster the livelihood of poor farmers 


LAKSHMAN KADIRGAMAR has been busy since becoming 
foreign minister for the third time after the narrow general- 
election victory earlier this year of a coalition headed by President 
Chandrika Bandaranaike Kumaratunga. The eloquent ethnic- 
Tamil lawyer has already visited China, India and the United 
States, where he sat down with the REvIEW’s Murray Hiebert. Here 
are some excerpts from the interview: 


DID U.S. OFFICIALS EXPRESS CONCERN ABOUT WHETHER THE 
PEACE PROCESS WITH THE SEPARATIST LIBERATION TIGERS OF 
TAMIL EELAM [LTTE] WOULD CONTINUE? 

They were worried; everybody was worried. We took the view it 
was unnecessary to worry. They were not reading the situation 
properly, because the commitment to bringing peace is total in 
the country, meaning that nobody wants war. 


HOW WILL THE NEW ADMINISTRATION’S APPROACH TO FORGING A 

SETTLEMENT DIFFER FROM THE PREVIOUS GOVERNMENT'S? 

One of the most important [differences] is inclusivity versus 
exclusivity. We took the view . . . that in the last two years the 
process was too tightly controlled by a few people... The prime 
minister and one or two other people handled the whole process 
by themselves . . . This kind of peace process can never jell ulti- 
mately, successfully, in a multiparty country, multi-ethnic, multi- 
religious, multi-everything, unless you consciously develop 
momentum in, and a consensus towards, a desired goal . .. [Now] 
new structures are being put in 
place to deal with the whole nego- 
tiation process. There will be 
something like an apex council— 
the name has not yet been set— 
which will be chaired by the pres- 
ident [Kumaratunga] . .. So one of 
the big differences is going to be, 
now that we don't have cohabita- 
tion and we have one government, 
so there are no two... centres of 
power. So there is no ducking. The 
president will in effect be chief 
negotiator. Then there will be 
another structure that will get on 
with implementation of the recon- 
struction programme that we are 
hoping can be removed from the 
political arena to the greatest 
extent possible. 
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WILL IT BE POSSIBLE FOR YOU TO NEGOTIATE 
WITH THE LTTE ON AUTONOMY? 


At the moment, we have a very strong position 
with regard to the proposal made by the LTTE on 
October 31 [that called for an interim self-govern- 
ing authority] . . . You cant fit it into the constitu- 
tion of the country. It involves transfers of judi- 
cial power, there's no reference to parliament, 
there's no reference to the Supreme Court. They 
wanted a separate auditor general... one way of 
looking at [their proposal] is that it's a blueprint 
for a separate state . . . Our public is very worried 
about this .. . This time around I think it's very, 
very important—this is another difference in 
approach—we'll go head-on. There has to be a 
hard-headed, serious negotiation. 


WHAT ARE YOUR ECONOMIC PRIORITIES? 


There will certainly be a noticeable concentration 
of effort in, broadly put, the upliftment of the rural 
economy in all its various facets, which means bet- 
ter irrigation, restoration of old reservoirs. The 
farmers' lot simply has to be improved. There will 
be questions of cheaper fertilizer and so on and 
some subsidies will go into that. And here you 
will find that we can't go along with all the pre- 
scriptions of the IMF [International Monetary Fund] 
... The whole education structure is an awful mess, 
and that has to be quickly and rigorously trans- 
formed. A lot of work is going into that. 


DO YOU EXPECT ANY CHANGES IN SRI LANKA'S 
FOREIGN-POLICY PRIORITIES? 

Not fundamentally . . . We've had ups and downs 
with India but at the moment I don't think rela- 
tions can possibly be better and that has now 
become irreversible, irrespective of the parties in 
power . . . Our relationship with China . . . has been 
quite remarkable . .. They have given us monu- 
mental buildings, hospitals, and they've asked 
for nothing . . . All that we can do by way of reci- 
procity is to help China out of some of the jams 
China gets into in world forums . . . I've said this 
to the U.S. very often—when it comes to voting on 
human rights in respect of China, we're not on 
as players at all. = 
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It’s Expensive Being Poor 


By Edward Gresser 


The writer is director of the Trade and 
Global Markets Project at the Progressive Policy 
Institute in Washington 


Remember the Bush administration's steel tariffs? Those 
tariffs raised $28 million from $1 billion worth of Japanese 
steel imported into the United States in 2002, and then van- 
ished in a welter of complaints to the World Trade Organiza- 
tion. But those tariffs pale next to America's permanent cloth- 
ing tariffs, which in the same year raised $24 million from just 
$230 million worth of Cambodian underwear. And while the 
steel policy is long gone for Japan and others who export to the 
U.S., no change is in sight for Cambodia. 

Asia's low-income countries know all too well how expen- 
sive it is to be poor. For the rest of us, the chart below showing 
the U.S. tariff system's practical result is a convenient illus- 
tration. About 90% of the hi-tech goods that Americans buy 
from Singapore or Australia cross the border with minimal tar- 
iffs or none. But a *least-developed country" like Cambodia 
and America's terrorism-war ally Pakistan (as well as 
Bangladesh, Mongolia and struggling Nepal) find almost all 
their goods facing U.S. tariffs that range from 596-3096. 

Why the disparity? U.S. Trade Representative Robert Zoel- 
lick points out that America's tariffs, averaging about 2.496, 
are among the lowest in the world. He's right—but the over- 
all average masks a system in which barriers to the X-ray 
machines or semiconductor chips made in Japan or Singapore 
are gone, reflecting decades of work by hi-tech industries to 
eliminate trade barriers. American light industries like textiles, 
leather and shoes, meanwhile, tried just as hard to limit import 
competition. Both more or less succeeded. 

This is why Cambodian underwear now brings the U.S. gov- 


TAX BURDEN 


U.S. tariffs in 2003 for 100 top imports from selected economies 


Number of items 





ernment more tariff money than Japan's steel did 
in 2002, or Singapore’s medical equipment or Aus- 
tralia's wine. And it is why in 2003, $2 billion 
worth of hats, clothes, shrimp and jute from 
Bangladesh yielded a remarkable $300 million 
in tariff revenue—almost as much as the $435 mil- 
lion raised on $42 billion worth of goods from 
ex-imperial power Britain. 

Poor countries in Africa and Latin America, 
interestingly, get gentler treatment. On foreign-pol- 
icy and humanitarian grounds, American admin- 
istrations have worked since the 1980s to exempt 
them from trade barriers. But Asia's least-developed 
countries receive no such support. And the stan- 
dard developing-country assistance programme 
known as the Generalized System of Preferences 
is all but useless for them. Because it excludes 
clothes, fabric, shoes and leather, it applies to only 
two of the top 100 U.S. imports from Bangladesh, 
Cambodia and Mongolia, and only seven of Nepal's 
top 100 exports to the U.S. 

The American system is not the only offender. 
It is merely transparent and easy to investigate. 
China's treatment of least-developed Asia's prod- 
ucts seems similar, and India's worse. While eager 
to speak on behalf of the developing world, India 
in practice imposes policies amounting to bans on 
light goods from its poorer neighbours. A $2 
Nepali cotton skirt, for example, gets a 110-rupee 
fee tagged on to it—roughly, the equivalent of a 
12596 tariff —making trade almost impossible. And 
of course, Europe and Japan reserve their tough- 
est policies for agriculture. 

The WTO talks that began three years ago could 
solve most of these problems. Zoellick in fact 
deserves credit for his offer to eliminate the U.S. 
tariff system as other countries eliminate theirs. 
But few other countries have been willing to go 
along so far. And even if they were, the tariff offer 
depends on simultaneous global agreements on 
agricultural subsidies, dumping laws and other 
highly complex and politically knotty topics. 

But while global trade negotiations involving 
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| China Briefing 


Moves to Cool Economy 
See Some Success 


China’s efforts to cool the economy are already 


seeing “initial success,” with prices dropping in such 


overheated sectors as steel and aluminum, a senior 


Chinese official said. Cao Yushu, a deputy secretary- 


general of the National Development and Reform 
Commission, regarded as the most powerful of the 
state agencies in charge of macroeconomic policy, 
said, “Fixed-asset investments have started to drop 
from their higher levels,” and expressed confidence 
that the economy wont experience a hard landing. 
Another worrisome indicator—inflation—also 
appeared to be heading in the right direction, said 
People’s Bank of China Vice-Governor Li Ruogu. 
The benchmark consumer-price index, which had 
increased 1% every month for five straight months 
starting in October, began slowing this spring. Li 


LONG-AWAITED CAR-INDUSTRY POLICY UNVEILED 

China issued its national car-industry policy, for which foreign and local car 
makers have been waiting since last year. The new policy, effective immedi- 
ately, aims to consolidate the fragmented industry, create globally competi- 


FIXED ASSETS: Investment falling 
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said that March's 
month-on-month rate 
slowed to 0.3% and 
April's figure was 
0.5%. May's figures 
were being collated. 
“If the May figures 
are not so good, we 
may take further 
action," he said. 


Imaginechina 


tive car makers and turn the country into a major car-manufacturing base. It 


replaces a much more restrictive 1994 policy, and gives foreign car makers 
more room to develop with less red tape. A requirement to use China-made 
parts for at least 40% of a locally produced vehicle was scrapped, but the 
5096 foreign-ownership limit in joint ventures remains, unless the joint ven- 
ture is set up for export. The policy also aims to keep out cash-rich Chinese 
companies with no car-making experience: New car makers must invest a 
minimum of 2 billion renminbi ($242 million) and have a research-and- 
development centre with an investment of at least 500 million renminbi. 
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RETAIL 


A new law that took 
effect on June 1 will 
throw China's retail and 
distribution sectors open 
to foreign competition. 
From December, foreign 
retailers will be allowed to 
set up wholly owned 
companies and stores 
anywhere in the country. 
Currently, foreign 
retailers can only hold up 
to a 65% stake in a joint 
venture with a local 
partner. China pledged to 
open these sectors when 
it joined the World Trade 
Organization in 2001. 


BANKS 


American private equity 
investor Newbridge 
Capital is close to 
completing the first 
purchase of a controlling 
stake in a Chinese bank 
by a foreign company. 
Shenzhen Development 
Bank said on May 31 that 
Newbridge will buy an 
18% interest in Shenzhen 
Development Bank, which 
collapsed in 2003, and 
appoint a majority of the 
bank’s board of directors. 
Terms for the purchase 
weren't disclosed. 





CHINA IS adding 75 
missiles a year to its 
deployments opposite 
Taiwan, and already has 
more than 500 short- 
range ballistic missiles 
facing the island, a Unite: 
States Defence Depart- 
ment report said. Bei- 
jing’s defence spending 
of $50 billion-70 billion is 
third after the U.S. and 
Russia, said the Penta- 
gon’s annual assessment 
of China's military build-_ 
up. China dismissed the 
report, accusing the 

U.S. of exaggerating its 
military prowess. 


HONG KONG 


The pace of Hong Kong's 
economic rebound 
slowed in May from a 
month earlier, though 
companies continued to 
see robust new orders 
and expanded business 
activity, the latest 
Purchasing Managers' 
Index showed. The survey 
warned that a further 
slowdown was likely, due 
to external factors such 
as high oil prices and 
China's moves to curb 
overheating in certain 
sectors of its economy. 


STATE ENTERPRISES 


Twenty-two large state- 
owned enterprises are 
expected to let foreign > 
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nationals apply for senior 
management jobs, the 
China Daily reported. It 
quoted Li Yizhong, vice- 
minister of the State- 
owned Assets Supervi- 
sion and Administration 
Commission, as saying 
that foreign applicants 
will probably be allowed 
to compete with Chinese 
citizens in the second 
round of recruitment for 
23 senior management 
jobs in 22 state firms, 
which he did not name. 


TAIWAN 


The People’s Daily said 
China did not welcome 
Taiwan businessmen who 
made money in China and 
then returned to Taiwan 
to support independence. 
The Communist Party 
mouthpiece singled out 
tycoon Hsu Wen-lung, 
founder of Chi Mei Group, 
who is an adviser to 
Taiwan President Chen 
Shui-bian. Chi Mei has 
two petrochemical plants 
in China. In response, 
Taiwan’s Mainland Affairs 
Council chairman, Joseph 
Wu, said Taiwan investors 
in China “should not have 
to suffer unreasonable 
political interference.” 


DISPUTES 


China and the European 
Union settled a dispute 
over Chinese limits on 
exports of coke, a key 
fuel in steel making. 
Beijing agreed to 


maintain last year’s level 
of sales instead of 
cutting coke exports by 
26% to preserve supplies 
for its own industries. 
But the deal, ahead of an 
EU deadline to file a 
complaint with the World 
Trade Organization, may 
be only temporary—China 
maintains it has a right 
to restrict exports in 
strategic resources. 


CORRUPTION 


Property tycoon Zhou 
Zhengyi was sentenced 
by a Shanghai court to 





SENTENCED: Zhou Zhengyi 


three years in prison on 
charges of fraud and 
stock manipulation, the 
official Xinhua news 
agency said. Zhou was 
detained in May 2003 
after an investigation was 
launched into huge loans 
from the Bank of China to 
Nongkai Development 
(Group) Co., a property 
firm he controlled. 


STEEL: China agrees to maintain coke exports to the EU 
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BANK GETS RECORD VALUE IN ASSET SALE 
China Construction Bank completed China's first successful 
international auction of real-estate assets that were pledged as col- 
lateral on failed loans. The bank auctioned distressed assets 
with a face value of 4 billion renminbi ($483 million) and recouped 
1.4 billion renminbi, or about 35% of face value—the highest recov- 
ery value of any such auction in China. This gives a much-needed 
boost to foreign investors' prospects for making money out of the 
fledgling distressed-debt market. The auction also sets a viable 
precedent for other Chinese banks that need to clean up their 
debt-laden balance sheets before planned listings. Morgan Stan- 
ley and Deutsche Bank beat six other bidders to win three pools 
of assets that included shopping malls and vacant land. Only a hand- 
ful of bad-asset deals involving foreigners have been completed in 
China. Previous deals were for nonperforming loans rather than 
real-estate assets. 


ANHEUSER UPS BID TO BUY BREWERY 

The battle for Harbin Brewery heated up as Anheuser-Busch, the 
world's biggest beer maker, topped a rival bid by SABMiller, the 
world's second-biggest brewer, to buy a controlling stake in the north- 
ern Chinese brewery. Anheuser-Busch offered HK$388.37 million 
($49.8 million) for an additional 7% stake in Harbin Brewery, accord- 
ing to Hong Kong's market regulator. That would give the Ameri- 
can beer giant a 36% stake, which under Hong Kong rules triggers 
a mandatory offer by Anheuser-Busch for the remaining shares in 
Harbin Brewery that it doesn't already own. Its HK$5.58 offer is 3096 
above an offer by SABMiller, which holds 29.4% in Harbin Brew- 
ery. The South African brewer had earlier offered HK$4.30 for the 
remaining shares in Harbin Brewery in the first hostile takeover 
attempt of a listed Chinese company by a foreign company. 


DELOITTE TO HIRE 6,000 CHINA STAFF 

Deloitte Touche Tohmatsu, one of the big four global accounting firms, 
will hire 6,000 more people and invest $150 million in China over the 
next five years, said its China chief executive, Peter Bowie. "The $150 
million investment Deloitte is making in China is the single largest 
our organization has made in any single country in our more than 
100-year history," Bowie said in Hong Kong. The auditing and con- 
sulting firm expects revenue from mainland China to rise fourfold 
to fivefold in the next five years, he added. Deloitte has about 2,000 
staff in the mainland and 3,000 in Hong Kong and Taiwan. 


BIG NEW OIL FIND FOR PETROCHINA 
PetroChina has discovered an oilfield that promises to boost its 
petroleum reserves by at least a third, the company reported on May 
27. The discovery at the Xifeng oilfield, part of the Changqing oilfield 
in Gansu province, is equivalent to five months of China's oil con- 
sumption, PetroChina said. Although it is China's biggest oil dis- 
covery in a decade, an official in PetroChina's research institute cau- 
tioned that the new find "is too small to change the fundamental 
oil shortages in China." China overtook Japan last year to become 
the world's second-largest oil consumer and its crude-oil imports 
soared 33% year on year in the first four months of this year. 
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The Dangers of 
Too Much Success 


World Bank President James Wolfensohn has delivered an unusually blunt message to 
China's nouveaux riches: Share the wealth, or risk a backlash from a huge population of 


desperately poor people who have no legal means of expressing their frustration 


By David Murphy/SHANGHAI 
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IT WAS A SHOT across the bow of China’s 
emerging moneyed class. On the eve of the 
three-day Conference on Scaling-Up 
Poverty Reduction in late May in Shang- 
hai, World Bank President James Wolfen- 
sohn delivered a warning to a roomful of 
officials and business people who had gath- 
ered at a high-end restaurant to hear him 
speak. He told them that their success and 
the success of China would be put at risk 
unless the country’s poor shared in the eco- 
nomic miracle. “People who are privileged 
have a certain time in which they can be 
privileged, but unless there is something 
called social justice they don't live privi- 
leged for very long,” he warned. 
Wolfensohn was speaking at a private 
function, and the tenor of his remarks was 
much tougher than comments he made 
in public over the following days. He 
pointed to Brazil, Argentina and other 
Latin American countries that have 
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boomed at one time only to have their eco- 
nomic development later handicapped 
by social tensions that led to revolution 
or military dictatorship. *You cannot have 
a society with billionaires and hundreds of 
millions of people living on one or two dol- 
lars a day," he said. 

Wolfensohn's comments addressed a 
potential risk that is widely recognized but 
rarely acknowledged in such blunt terms 
by high-profile figures in China's foreign 
business community: China's widening 
wealth gap could stall social and economic 
progress. It's not just China: The Australia- 
born Wolfensohn has been raising a sim- 
ilar alarm around the world, and his office 
stressed that the comments in China 
should be seen in this wider context. 

As a respected figure heading an insti- 
tution deeply attuned to the problems of 
poverty alleviation, Wolfensohn is well- 
qualified to take on the issue. In China, the 
World Bank has provided $37 billion in 
development loans and aid between 1981 
and the middle of last year. 

Wolfensohr's worry is that, in a sense, 
the country could become a victim of its 
own success. In China's own public dis- 
course the issue is normally cloaked in the 
phrase “social stability," and while the 
prospect of social turmoil is sometimes 
strongly hinted at, it is rarely mentioned in 
such explicit terms. But the jarring con- 
trasts in wealth now visible throughout 
China are an outgrowth of the pre-emi- 
nence given to the gung-ho economic- 
development policies instituted by Deng 
Xiaoping and Jiang Zemin in the wake of 
the Tiananmen Massacre 15 years ago in 
Beijing. For example, while men can still 
be seen yoked to ploughs in rural fields, 
Ferrari and Maserati owners from the cities 
are preparing to descend on the newly built 
Formula One motor-racing track outside 
Shanghai to rally on June 6. 

Incomes are rising for most people 
in China, but since the mid-1990s rural 
incomes have only risen at about half the 
rate of urban incomes, according to the 
State Council Leading Group Office of 
Poverty Alleviation and Development, the 
top poverty-relief body under the cabi- 
net. The World Bank said that the cur- 
rent wealth gap in China, as judged by 


LOOKING FOR A MIRACLE: The gap between 
China's rich and poor is growing 
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HOW WILL CHINA'S 
POOR VOICE THEIR 
DISCONTENT? 


* Wolfensohn warned China 
about a widening gulf 
between rich and poor 


e Rising income gaps have 
sparked upheaval in other 
developing countries 


e India’s poor expressed 
their unhappiness about 
income disparity in a 
recent election, but China 
has no similar outlet 


commonly accepted measurement tech- 
niques, is roughly in line with the average 
for developing countries. But the trend is 
worrying: 25 years ago, the gap was 
extremely small; ro years from now, at cur- 
rent growth rates, it is likely to be one of 
the widest in the world. 

This growing income gap is not just an 
urban-rural one, it is also regional. The vast 
majority of China's poor are rural people, 
but within this cohort there are further 
deep divisions: Almost half the rural poor 
live in the west of the country and only 
about 1096 live in coastal provinces. 

Similar disparities are visible in India 
and some other Asian countries—indeed 
throughout the world—but the rapid 
growth in income disparity has come as a 
shock in China, a rigidly egalitarian state 
not so long ago. And the growing division 
is occurring at a time of massive urban- 
ization and social disruption. It is 
expected that hundreds of millions of peo- 
ple, in continuation of the urbanization 
that has already occurred, will be mov- 
ing to cities from rural areas between now 
and 2020. "The problem is that the 
change is so quick and so dramatic. The 
question is whether the society politically 
or socially can deal with this dramatic 
inequality," says Yukon Huang, China 
boss of the World Bank. 

Wolfensohn said he thinks that the 
"biggest challenge for China in the 
medium term of 10-15 years is basically 
social justice." He called on newly >> 
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CHINA'S BURGEONING CONSUMER CLASS HAS MANY FANS, 
BUT THE INCREASING GAP BETWEEN RICH AND POOR HAS RECEIVED 
RELATIVELY LITTLE ATTENTION 


Y 

wealthy Chinese to give back to their com- 
munities to create a bridge between rich 
and poor. He said the idea is not new and 
has been around since before the French 
and Russian revolutions: ^I think a bridge 
that comes from charity, from sensitivity 
and from diversity is the sort of thing that 
will build stability in society." Wolfensohn 
then joked darkly to his well-heeled audi- 
ence: "That way, unlike the French, you will 
not be taken to the guillotine on July 14.” 

The Shanghai conference was con- 
vened to identify, and then quickly dis- 
seminate, proven approaches to poverty 
relief with the aim of helping developing 
countries reach the Millennium Devel- 
opment Goals (MDG), a series of targets 
aimed at slashing poverty and improving 
health and literacy for all—and improving 
women's rights specifically—in the devel- 
oping world by 2015. There are today 2.8 
billion people around the world living on 
less than $2 per day in developing coun- 
tries, according to World Bank figures. 
Many Asian countries are expected to 
reach only some of the MDG targets. 

[t's easy to see why China would want 
to focus on its record in poverty allevia- 
tion; it has plenty of anecdotal and empir- 
ical data to support its achievements. 
China has many fans in the global invest- 
ment community who see the rapid 
increase in car ownership and interna- 
tional travel among Chinese as evidence 
that a stable middle class is emerging. 
And few China analysts or development 
experts see signs of near-term instabil- 
ity. “I just don't see it in China at this 
point," says Mark Malloch Brown, global 
head of the United Nations Development 
Programme (UNDP), speaking to the 
REVIEW in Shanghai. “I am always awed 
by this development model. I think it's got 
a lot more resilience and robustness than 
most people believe." 

The number of people in China in 


YOU'VE BEEN WARNED: Wolfensohn 
told his well-heeled audience to heed 
China's poor 
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absolute poverty—lacking sufficient food 
or clothing—has shrunk from 200 million 
just over 20 years ago to around 29 million 
today, according to the World Bank. These 
people have been lifted out of poverty by 
the country's broad economic growth, 
which has averaged 9.4% annually since 
1979. At the same time, Beijing has suc- 
ceeded in providing key infrastructure 
improvements like healthy and reliable 
water supplies and better rural roads. 
The problem is that poor people who 
have climbed from the bottom rung of 
the poverty ladder haven't gone much 
higher. As Wolfensohn said, there are still 
400 million people in China living on less 
than $2 per day. Not only are they poor but, 
like poor people everywhere, they are prey 


to arbitrary abuses by police and local gov- 
ernment officials. And, crucially, many of 
them feel they are losing ground. 

Their frustration is showing. Last year 
more than 10 million people took part in 
protests driven by such clear signs of 
powerlessness as anger over lay-offs, ris- 
ing rural taxes, forced relocation in urban 
areas and corruption. Of the total, 700 
protests involved clashes with the police 
or forces of the People's Armed Police, 
while central government departments 
were inundated by over 600,000 com- 
plaint petitions, according to the Epoch 
Times, a United States-based Chinese-lan- 
guage newspaper. 

China's current leaders are well aware 
of the lessons offered by developing >> 
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economies throughout the world on the 
dangers of rapid, unequal economic 
growth and are trying to dilute the purely 
economics-driven approach of their pred- 
ecessors. Turmoil in Latin America brought 
on by a widening income divide may be 
especially relevant. “The development expe- 
rience in many other countries shows that 
chronic problems such as the gap between 
rich and poor, increased unemployment 
and the widening gap between rural and 
urban areas will undoubtedly lead to exac- 
erbated social problems, stagnant eco- 
nomic and social progress and even social 
turbulence and backsliding," Vice-Pre- 
mier Hui Liangyu told the closing session 
of the conference. 

And it is not simply a case of poor peo- 
ple versus government. The growing 
income disparity is producing more and 
more contending interest groups, some 
weak and some powerful. The result is that 
government departments sometimes act 
as brokers in disputes between citizens 
angry at the depredations of private busi- 
nesses. Among the most egregious are 
property developers who force people to 
move to clear land for building projects 
or mine owners who abuse workers and 
the environment in their lust for minerals. 
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There is no doubt that China is doing 
better than many countries in improving 
the incomes of the majority of people. And 
along with India’s fast-growing economy, 
China is the reason that Asia will meet the 
MDG target of halving the number of peo- 
ple in poverty by 2015 compared to 1990. 
But the fact is that Beijing, like New Delhi, 
needs to pay constant attention to its rural 
poor, and, as its economy becomes more 
complex and stratified, the government 
needs to maintain its responsiveness to 
those being left behind. 

The UNDP’s Brown points out that 
India’s recent election served to “remind 
the elite in Delhi of the importance of rural 
incomes.” China obviously does not yet 
have such an unmistakable, reliable indi- 
cator of discontent. But that is not to say 
that Beijing is ignoring the dangers. 
Brown said that he visits 30-40 countries 
a year for talks with government officials 
about poverty-related issues. Compared 
with many countries, senior Chinese offi- 
cials are deadly serious about poverty 
relief, he says. “They are very serious about 
issues such as budget transfers from east 
to west by the Ministry of Finance. Senior 
officials know the numbers. They can tell 
you how many billions of dollars they 


WAITING FOR CHANGE: 
Migrant workers have 
flooded Shanghai hoping 
to take part in China’s 
economic miracle 


are transferring and what that is buying.” 
Brown believes that China’s move 
towards a more socially mature vision of 
development under the current leadership 
of President Hu Jintao and Premier Wen 
Jiabao could have longer-term conse- 
quences. He sees the expansion away from 
focusing narrowly on GDP growth to 
including attention to the environment and 
the welfare of workers and farmers as early 
steps towards democracy: “All of this is 
intellectually trending towards an expan- 
sion of political participation,” he says. 
Managing that move to a wealthier 
society will mean serious political reforms 
if success is to be durable. In Brown's 
view, democracy is the best guarantee of 
the rights of the poor. "As you start to gen- 
erate a lot of wealth, one day you have to 
confront the fact that you need a mecha- 
nism which everybody in the society 
accepts is a fair and just way of allocat- 
ing wealth," he says. Today in China 
“you've got a government more attentive 
to peoples' needs in a very disciplined and 
structured way than is normally the case 
[in an autocratic government], and that 
has postponed the moment of democratic 
reckoning. But I don't believe it will be 
postponed indefinitely," he adds. & 
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LIQUID-CRYSTAL DISPLAYS 


Fighting 
Flat-Out 


Taiwan’s tech titans are fast catching up with flat-screen supremo Korea 
for command of the multibillion-dollar market to build screens for the 
flatter, thinner TVs and computers that consumers demand 


A BATTLE IS ON TO determine who will 
take the lead in creating the flat screens for 
the TVs and computers of the future. It's 
a multibillion-dollar business and Korea's 
Samsung and LG Philips are the strongest 
contenders—for now. Taiwan's tech com- 
panies are catching up fast. 

Look at what's happening on the 
ground: In Tang Jung Valley near Seoul 
a monster building—one of Korea's 
biggest—is rising. One floor alone is large 
enough to accommodate six soccer fields. 
It's a $2 billion factory where a joint ven- 
ture of Samsung Electronics and Japan's 
Sony will produce 40-inch (102-centime- 
tre) and 46-inch liquid-crystal display, or 
LCD, flat screens for large TVs. 

Nearby, workers are building factories 
for other companies that will supply com- 
ponents to build the screens. Among the 
hallmark features of the 240-hectare com- 
plex: an underground tunnel system 
where giant pieces of glass that are too 
large for trucks will be conveyed from 
foundry to factory. 

It's not the only such construction proj- 
ect in Korea, or Asia for that matter. On 
another side of the city, Samsung's chief 
rival, LG Philips LCD Co., is building a 
factory complex that's similar in size and 
cost. In Taiwan, two major clusters of LCD 
panel and component factories are forming 
with equally large plants on the way. And 
in Japan, Sharp beat everyone when, in 
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By Evan Ramstad/SEATTLE 


January, it opened the world's first factory 
devoted exclusively to making LCD panels 
for large-screen TVs. 

Led by surging demand for flat-screen 
TVs, the LCD business could grow to $75 
billion in revenue in 2008 from about $30 
billion last year, according to a forecast 
by United States-based research firm 
DisplaySearch. 

The race for command of that market 
is concentrated in Korea and Taiwan. At a 
technology conference in Seoul last month, 
Derek Lidow, chief executive of U.S.-based 
research company iSuppli Corp., surprised 
his audience by warning that Korea would 
fall behind Taiwan in the LCD race in the 
third quarter. 

Samsung and LG Philips LCD now lead 
the LCD-panel industry with about 2096 
market share each. But the combined 
output of Taiwan's LCD-panel makers—led 
by AU Optronics, Chi Mei Optoelectronics 
and Chunghwa Picture Tubes—is approach- 
ing 40%. While the Koreans are sure to put 
up a fight, Taiwanese manufacturers will 
clearly grab the lead next year, when AU, 
Chunghua Picture Tubes, Quanta Display 
and HannStar Display open factories that 
make panels for LCD TVs. 

The Taiwanese panel makers are 
increasingly pulling the production of 
key screen components into their own 
factories, a tactic they've learned from the 
Korean firms. "They understand that they 
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THIN EDGE: Taiwanese panel makers 
have learned from the Koreans 


need closer ties and equity relationships 
to suppliers or even to own the material 
production outright,” says Ross Young, 
president of DisplaySearch. 

There’s more to the race than national- 
istic pride. As with other hi-tech products, 
LCD-panel makers grab the biggest profits 
when a product is new. “If you don't have a 
huge presence at the start of that change, 
you're not going to win,” says Brian Berke- 
ley, a vice-president in Samsung's LCD- 
research group. “This is the time when the 
leaders are being determined.” 

If the market for LCD TVs grows as 
Samsung executives expect, the company, 
with or without Sony's help, by the end of the 
decade will build three more giant factories 
next to the new one in Tang Jung. Their com- 
bined space will rival the space used by Boe- 
ing to build jumbo jets. 

Indeed, the LCD business is quickly 
taking on many traits of other giant manu- 
facturing industries. Like the semiconductor 
industry, LCD-panel companies must make 
huge investments to build factories to pro- 
duce complex products that are subject to 
rapid drops in value. And, like the car indus- 
try, LCD-panel production is concentrated in 
giant industrial parks with suppliers right 
next to producers. 

The LCD industry went through periods 
of hyper-growth in the mid-1990s with note- 
book computers and in 2001 with desktop 
monitors. But the race to build factories for 
larger TV screens is unlike anything before. 
More new factory space is being built for 
LCD panels this year than in the previous 
three years combined. 

The reason is simple: TV screens are 
bigger than those used in computers and 
cellphones. Building them takes more 
glass, more factory space and bigger equip- 
ment. Corning, the U.S. company that is 
the leading maker of glass for LCD pan- 
els, estimates that the industry will need 334 
million square feet (30.1 million square 
metres) of glass for TVs in 2006, up from 
21 million last year. Another 570 million 
square feet will be needed for notebook 
PCs, desktop monitors, cellphones and 
other gadgets by then. 

Sharp, which dominates the LCD-TV 
industry with just over 50% of worldwide 
sales, became the first maker of LCD 
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panels to build a plant that 
uses so-called Generation 
6 glass substrate—the 
sheets of glass from which 
the panels are cut. At 1.5 
metres by 1.8 metres, the 
new substrate is twice the 
size of that used in Genera- 
tion 5 factories. 

Since the amount of 
time for a substrate to be 
processed is fixed, produc- 
tion improvements come 
from making bigger sub- 
strates that can yield more 
LCD panels. For instance, 
six 37-inch LCD panels can 
be made on a Generation 6 
substrate, up from two in 
Generation 5. 

Sharp is consuming 
about half of the LCD pan- 
els at its new factory itself 
and selling the rest to other 
TV manufacturers. Because 
of its early jump to Genera- 
tion 6, the company expects 
profit from LCD panels to 
rise 4796 this year and rev- 
enue to jump 38%. 

LG Philips LCD in Korea will open the 
second Generation 6 plant later this year, 
followed by the Taiwanese manufacturers 
next spring. 

Samsung will catch up next summer 
with the Sony joint-venture factory in 
Tang Jung Valley, where it plans to use 
Generation 7 glass sheets that are about 
5096 larger than those of Generation 6. 
Other companies are betting that the 
output from Generation 6 plants, opti- 
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mized for TVs in the 30-37-inch range, 
will hit a bigger market of TV buyers. 
The tide of panels coming from the LG 
Philips, Sharp and Taiwanese plants 
could open up that market by sharply 
driving down prices. 

Much of the core technology in the 
LCD industry, including equipment for 
panel production and the chips to run the 
screens, comes from the U.S. LCD pan- 
els are no longer made there, but several 
companies are working on new designs 


that will make flat screens 
cheaper and thinner. 

Japanese firms led the 
way in LCD research and 
development from the mid- 
1970s to the mid-1990s, but 
executives then started to 
retreat in the face of high 
labour costs and rising costs 
for equipment to make the 
screens. Firms in Korea and 
Taiwan filled the gap, just as 
notebook computers soared 
in popularity. 

In the future, China is 
expected to play a more 
competitive role in the 
industry. Today, its TV and 
monitor makers are huge 
consumers of LCD panels. 
But two joint ventures— 
SVA/NEC and BOE 
Hydis—are building the 
first LCD-panel plants in 
China, which will open late 
this year or in early 2005. 
Both are Generation 5 facil- 
ities, likely to produce com- 
puter monitors and note- 
book screens. 

Parts suppliers are keeping an eye on 
China, but executives say it will be sev- 
eral years before Chinese manufacturers 
are large enough to warrant investments 
in local factories. “China certainly will be 
next,” says Peter Bocko, divisional vice- 
president of Corning. “That's the direc- 
tion we're going to go, but right now 
we don't have any firm plans." = 

Phred Dvorak in Tokyo 
contributed to this article 


Source: iSuppli 


MONSTER DISPLAYS: HOW BIG CAN FLAT SCREENS GET? 


Late in 2002, Samsung Electronics unveiled a liquid-crystal- 
display TV with a screen measuring 54 inches (137 cen- 
timetres) across. In October last year, LG Philips LCD 
unveiled a 55-inch model. A month later, Samsung rolled 


out a 57-inch model. 


"This is not a silly game," says Jun Souk, executive 
vice-president in Samsung's LCD research unit. “It means 
technically we have a lot of room to grow." 

The size of LCD TVs has been governed by the size of 
the glass substrate, a sheet of glass from which LCD panels 
are cut. Until 2000, the substrate was only 65 centimetres 
by 55 centimetres, which could only produce four 15-inch 


(38-centimetre) panels. Since then, the industry's principal 
glass makers, Corning of the United States and Asahi 
Glass of Japan, have figured out how to make substrates 
that are 1.8 metres by 2.2 metres, which can each produce 


six 46-inch (117-centimetre) panels. 


Now the size of flat-screen TVs is limited by the ability of 
other components—backlights, colour filters and polarizers— 
to grow as well. The factory equipment used to make LCD 
panels has also become huge. The machines that put 
transistors and liquid crystal onto the glass in the newest 
factories weigh 200 tonnes. Consider that when you're 
shopping for your new flat-screen TV. 


Evan Ramstad 
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VIDEOGAMES 


Real-Life 
Game Hero 


Top game creator Hideo Kojima is Konami 
Corp.’s best weapon in the battle to win over 
American gamers 


By Phred Dvorak/Los ANGELES 


TALK ABOUT AN obsession with detail: During the making 
of his latest videogame—a spy thriller set in the former Soviet 
Union—Japanese creator Hideo Kojima staged a mock battle 
in the woods so that he could get a sense of what jungle 
combat was like. Lying in the underbrush, an airgun in his 
hands, Kojima recalls feeling fear and tension and . . . some- 
thing on his arm. 

"You'd go like this," says Kojima, flexing his arm as if 
aiming a gun, "and there would be bugs crawling up it. You'd 
glance to the side and there would be a frog or insects or 
butterflies. It was incredibly contradictory—feeling living 
things all around you while you're fighting other humans with 
guns. I wanted to bring that feeling to the game." 

That quirky attention to detail and a knack for crafting 
absorbing plot lines is part of what has made the slight, bespec- 
tacled Kojima, 40, a superstar in the videogame world. At last 
month's E3 game show in Los Angeles, fans mobbed him in 
the corridors and ambushed him during bathroom breaks 
to ask for his autograph. 

Kojima's most famous games—the Metal Gear series fea- 
turing a commando named Snake—have sold 14 million units 
worldwide so far and made billions of yen for Konami Corp., 
the Japanese game-development company for which Kojima 
works. Metal Gear Solid 3, the third instalment in the series, 
is expected to launch in the United States at the end of the 
year, complete with frogs and other wildlife, as well as enemy 
soldiers in camouflage suits. 

But Metal Gear is more than just a cash cow. It's a rare 
example of what's fast becoming the Holy Grail of Japanese 
game makers: a game that sells just as well in the U.S. market 
as it does in Japan. Indeed, Konami has sold more than twice 


IT'S DIFFICULT FOR JAPANESE 
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GAME BOY: Kojima's creations appeal to Japanese and U.S. gamers 


as many Metal Gear games in the U.S. as in Japan. That 
ability to appeal to audiences is increasingly important as 
Japan's domestic videogame market shrinks, while the U.S. 
market grows. 

"We tend to think with a Japanese perspective," says 
Kazumi Kitaue, head of the videogame business at Konami, 
who recently moved game-development headquarters from 
Tokyo to Los Angeles to better figure out how to woo U.S. 
gamers. "Until we start thinking with a Western perspective, 
we wont be able to really create [crossover] games." 

The figures tell the story. Japanese game-data tracker 
Enterbrain found the country's videogame market shrank 
9.6% to X421 billion ($3.8 billion) last year, even as sales in 
the U.S. grew 1.5% to $7 billion, according to figures from the 
Entertainment Software Association of the U.S. British 
research company Informa Media Group sees the U.S. >» 
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share of the worldwide videogame market climbing to 34% 
by 2010, from around 30% now. Japan's share during that 
period is expected to stay flat at around 14%. 

Japanese creators see the competition overseas heating up: 
Japanese game-software makers’ piece of the American pie has 
shrunk to around 30% now from about 50% a few years ago. 
Meanwhile, the cost of developing games is skyrocketing, 
making hits more important and flops more deadly. 

Part of the problem, some Japanese developers say, is that 
the more sophisticated and realistic the games get, the more 
culturally specific they become—and the harder it is to cross 
over to other markets. The jokes that Japanese find funny, for 
instance, won't necessarily tickle gamers in the U.S., says 
Kenzo Tsujimoto, president of Capcom, known for its Resident 
Evil games series. 

What's more, Japanese companies are finding it difficult 
to beat U.S. game-software companies who are familiar 
with their home market and savvy about business. Electronic 
Arts Inc., for instance, brings in a steady flow of revenue by 
putting out updated versions every year of popular sports 
games like John Madden Football. Rockstar Games saw its 
violent Grand Theft Auto series—where players steal cars and 
kill police—become a huge hit with American teenagers. 

"The problem is that when Japanese creators make games, 
Japanese buy them but not Americans," says Tsujimoto. 
Capconis solution: Hire Americans and Europeans to “change 
the flavour" of Japanese games for each local market. 

At Konami, Kojima says he doesn't worry about whether 
his games will please non-Japanese, and he's not too con- 
cerned about cultural flavour. Kojima says he reads a lot of 
novels by Western writers (a current favourite is Dennis 
Lehane, author of Mystic River) and watches Western movies, 
and those influences seep into his work. 

"It's like [Quentin] Tarantino growing up watching Japan- 
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ese Samurai movies and Japanese animation, then making 
Kill Bill,” Kojima laughs. 

Nevertheless, Kojima says he has never yet set a game 
in Japan because the scale of the story would be too small 
for the genre he loves—hard-boiled international espionage. 

Although the themes and ideas for his games can percolate 
at the back of his brain for years, Kojima says he takes care 
to make sure his stories are topical. Metal Gear Solid 2, 
released in 2001, had a character who was forced to become 
a soldier as a child—a controversial issue at the time. 

Kojima admits he’s a dreamer: When he was a child, he 
would get so lost in thought that he tumbled into the drainage 
ditches that ran by the side of the road where he grew up 
in western Japan. But he also has a strong practical streak, 
seeing himself as a craftsman whose job is to create virtual 
experiences for his customers, rather than an artist. 

But Kojima goes all out when it comes to creating that 


KEY PLAYERS: Games like Solid Metal Gear 3 (be/ow) are 
helping to snare U.S. gamers (/eft) 
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virtual world, revelling in detail and making sure that gamers 
can manipulate nearly everything they see. 

Take the frogs in Metal Gear Solid 3. If one happens to hop 
by during the game, you can shoot it (and eat it), pick it up 
and throw it at an enemy soldier to distract him, or let it loose 
somewhere out of the line of fire. 

Besides frogs, Kojima populated his jungle with multiple 
species of birds, reptiles and plant life—much of which Snake 
must eat if he’s to make it through the game. If Snake eats 
something that’s poisonous, he gets a stomach ache. If it’s 
really bad Snake might even vomit, an act Kojima eagerly 
demonstrated during a preview of the game at the Konami E3 
press conference. 

Kojima thinks that playfulness is some of the reason for 
his success—overseas as well as in Japan. “The Japanese 
creators that are failing are probably trying too hard to shape 
their games for the U.S. market.” 


June IO, 2004 


China: 
Global Investment Strategies 
and Opportunities for Growth 


Westin Copley Place, Boston, USA 
Monday, 29 & Tuesday, 30 November 2004 


2 Ery 














4 Eric Benhamou, Chairman, 3Com Corporation, palmOne : 
"a David Farr, Chief Executive Officer & Director, Emerson Ele 
Peter Kann, Chairman & CEO, Dow Jones & Company E ae 
.. Long Yongtu, Secretary-General, Boao Forum for Asia* — SA Ee 

Mary X. Z. Ma, Executive Director, Senior Vice President & CFO, Lenovo Group Ltd. — — 

Mark Makepeace, Chief Executive, FTSE Group sion - 
Dr. Supachai Panitchpakdi, Director-General, World Trade Organization* ue T- 
. William G. Parrett, Chief Executive Officer, Deloitte Touche Tohmatsu MITT 


2 m" le j- coul > 
ay M "i fr 
3nior 

BA). 


é NY a . X ir foe 
al > E] f 4 * 
D ea DM ^" IM» 


cmd = n 








Professor Anthony J. Saic oo Professor of International Affairs, Faculty Cr air As ia "rog ams, Y x 
| ant, « enne nment, Harvard University 8 © 
Center for Business ant, John F. Kennedy School of Government, Harvard University = 





Hosted by Asia Programs, John F. Kennedy School 
of Government, Harvard University 
Wednesday, 1 December 2004 


Simultaneous English-Chinese 
throughout the conference. 






— sere: - 


For the full program, confirmed speakers and registration details, please visit: 


www.djconferences.dj.com/chinasummit or email info@djconferences.net 


- D. a 






Presented By: 


CENTER FOR BUSINESS AND GOVERNMENT PRC Co-or anizers: 
JOHN F KENNEDY SCHOOL OF GOVEANMENT DOWJONES - g 
HARVARD UNIVERSITY 


Registration Form 
Dow Jones Conferences, 1760 Airline Hwy., Suite F, PMB102, Hollister, CA 95023, USA. Fax: +1 831 637 1831, email: registrar@djconferences.net 


J Please reserve one place at the conference and workshop only at the early bird rate of USD1,800 (book before 30 June 2004) 
.J Please reserve one place at the conference only at the early bird rate of USD1,500 (book before 30 June 2004) 


Job Title: Company: 


Address: 
Tel: Fax: 
J Payment by credit card: American Express / Visa / MasterCard 


Amount: US$ Card No.: 


Cardholder's Signature 
For Office Use Only: Authorised Code 


Note: Price includes conference, conference materials, cocktail reception and gala dinner. 

























© 2004 Dow Jones & Company. Inc. All riahts reserved. REF: DJCF0001 


Is Your Machine a Zombie? 


Is your computer being controlled covertly to send out spam and clog networks? It could be. 
These machines are called zombies and could belong to you or me. It’s time for a security check 


CONSIDER THIS: At any given time, there may 
be hundreds of thousands of home computers 
around the world waiting for instructions from 
someone who isn't their owner. These are called 
“zombies,” and they may explain why you get so 
much spam and why your computer sometimes 
does weird things you didn't ask it to. 

Here’s how: Your computer is connected to the 
Internet. Say I had infected your computer with 
a worm, which then dropped an extra bit of code 
into your operating system. Your anti-virus soft- 
ware may remove the worm, but it may not find 
the code. The code is called a *bot"—short for 
robot—and it would remain 
inside the operating sys- 
tem, occasionally checking 
back to me for instructions. 
Your computer has now 
become a zombie. But why 
on earth would I do that? 

It's too early to be able 
to say for sure. But we may 
soon get some clues: Last 
month a 21-year old Ger- 
man, known only as Axel 
G, was arrested on suspi- 
cion of creating something 
called Phatbot, a bot that 
has infected and now 
resides in, according to 
some estimates, 750,000 
computers around the 
world. This arrest may shed 
some light on the purpose 
of bots. Phatbot is by 
no means the only bot out there. According to 
some reports, Phatbot is descended from worm 
called Agobot, sometimes called Gaobot. And, 
depending on which anti-virus manufacturer 
you believe, there have been between 450 and 9oo 
variants of Agobot. 

So we've established that there are more than 
a few bots out there. Also that, if Phatbot is anything 
to go by, they have infected a lot of computers, turn- 
ing them into zombies. But why would someone 
do this? Is it just a bunch of adolescents messing 
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about for a lark? Partly. The Internet is a great place to show off 
if you're geeky programmer who doesnt get out much. But there's 
more to it than that. There's good money involved. What seems 
to happen is this: If my bot sits on, say, 10,000 computers, allow- 
ing me to control them, I could parcel all those zombie comput- 
ers together and sell them. This is what's called a botnet: Access 
to thousands of Internet connections. The going rate, according 
to Internet watchers, for a connection to a zombie is about to cents. 
So whoever controls Phatbot could, theoretically, make $75,000 
from selling his botnet. 

But who would buy it? Spammers are likely clients. If you 
want to e-mail millions of Viagra ads in one go without anyone 
being able to trace you, a botnet is a great way to do it. Zombie 
computers act as intermediaries between the spammer's com- 

Illustrations by Selcuk Demirel/ REVIEW puter and the recipient, meaning 
not only that the spammer can 
get his mail out quicker than if 
he were just using a handful of 
his own computers, but also they 
help to disguise where the spam 
actually came from. Handy if 
youre in a country where spam- 
ming is illegal. 

That's not all: In the past 
year dozens of gambling Web 
sites in Europe have been tar- 
geted by criminals demanding 
protection money of up to 
$50,000. Pay up, they say, or 
we'll bring down your Web site 

on Cup Final day, or some 
other major gambling event. 

Those who don't pay up are 

suddenly hit with simulta- 
neous visits from hundreds of 
thousands of computers, all of them zombies. This is called a 
"distributed denial of service" attack, and that's exactly what hap- 
pens. The gambling Web site is put out of service, just when 
customers are trying to place their bets. Unsurprisingly, some 
Web sites have quietly paid up, preferring to lose a few thou- 
sand dollars than lots more in lost business. 

Then there's phishing, e-mails that impersonate your bank's 
Web site or another institution and lure you to give up your on- 
line banking password (Look Out! It's a Scam, Feb. 5). Such scams 
rose 17896 during April, according to the Anti-Phishing Working 
Group. All those e-mails have to be sent out somehow, which is 
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standing next to you to 
snarf your data; only a few 
models of phone are vulner- 
able, and, finally, the kind of 
tools you'd need for a 
bluesnarf attack limit it to 
tech-security consultants. 

| go into more detail on 
this in my blog 

l e 

(/oosewireblog.com), ..*"« 
but it’s worth 
explaining why it’s 
not a load of hooey. |; 
First, Bluetooth can | 
reach up to 100 y^ 
metres, and further 7 
with an antenna, so Ż 
your attacker could 
be at the other end 
of a stadium, or a 
train, or in a car N24» 
parked across the 
street from your office. 

Secondly, to be sure only 
a few brands (say 35% of the 
market) are vulnerable, but 
that already means qui.e a 
few and they're just the ones 
we know about. Neither do 
we know for sure that other 
Bluetooth devices are not 
vulnerable. (More on that in a 
later column.) 

Thirdly, it's true that you 
need a laptop to do this kind 
of thing, but that doesn't 
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The Latest 
Software and 
Hardware 
Upgrades, Plug-Ins 
and Add-Ons 


Bluetooth Blues 

Since | wrote about the 
dangers of someone hijack- 
ing your cellphone via Blue- 
tooth (Snarf Attack, Apr. 22) 
there has been quite a bit of 
sceptical press. One piece in 
on-line magazine eWeek last 
month called the problem a 
“load of hooey.” In short, the 
sceptics argue that Blue- 
tooth is a wireless standard 
that only works over a few 
metres, so bad guys would 
have to be pretty much 


probably where zombie computers come in. It’s like a criminal 
being able to case the joint, not just of a few houses but of a whole 
city, all at one time all while he’s sitting snugly at home. 

Now, in case you've forgotten, these are not just other people's 
computers doing this. Chances are it could be yours, or that of 
one of your employees or a family member. Millions of com- 
puters are constantly connected to the Internet, and unless they’re 
well secured, they will be probed several times a minute by 
other computers looking for a way in. Not all of these probes have 
sinister intent, but many of them do. And while having a bot 
on your computer may not be the end of the world, it's not a 
nice thought to think that your data is vulnerable, and that your 
PC could be helping someone else deliver pornographic spam, 
attack other computers or bring down on-line casinos. 

So what can you do? Well it's the old mantra: Install anti- 
virus software on your computer, keep it updated, and make 
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mean it’s only going to be 


: security consultants doing it. 


It’s going to be someone 
smart who's got a reason to 
do it, whether it's financial, 


: criminal or political. If you 


still think that Bluesnarfing is 
not a problem, imagine 
someone telling 


Josh Estey 


these devices to store all 
your important data. I’d 
agree, it's not a good idea. 
But | can understand why 
some people do rely on 
them. After sashaying 
around the computer malls 
of Singapore last week, | saw 
how ubiquitous these USB 








: your data to someone else, 
: as well as their motivation 
: and ability to get it. 


; that you'd have 
: to be silly to rely 
: onone of 


thumb drives have become, 
and how prices are falling 
rapidly. There are dozens of 
different models out there, 
several of which are billed as 
replacement hard drives (one 
suggested the user was a 
doofus for relying on a 
physical hard drive when 
USB flash drives were so 
cheap, small and fast). The 
point is: Flash drives are 
much more likely to fail than 
a hard drive, either tem- 
porarily or permanently, so 
you must be careful when 
you use them. Don't use 
them to keep the only copy 
of important data, and, if 
you're using them ina 
camera or PDA, 
don't let the 
data sit there 
too long before 
you transfer it 
to somewhere 
more durable. 


you a few years 
ago that com- 
puter viruses and 
spam were never 
going to be much 
of a problem, and 
all those folk 
trying to get you 
to install fire- 
walls and spam 
filters were just 
out to make 
money. Never 
underestimate the value of 


Flashback 
Further to my column on the 
perils of Flash drives, (Flash 
Drives Aren't Flash, May 
27), one or two folk 
have pointed out 










sure that your Windows has all the latest patches 
by activating the automatic-update feature. Install 
a firewall, and if it doesn't stop your computer 
from connecting to the Internet, have it on the 
most secure setting. 

Lastly, if you haven't been doing this for a while, 
it might be worth checking that you're not already 
infected. I'd suggest you use an on-line virus 
checker the first time around: Trend Micro's 
HouseCall (http://housecall.antivirus.com) does a 
pretty good job and it's free. The bad news is, if 
youre infected, you'll probably need a professional 
to make sure your computer is thoroughly clean. 
The world of bots is not pretty. = 

More musings and scare stories at my blog, 
loosewireblog.com 
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RAIL PRIVATIZATION 


Hong Kong's 
Urge to Merge 


The proposed merger of Hong Kong's two urban railway systems mahes eminent sense from the 
perspective of building an integrated mass-transit system for the city. But equally, the merged entity 
offers the government the best chance of recovering its huge investment 


By Howard Winn/HoNc KONG 








MASS-TRANSIT RAILWAYS are notorious 
loss makers. Cities the world over strug- 
gle to balance the high costs of building 
and maintaining rail systems with charg- 
ing an affordable fare to reduce road con- 
gestion and the associated pollution. 

Hong Kong has had it relatively easy in 
this respect for the past few decades. Its two 
rail companies, the MTR Corp. (MTRC) 
and the Kowloon Canton Railway Corp. 
(KCRC), jointly provide one of the best 
urban rail services in the world at a price 
that had not, until recently, unduly strained 
government finances. But that has changed 
since the economic decline that followed 
the 1997 Asian financial crisis. 

The collapse in asset prices—tradi- 
tionally the Hong Kong government's 
principal source of revenue—has left the 
government with a gaping budget deficit 
which Financial Secretary Henry Tang 
forecast would total HK$42.6 billion 





($5.46 billion) for the financial year end- 
ing March 2005. 

It is the budget deficit, observers 
believe, which lies behind the govern- 
ment's efforts to privatize the rail net- 
works and its decision earlier this year 
to push the two rail corporations into a 
merger. It has given them until the end of 
August to come up with a plan to merge 
their businesses. 

"The government needs to address the 
budget-deficit problem," says Alvin Tan, 
an analyst with ABN Amro. "The merger 
of the KCRC with the MTRC will have a 
significant impact on government 
finances through reducing capital expen- 
diture and raising revenue through the 
sale of shares providing there is a cash 
component in the merger structure." 

The government had originally 
planned to list both the MTRC and the 
KCRC separately. The MTRC’s initial- 
public-offering prospectus of 2000 says 
the government had no intention of 
injecting the KCRC into the MTRC. But 
it has been forced to change this plan, 
according to brokers, largely because of 
its mishandling of the MTRC's IPO. 

The government first announced its 
conversion to the idea of privatization in the 
1999 budget. The then-Financial Secretary 
Donald Tsang said the government was 
looking to realize HK$30 billion from 
the sale of part of its stake in the MTRC 
in two separate tranches. While the initial 
listing ofthe MTRC went ahead as planned 
in October 2000, it raised HK$1o billion 
rather than the hoped-for HK$r5 billion. 

But the government has not been able 
to sell a second tranche, largely because it 
backed itself into a corner by awarding a 
proposed new line between Sha Tin in the 
New Territories and Central on Hong 
Kong Island to the KCRC. This HK$31 bil- 
lion, 18-kilometre line would give the 
KCRC access to the MTRC's lucrative 
cross-harbour route and take a slice of 
its earnings once operations commenced 
sometime after 2008. 

This has effectively extended the 
uncertainty that had loomed over MTRC's 
future earnings since the line was first 
mooted to beyond 2008. The government 
was advised that it would be difficult in 
the intervening period to sell a second 
tranche of MTRC shares at a reasonable 
price. It had by this time also become 


apparent that the losses the KCRC would 
experience with the opening of its West 
Rail in December 2003 would make it 
difficult to list in the near future. 

Financial advisers told the govern- 
ment that the only way it could sell down 
its stake in the near future would be to 
merge the two companies and sell shares 
in the enlarged entity rather than attempt- 
ing to sell a second tranche of the MTRC. 
The merger had become in effect a back- 
door way of listing the KCRC. 

If the merger goes ahead, it will be the 
biggest corporate deal in Hong Kong 
since billionaire Li Ka-shing's son Richard 
paid $28.5 billion to take over Hongkong 
Telecom in 2000, and it would create a 
company with a net book value of HK$117 
billion. The government owns 7696 of the _ 
partially privatized MTRC and 10096 of © 
the KCRC and, analysts believe, could — 
gain at least HK$30 billion depending on 
how the proposed merger is structured. 


CHEAPER FARES 

However, the government has played 
down the potential gains it could reap from 
the merger and has instead presented it as 
a means of achieving a better-integrated 
rail network and cheaper fares for the 
travelling public. Sarah Liao, secretary 
for the environment, transport and works 
bureau, has been trying to lower fares 
more or less since the first day she took 
office in July 2002, though Hong Kong's 
rail fares are cheap compared with those 
in other major cities of the world. 

However, analysts say there is little 
scope for significant cost savings from 
railway operations since the corporations 
use different rolling stock, rail gauge and 
even different electricity voltages. Any 
savings to be made will come from 8oo- 
1,000 redundancies in the corporate-man- 
agement and services departments, but 
would only result in annual savings of 
HK$100 million-250 million. 

Tan calculates that every $100 million 
saved by the merged entity would enable 
a fare reduction of 0.9%. This amounts to 
at best 10-20 Hong Kong cents on a 
HK$ro fare. But stockbroker ING Finan- 
cial Markets says there could be substan- 
tial capital savings if rationalization of the 
rail networks enabled the Sha Tin-Central 
line to be abandoned. 

The government has also asked >» > 


Far Eastern Economic Review 41. = 

















Y 
M 


the rail companies during their merger 
. talks to consider ways of optimizing the rail 
networks by improving the interchanges 
and making it easier for passengers to 
switch networks. This has considerable 
support from transport experts. Bill Bar- 
ron, an associate professor at the centre 
of urban planning and environment man- 
agement of the University of Hong Kong, 
says that from the perspective of trans- 
port policy the merger is long overdue. 
The two corporations have tradition- 
ally operated in geographically different 
areas, the MTRC in the urban areas and 
the KCRC in the suburban areas and the 
New Territories. When the government 
awarded the Sha Tin-Central line to the 
KCRC, it brought the two corporations 
into direct competition for the first time. 


INBUILT DISINCENTIVE 

But while the KCRC could undercut the 
MTRC on this route, the MTRC was in no 
position to undercut the premium kilo- 
metre rate that the KCRC charges for the 
short leg from Sheung Shui to Lo Wu on 
the border with mainland China. The two 
rail companies each had an incentive to 
encourage transfers within their own sys- 
tem, but there was an inbuilt disincentive 
to permit transfers across networks, with 
interchanges deliberately designed to 
discourage passengers from changing 
networks. In other words their pursuit of 
their own self-interest came at the expense 
of the needs of the travelling public. 

“This is fine in a market setting but 
is not the best way to run a railway,” says 
Barron. He argues that with the pro- 
posed Sha Tin-Central line “the ineffi- 
ciencies of the rail network have gone 
from being potential to very real and 
massive. As the railway system has got 
larger it is clear that it has gone wrong,” 
he told the REVIEW. 

Funds raised from the merger will at 
best be a stopgap measure and will only go 
some way towards providing the HK$136 
billion in capital that ABN Amro estimates 
the two rail corporations will require 
between 2003 and 2015. The merger does 
not address the important question of how 
to fund future expansion. 

While the KCRC’s expansion has 
mainly been financed by government 
equity, the MTRC’s growth has been 
financed largely by property development 
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and borrowing. Hence the proud claim by 
MTRC Chairman Raymond Chien Kuo- 
fung in the latest annual report that the 
business model of “rail plus property 
development" has served the company 
and Hong Kong well for over 25 years and 
has given Hong Kong a world-class urban 
railway system without costing the gov- 
ernment or taxpayers anything. 

In the past seven years, the MTRC has 
made pre-tax profits of HK$19.7 billion 
from property development and a fur- 
ther HK$4.2 billion after expenses from 
property rentals and management. In the 
1980s, when the government's finances 
were tight, it granted the MTRC property- 
development rights above its stations for 
which it in effect paid the government a 
discounted land premium. This supple- 
mented its funding requirements while at 
the same time boosting passenger loads. 
As a result, the MTRC has become the sec- 
ond-largest provider of development land 
after the government. As of June 2000, 
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the MTRC had jointly developed 23 proj- 
ects comprising 39,338 residential units 
and approximately 824,500 square metres 
of commercial gross floor area. 

But in June 2002, the government 
stopped granting development rights to 
the two rail companies after property 
developers pointed out that the MTRC and 
KCRC were undermining its own efforts 
to tighten supply. This was a policy it had 
embarked on to engineer a recovery in the 
property market, which had fallen by 
about 60% since its peak in 1998. 

“We should not merely consider the 
granting of land purely from the perspec- 
tive of transport, but also from the per- 
spective of the property market,” the then- 
Chief Secretary Donald Tsang said. “It is 
not fair to some people if there is a sudden 
increase of flat supply [from rail compa- 
nies] in the market.” This contrasted with 
the government’s stance in its Railway 
Development Strategy 2000 report, which 
said that letting the MTRC develop prop- 
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erty above stations and depots had worked 
well and should continue. 

But even though the government had 
suspended the granting of property-devel- 
opment rights, the MTRC’s financing 
model had effectively run its course with 
the opening of the Tseung Kwan O line in 
2002, which has about half a million 
people living within 3 kilometres of the 
line. Such densities, experts say, are 
unlikely to recur in Hong Kong. 

However, this shift in policy had a 
price. The row in the Legislative Council 
in 2002 over the Penny’s Bay extension 
line to Disneyland was a foretaste of the 
difficulties that lay ahead. The MTRC 
estimated that passenger loads would not 
generate sufficient revenue to cover costs 
and the 1%-3% return on capital it 
required. It told the government that 
unless it was prepared to pay a HK$789 
million subsidy for the HK$2 billion, 7.5- 
kilometre line, the project would have to 
be dropped. The government paid up, and 
was roundly criticized by legislators who 
objected to the direct subsidy—but who 
had for years happily acquiesced to what 
amounted to an indirect subsidy through 
property-development rights. 

The government has been dragging 
its feet over what will prove to be a more 
significant test case: the MTRC's proposed 
HK$rs billion line that will run to the west 
and south of Hong Kong island. The 
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HEAVY LOAD: The MTRC's initial public offering proved a disappointment 


MTRC has asked for a subsidy of HK$6 
billion to bridge the gap between the esti- 
mated revenue and the operational and 
capital costs of the project. The govern- 
ment has yet to decide whether to pay cash, 
grant property development rights or 
waive its dividend payments—or indeed 
whether to proceed with the project. 
Railway expansion in Hong Kong has 
been hampered by the government's 


tions and the refreshment of its rolling 
stock—but not capital costs—out of its fare 
revenues. But with its population densities, 
Hong Kong is probably the city best suited 
to urban rail systems. “Hong Kong does 
not have enough railway," says Barron. 

Despite the stipulation of a commer- 
cial return, the railways are prevented from 
charging an economic fare due to pressure 
from the government. Moreover, they are 
undercut by the franchised buses compa- 
nies, which do not have to pay for the roads 
and benefit from indirect subsidies. Roads 
are paid for by the public from vehicle-reg- 
istration fees and road taxes. Buses account 
for 5% of vehicles on the road but clock up 
3096 of kilometres travelled. Bus companies 
do not pay the hefty first-vehicle registration 
tax, nor do they pay fuel duties—which are 
among the highest in the world. 

The effect, says Barron, is to skew 
transport policy in favour of road over rail, 
though the government continues to pay 
lip-service to the notion that that Hong 
Kong has a rail-based transportation 
policy. Although public transport accounts 
for 9096 of all journeys in Hong Kong, rail 
accounts for only 3696. 

If the government made all road 
users, including private cars, public light 
buses, franchised bus services, trucks and 
taxis, pay an economic rate for their use 
of the roads, this would level the playing 


IT WILL BE THE BIGGEST CORPORATE DEAL IN HONG 
KONG SINCE RICHARD LI PAID $28.5 BILLION TO TAKE 
OVER HONGKONG TELECOM IN 2000 


requirement that the rail companies 
should make a commercial return on 
their investments. It is also unique in that 
unlike other authorities it does not pay 
some form of direct grant or fund the 
track and rolling stock. As a result, the 
MTRC did not build a line unless pro- 
posed stations along the route had a 
catchments area of 30,000-70,000 peo- 
ple. Railways in Singapore and Taipei, 
by contrast, build stations on the basis 
of population centres of 5,000-10,000. 
This is why Hong Kong's rail network 
is skeletal compared with transit systems 
in other major cities. In fact, the MTRC 
is the only urban rail corporation in the 
world that can cover the cost of its opera- 


field and allow railways to become more 
competitive. The funding gap could be 
decreased if they were able to increase 
their fares and congestion on the roads 
would ease as bus routes that became 
uneconomic were dropped, reducing the 
need for new roads. 

But Barron says the government is 
wary of getting to grips with this problem 
because of widespread cross-subsidizing 
between bus routes: Profitable routes 
subsidize unprofitable ones. “The massive 
cross-subsidization severely complicates 
the willingness of the government to tinker 
with the system. It’s afraid of moving 
anything for fear the whole house of cards 
will come tumbling down,” he says. = 
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Just-in-Time 
Financing 


Logistics firms are entering this lucrative area 
by investing in new Internet-based platforms 
that instantly linh buyer and seller 


By Gabriel Kahn/HoNc KONG 


THE EXPLOSION OF just-in-time manufacturing and just-in- 
time inventory is spurring another revolution in commerce: 
just-in-time financing. 

As the rest of the business world implemented hi-tech 
logistics and tighter supply chains, trade finance—the boring, 
back-room backbone of global trade—remained mostly 
unchanged. Even today, buyers and sellers still predominantly 
settle their payments by a paper-heavy method called the 
letter of credit, first popularized by the Medici banking family 
of Florence more than four centuries ago. 

The process, which requires both the buyer's and seller's 
banks to coordinate with one another and exchange documents, 
often across oceans, can take up to two weeks, an eternity for 
cash-strapped companies operating on thin margins. 

But recently, companies have begun investing in new 
Internet-based platforms that instantly link buyer and seller 
and sometimes relegate the banks to the sidelines. Some of 
these companies first sprouted in the late 1990s, when on-line 
procurement schemes were first gaining attention. However, 
itis only in the past two years that these systems have gained 
significant traction in the marketplace. 

TradeCard, for example, a company launched in 1994 and 
which now counts Warburg Pincus among its major backers, 
allows a buyer to connect the flow of physical goods with 
the flow of electronic funds by handling both through the 
same electronic document. The company had 750 customers 
at the end of 2003, up from 567 a year earlier. The volume 
of business it handles is up more than 230% in the first 
quarter of this year compared with the same quarter in 2003, 
though it would not disclose exact numbers. 

UPS Capital, a subsidiary of logistics giant UPS, is pushing 
a similar product that allows it to transport both the hard goods 
of its clients and the money to pay for them. Banks as well are 
trying to update and smooth their letter-of-credit processes by 
putting more of the functions on-line. 

At stake is much more than a tech upgrade. The cost of 
processing trade documents is more than 5% of the total 
annual value of world trade, according to a report by business- 
research company Gartner G2. In addition, if companies can 
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reduce the amount of time that their cash is held up in 
banks they can boost their cash position and lower their 
financing costs. More importantly, if the financial supply chain 
can be made to work faster, the physical supply chain can 
move faster, too. 

“The old letter-of-credit world is really going away,” says 
Tom Lynch, managing director for State Street Bank & Trust 
in Hong Kong, who used to work in trade finance. “They were 
invented as a way for strangers to transact business with other 
strangers. That just doesnt characterize the nature of a sourcing 
relationship anymore. Nike doesn't buy from strangers.” 

Bob Kaiser, chief financial officer of California-based 
hiking-shoe company Hi-Tec Sports USA, says that when 
his firm stopped using the letter-of-credit system and jumped 
into an entirely electronic system, the financial effect was 
equivalent to “creating a cash infusion in our company.” 

Previously, every time Hi-Tec issued a purchase order to 
one of its suppliers in China, it had to open a letter of credit 
with its bank, a process that required presenting a stack of 
documents. The bank would then courier the letter of credit 
to the manufacturer’s bank, a journey that could often take 
a week. The Chinese bank would then review the documents 
and inform the factory that it could receive payment as soon 
as it shipped the order. The entire transaction could take up 
to two weeks, during which time Hi-Tec’s money had left its 
accounts but hadn't yet paid for the goods. 

In the electronic system Hi-Tec now uses, run by Trade- 
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Card, the purchase order and the credit function are part 
of the same electronic document. That cuts down on the 
paper-processing time and allows people to track the two 
functions simultaneously. TradeCard replaces the buyer's 
and seller’s bank with an insurance company that ensures 
that the transaction goes smoothly. It does this by charg- 
ing buyers a subscription fee and pre-approving their credit 
risk. Suppliers generally pay a transaction fee. Because there 
is less paper and fewer people involved, the fees for each 
transaction are lower. 


IF COMPANIES REDUCE THE AMOUNT OF 
TIME THEIR CASH IS HELD UP, THEY CAN 


LOWER THEIR FINANCING COSTS 


Kaiser of Hi-Tec calculates that the lower financing costs 
mean that for each pair of shoes he orders, which cost him 
$16.50, he saves 20 U.S. cents. Because the information 
and funds are transferred more quickly, Hi-Tec says, it is 
getting its orders faster. 

His suppliers seem to prefer it as well. William Chang, 
president of Wincap Industrial in China, which makes shoes 
for Hi-Tec, says that because the money arrives more quickly 
with the TradeCard system, he is able to plan his business 
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better. In the past, he had sometimes been forced into a 
tight spot by the delays that were part of the letter-of-credit 
system. He would receive an order but would have to wait for 
the payment, or the promise of payment, to arrive. In the 
meantime he sometimes had to delay ordering materials, 
which could mean a delay in getting the shipment out. He 
says those delays are rare with the new system. “You have 
more money in your pocket and you feel more confident about 
your business.” 


MIDDLEMEN DISAPPEAR 

In many ways, the changes taking place in trade finance are 
similar to those taking place in global trade itself. Response 
times are being shortened and middlemen are being stripped 
out of the process. The way big retailers operate with their 
suppliers has changed too, making the old trade-financing 
arrangements less efficient. 

“Everyone has had to pull up their suspenders in the whole 
supply chain,” says Ron Beattie, vice-president of global sourc- 
ing at golf-apparel label Ashworth, in Carlsbad, California, 
who also uses TradeCard. “The lead times have got as short 
as they can and if they can't get any shorter then something 
has to break." Orders from buyers are smaller and come more 
frequently, he says. That has put more pressure on trade 
finance to become faster and cost less. 

UPS noticed this trend in 1998 and realized it could 
step into a role traditionally played by banks. "We're moving 
the goods, so we might as well move the funds," says Michael 
Bryant, president of UPS Capital's international division. 

Though assessing financial risk is a far cry from ship- 
ping, UPS's freight business gave it a clear advantage. It can 
more easily calculate risk because, as the shipper, it knows 
where the goods are. It can even stop delivery if it anticipates 
a payment problem. Last year it handled $1.4 billion in 
payment transactions. 

[ts not just the shippers that are changing. Banks have 
been eager to speed up the process as well. Bolero, a company 
created by the SWIFT banking cooperative and the TT Club, 
an association of logistics and shipping companies, has put 
together several products that allow banks to handle many 
of the letter-of-credit functions on-line. 

Development Bank of Singapore, for example, once issued 
its letters of credit on special security paper, like a bond. Now, 
more than 90% of its letters of credit are done electroni- 
cally. However, the bank still requires shipping documents, 
such as bills of lading, to be submitted via paper, and it uses 
those to track a shipment and determine when it should 
authorize payment. 

But banks have been able to hold on to their trade-finance 
business because of the broader relationship it builds with 
their customers. "We're in the business of lending," says Lum 
Yin Fong, managing director of global investment and 
transactions services at DBS. If a client opens a letter of credit, 
she says, the bank is often more disposed to extend a loan. “If 
we're lending a customer money to support his trading, we 
feel better about it because we know where the money is 


going," she says. & 
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‘TAIWAN 


Comfortably Tied 


Taiwan is heavily reliant on China’s economy, 
but not those parts targeted for cutbacks by the mainland 
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By Jason Dean 

No country’s economy is more closely entwined 
with China’s than Taiwan’s. So it may come as a 
surprise that many economists and executives 
think Beijing’s effort to throttle back on blister- 
ing growth is likely to have a limited impact on 
Taiwan's accelerating recovery. 

China is hardly unimportant for Taiwan. Tai- 
war's companies have invested at least $70 billion 
across the Taiwan Strait to date—more by some 
estimates. And China is the island’s biggest export 
destination, accounting for 25% of Taiwanese 
exports, a bigger share than what any other econ- 
omy ships to China. Plus, Chinese demand helped 


LOOKING UP 
Taiwan’s GDP growth is back on track 


Ns 


[T a WEN a M 


-—-O-f-NW 5 oc 


'01 


*Forecasts Source: Directorate General of Budget, Accounting and Statistics 





7] Pawan ignitor | NUS 


cushion the blow to Taiwan during the global 
technology implosion, when the United States 
economy was in the doldrums. 

But Taiwan's exposure to China is largely 
focused on areas unlikely to be seriously affected 
by China's new effort to tame growth. Taiwan 
relies on China as a manufacturing base, mean- 
ing the bulk of its exports across the strait are parts 
used in products re-exported to the U.S., Japan, 
Europe and other markets. The share of its exports 
to Chinese sectors being targeted in Beijing's 
clampdown is therefore relatively small. The share 
of Taiwan’s exports to China that is reliant on 
domestic Chinese demand is, at just over 40%, 
lower than any major economy in Asia, and below 
that of the U.S. and the European Union, accord- 
ing to investment bank UBS. "To the degree that 
Taiwan is exposed to Chinese economy, and to the 
degree that the slowdown is targeted, the effect on 
Taiwan should be commensurately restricted," 
says Michael Kurtz, Hong Kong-based regional 
strategist for Bear Stearns. 

Taiwan's economy is currently on a roll the 
like of which it hasnt seen in years. GDP in the first 
quarter of 2004 jumped 6.2896, its fastest rate since 
late 2000. Export orders, which prefigure future 
trade performance, grew 33.696 in April from a year 
ago to their second consecutive monthly record, 
with no sign ofa let-up from China. Taiwan’s index 
of leading indicators rose in April for the eighth 
month in a row to a more-than 15-year high. 

Inevitably, a Chinese slowdown will have some 
impact on those statistics. Processed steel and 
cement could see weaker demand, for example, as 
the Chinese government attempts to curb a run- 
away building boom. In announcing first quarter 
growth, a senior Taiwanese statistics official 
predicted that Taiwan would likely start to feel 
the effects of China’s economic controls, along with 
possible U.S. interest rate increases and rising 
oil prices, in the third quarter. 

At the same time, however, the agency boosted 
its forecast for Taiwan's full-year economic growth 
to 5.41%, compared to an earlier 4.74% forecast 
and to 3.24% last year. Many private forecasts are 
higher. Goldman Sachs, for example, expects 
Taiwan's GDP to grow 6.3% this year. 

Many Taiwan executives with big business in 
China are also sanguine about Beijing’s current 
efforts. Yancey Hai, for example, is chief executive 
of Delta Electronics, which makes computer 
power supplies, high-definition televisions, and 
other tech products. Delta’s China factories 
account for more than 95% of its production, 
but China accounts for less than 5% of demand 
for its goods. Is Hai worried about a Chinese slow- 
down? “Not at all," he says. = 
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Prices & [rends 


STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Index Fo 1) % chg YTD (May 31) Mkt Unit Latest %chg YTD 

(May 31) %chgYTD — Australia 3,456.90 *4.56 Aluminium Ldn $/tn 1695.50 +5.70 

Australia 218.03 241 Bangkok 641.05 -16.98 Cocoa NY $/tn 1465.00  -3.30 
China 88 131.23 -5.51 Bombay 4,759.62 -18.49 Coffee NY c/Ib 85.55 «3172 
Hong Kong 213.55 -1.82 Colombo 1319.25 — 424.21 Copper NY c/Ib 12775 +22.19 
Indonesia 94.57 -16.01 Hong Kong 12,198.24 -3.00 Cotton NY c/Ib 61.19 -18.49 
Japan 82.95 -7.27 Jakarta 732.52 +5,87 Gold Ldn $/oz 393.25 -5.75 
Malaysia 106.42 -11.83 Karachi 549779  +22.95 Oil: Brent Ldn $/ barrel 36.60 +21.31 
New Zealand 179.27 -2.00 Kuala Lumpur 810.67 +2.11 Palm Oil KL Ringgit/tn 1,610.00 -9.24 
Philippines 68.55 -4.53 Manila 1,511.36 +4.78 Pulp FOEX = $/tn 640.00 +14.40 
Singapore 134.19 -3.24 Seoul 803.84 -0.85 Rice Bnk $/tn 229.00 413.37 
South Korea 109.79 -14.83 Singapore 1,788.66 *1.37 Rubber KL Mc/kg 492.00 +4.13 
Taiwan 115.94 -12.18 Taipei 5.977.84 *1.48 Soyabeans Chg c/ bushel 814.00 +2.52 
Thailand 65.55 -5.94 Tokyo 11,236.37 +5.24 Sugar NY c/lb 706 +24.51 
U.S. Total Market — 265.24 -1.88 Wellington 2,321.63 *1.90 Tin KL $/tn 9,765.00 +47.73 
Euro Stoxx 50* — 2,736.83 -5.17 DJIA 10,188.45 -2.54 Wheat Chg c/ bushel 362.00 -3.98 
FTSE 4,430.70 -1.03 AIG - Dow Jones Commodity Index 150.44  *11.21 


Dow Jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx *M ^ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 


ECONOMIC DATA IN THE SPOTLIGHT 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Japan (2.28% on week) 
(May 31) GDP | CPI Current acct | Trade balance _ 1-mth interbank | Prime rate ¥/$ 
Australia 3.5 (Dec Qtr) +2.0 (Mar Qtr) -33.04 (Mar) -16.71 (Apr) 5.43 9.50 109.0 a EE paaa DA 
China 9.8 (O1 '04) +3.8 (Apr) | *45.88(2003)  *14.75 (Apr) 2.75 n.a. fu Sp etel 
EU 1.5 (01 '04) *1.8(Apr) 47.38 (O4 '03) -4.37 (Mar) 2.09 n.a. 109.5 A TEVET F ou or 
Hong Kong 6.8 (O1 '04) -1.5 (Apr) * 17.38 (Dec) -11.44 (Apr) 0.18 5.00 Mira. deer 
India 10.4 (03 '03/'04) *2.2 (Apr) *2.15 (Dec) -15.32 (Apr) 6.00 11.13 110.0 
Indonesia 4.46 (Q1 '04) *6.5 (May) +4.70 (2003) . *27.30 (Apr) 7.40 7.32 
Japan 5.4 (Q1 '04) -0.2 (Apr) . *152.91(Mar) +101.06 (Mar) 0.06 1.38 110.5 
Malaysia 7.6 (O1 '04) * 1.0 (Apr) *12.56 (Dec) * 17.62 (Apr) 2.90 6.00 
New Zealand 3.5 (Dec '03) +1.5 (Mar Qtr) -3.57 (Dec) -2.91 (Apr) 5.80 5.95 111.0 
Philippines 6.4 (Q1 '04) *4.1 (Apr) *3.35 (2003) -1.74 (Mar) 7.14 10.14 
Singapore 7.5 (O1 '04) * 1.3 (Apr) +27.15 (Mar) — *24.99 (Apr) 0.56 5.50 111.5 
South Korea 5.3 (Q1 '04) *3.3 (May) +21.91 (Apr) — *27.74 (May) 3.75 3.89 
Taiwan 6.3 (O1 '04) +0.93 (Apr) *27.80(Mar) X *15.29 (Apr) 0.94 0.75 112.0 
Thailand 7.8 (O4 '03) *2.5 (Apr) *7.55 (Apr) *3.02 (Apr) 1.25 5.75 > SS ee RN an 1 
U.S. 4.4 (Q1 '04) *2.3 (Apr) -541.80 (Dec) -499.90 (Mar) 1.10 4.00 May June 


Source: Government Statistics Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(May 31) $1 worth Spot rate % chg YTD (May 31) $1 worth Spot rate % chg YTD 
Australia dollar 1.3976 -5.02 Mongolia* tugrik 1,161.00 -3.01 
Bangladesh taka 60.15 -2.74 Nepal rupee 73.00 0.00 
Brunei dollar 1.6999 *0.32 New Zealand dollar 1.5812 -3.45 
Burma** kyat 900.00 -1.11 Pakistan rupee 57.65 -0.85 
Cambodia* * riel 4,129.00 -6.68 Papua New G. kina 3.1265 *5.59 
China renminbi 8.2768 0.00 Philippines peso 55.55 -0.06 
European Union euro 0.8202 -3.24 Russia* * rouble 28.99 *0.86 
Hong Kong dollar 7.7933 -0.38 Singapore dollar 1.6972 *0.02 
India rupee 45.465 *0.29 South Korea won 1,159.60 *2.79 
Indonesia rupiah 9,260.00 -9.22 Sri Lanka rupee 98.88 -2.00 
Japan yen 109.48 -2.07 Taiwan NT dollar 33.383 * 1.76 
Laos** kip 10,522.00 -0.83 Thailand baht 40.455 -2.19 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,744.00 -0.55 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0617 S$ = ringgit 2.2379 SDR = $1.4688 "Official rate — **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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ADVERTISING SUPPLEMENT 


ASIA BUSINESS LEADER AWARDS HONOUR 
INNOVATION, INSPIRATION AND VISION 


The Asia Business Leader Awards, 
launched in 2001, have emerged as Asia's 
preeminent business awards. Their 
prestige is based on the rigorous process 
used to determine the winners. Unlike 
other accolades, which often choose 
winners based on vague principles like 
prestige or influence, or by using unscien- 
tific methods like readers' polls, the 
winners of the Asia Business Leader 
Awards emerge from a tough three-stage 
process based on measurable criteria. 


An Objective Assessment 

"It's a very objective determination as 
to who the winners are," says Alexander 
Brown, Singapore-based president and 
CEO of CNBC Asia/Pacific, one of two 
award presenters. CNBC is a leading 
provider of business and financial informa- 
tion, and CNBC's television operations 
in Europe and Asia are co-owned by 
Dow Jones and NBC Universal. The 
second presenter is TNT, a global 
logistics and express mail company. 
"When we created this event in 
2001, it was done on the 
basis that there were 
specific metrics that 
the candidates were 
to be judged upon, 
that it was going 
to be judged by 
an independent 
panel, and that 
there would be a 
third party to 
handle all the 
judging. The key is 
that winners are 
selected on merit, " 
adds Mr. Brown. 

This year's Asia 
Business Leader Awards, 
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held in Shanghai on May 25, were further 
refined with the addition of a new cate- 
gory — China CEO of the Year — and a 
new knowledge partner, the prestigious 
University of Chicago Graduate School of 
Business. The selection process was also 
fine-tuned to allow short-listed candidates 
a better opportunity to express their 
business philosophies. 

This year, the awards were given in five 
categories: Asia Business Leader of the 
Year; Innovator of the Year; Corporate 
Citizen of the Year; CEOs' Choice; and the 
inaugural China CEO of the Year. The 
innovator was required to demonstrate 
creativity in generating new business, 
expanding business to new areas or 
improving existing products. The corporate 
citizen was judged on the quality of 
employee relationships, customer 
loyalty and contribution to society. 
The CEOs' Choice was the only 
award not selected through the 
three-step process: it was a peer- 
F group award chosen through a 
direct vote of Asian CEOs. 

The Asia Business 
Leader of the Year 
award, which is pre- 
sented to a strong 
personality who is able 
to mold a company 
according to his or her 
unique vision, is the 
ceremony's flagship 
prize. This year's 
winner was Gerardo 
Ablaza Jr., president 
and CEO of Globe 
Telecom Inc. of the 
Philippines. Mr. 
= Asia Business 


Leader of the Year, 
Gerardo Ablaza Jr. 


Ablaza was cited for his ability to attract 
and retain customers, inspire and moti- 
vate staff and increase revenue. 

The other 2004 winners represented a 
variety of countries and industries. The 
Corporate Citizen of the Year was Nan- 
dan M. Nilekani of Infosys Technologies 
Ltd. in India. The Innovator of the Year 
was Steve Chang of Trend Micro Inc. of 
Japan. The first-ever China CEO of the 
Year award went to Zhai Ruoyu, of Datang 
International Power Generation Co. Ltd., 
while the CEOs' Choice award also went 
to Mr. Ablaza, who was the first two-time 
award winner. 

To be eligible, a candidate's company 
had to operate in one or more of the 
following countries: China, South Korea, 
Taiwan, Hong Kong, Japan, Thailand, 
Malaysia, Singapore, Indonesia, the Philip- 
pines, Vietnam, India, Pakistan, Bangladesh 
and Sri Lanka. All candidates had to be 
responsible for more than 150 employees 
and work for a company whose annual 
revenues exceed US$50 million. 


High-Quality Candidates 

A 10-member judging panel, consist- 
ing of executives, journalists and academ- 
ics from around Asia, selected the win- 
ners. Cynthia Owens, Singapore-based 
vice president of news programming at 
CNBC Asia Pacific, was one of the judges. 
"This year, the process was terrific, we had 
really good material to go on and very 
high-quality candidates,” she says. “It 
was tough choosing the winners." 

The 2004 awards were presented by 
CNBC and TNT, co-conceptualisers of the 
event; co-hosted by radio and TV broad- 
caster China Business Network; and 
associated with HP and Malaysia Airlines. 


The text of this advertising supplement was 
written by Brent Hannon. 
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tations often exceeded actual pay-per-view demand, 
and some big European broadcasters went bust 
because they paid too much for the right to air 
matches. According to Soccer Investor, a London- 
based sports consultancy, more European clubs 
make financial losses than profits, mainly because 
teams leveraged expected strong television earn- 
ings into fat salaries for photogenic stars. 

The legacy is that, now more than ever, a 
team’s ability to pay for players is the most impor- 
tant factor in achieving results on the field: When 
a team spends big, it wins big, which brings in 
more income and allows it to spend even more. 
According to a recent study by Deloitte & Touche 
Sport, success in European leagues is almost 
directly proportional to the amount management 
dishes out on players. 

That’s what makes foreign investments increas- 
ingly important to a team’s performance, both on 
and off the field. Take English Premiership team 
Chelsea. Russian tycoon Roman Abramovich 
bought into the London team last year, and his cash 
helped pump up the traditional working-class 
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OUR TEAM: Hong 
Kong fans cheer on 
A.C. Milan during 
its recent charity 
match in the city. 
The Italians suf- 
fered a 2-1 defeat 
at the hands of 
local team Kitchee 


team’s player profile and fortunes on the field. American tycoon Mal- 
colm Glazer, who currently owns a successful National Football 
League team in the United States, has recently taken a 15% stake 
in Manchester United, sparking speculation that he may bid to buy 
the club outright. 

Liverpool, once a premiership powerhouse, has recently lagged 
the leaders. Thai businessman-cum-politician Thaksin is expected 
to ante up as much as £45 million ($82 million) for Liverpool to 
shop around for new star players and help build a new televi- 
sion-friendly stadium. 

But Europe’s clubs—most of which still generate around 95% 
of their revenues at home, according to Deloitte & Touche Sport— 
aren't just looking to Asia for investors. "To expand their business 
empires, it’s important for teams to build up their brands in Asia,” 
says Lauren Henderson, director of brand analytics at Futurebrand, 
a London-based consultancy. “Everyone sees what Manchester 
United has been able to do. It is the obvious way forward.” 

An important component is merchandizing. In China, the face 
of basketball star Yao Ming is plastered all over billboards, but in 
Bangkok’s playgrounds and shopping malls, singlets featuring the 
names of U.S. sports icons Kobe Bryant and Allen Iverson have fallen 
behind the fashion times. Instead, English Premiership player 
Thierry Henri's jerseys are all the rage, according to Bangkok- > 
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based retailers that cater to Thai teens. "Thai people have lost inter- 
estin American sports," claims Somlak Lohtong, managing direc- 
tor of Vaksorn Promotion, which runs a chain of sports apparel 
shops in Thailand. "European football sells the best." 

A recent study by London-based Futurebrand shows Asian fans 
are more star-struck than other global audiences, where loyalties 
often stem from a team’s history or geography. “Asian fans tend to 
be more fickle,” says Futurebrand's Henderson. “They tend to root 
for whomever is winning at the moment." 

They also tend to follow players from their own country, which 
is one factor driving Thaksin's proposed purchase of a stake in 
Liverpool. The deal includes provisions to establish soccer acad- 
emies in Thailand—facilities Thaksin hopes will serve as a launch 
pad for Thai players to step into the English Premiership lime- 
light. "If we could have a Thai player in a world-reknowned league, 
that club would instantly have 62 million fans," says Pongsak 
Polanant, managing director of Siamsport, a Bangkok-based 
sports media company. 

There are precedents for such optimism. After the London- 
based Crystal Palace club signed on Chinese stars Fan Zhiyi and 
Sun Jihai, sales of the club's merchandise soared, making the little- 
known team a household name across China virtually overnight. 
The same thing happened in Japan after English Premiership club 
Tottenham Hotspur took Japanese star Kazuyuki Toda on side. 

Now Manchester United appears to be taking a page from 


JOIN THE TEAM: Asian players like Junichi Inamoto (below), 
Sun Jihai (bottom ) and Kazuyuki Toda (opposite ) are becoming 
more prominent on Europe's soccer pitches 
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TOP TEAMS 
Total income of leading European and 
U.S. teams in the 2002/03 season 


Income 
(€ million) 
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that playbook by signing on Chinese 19-year- 
old wonder Dong Fangzhuo. That signing will 
likely boost the club’s already sky-high ratings 
in China, where English premiership games can 
draw TV audiences of tens of millions. Crucially, 
signing on a Chinese player could enable the 
broadcaster with rights to the team to charge Chi- 
nese channels up to 15% more to distribute the 
game, estimates David Cantalupo, managing direc- 
tor of ESPN Star Sports’ China section. 

And that goes to the heart of the European 
soccer story in Asia: television. The English Pre- 
miership currently sells its television rights as a 
package, an arrangement where revenues are dis- 
tributed evenly among constituent clubs. In much 
of Asia, those rights are held by ESPN Star Sports, 
a joint-venture between the Walt Disney-owned 
ESPN and Rupert Murdoch's News Corp. At the 
expense of U.S. sports coverage, the network plans 
to double its live Premiership coverage to 10 games 
a week starting in August. 

According to ESPN, over 150 million Asian 
homes tune into English Premiership matches every 
week, representing nearly 8096 of Asia's total cable- 
able viewing audience. In Japan, as many as 3096 of 
subscribers to the Japanese-owned SKY PerfecTV 
tune in specifically for English Premiership cover- 
age, according to Hironori Tanaka, a media ana- 
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lyst at Morgan Stanley in Tokyo. 

That unified market, however, is on the verge 
of fragmenting. The European Commission 
has ruled that the Premierships collective sign- 
ing of broadcasting rights violated European anti- 
trust laws because only large companies could 
afford to bid on the contract. 

Now popular English teams such as Man- 
chester United, Chelsea and Liverpool are all 
planning to de-bundle some of their live tele- 
vision rights from the league and in future sell 
them independently Real Madrid and 
Barcelona, two of the Spanish League's top 
teams, already do just that. 

Deregulation in Europe should open 
opportunities for Asian broadcasters—partic- 
ularly those with regional reach—to special- 
ize in individual team coverage. Thailand's 
Shin Corp., the communications holding 
company majority-owned by Thaksin's fam- 
ily, fits that profile, analysts note. a 

Shin already owns a local TV station and 
plans to launch a pan-Asian broad- 
band-satellite system later this year. 
Some media analysts predict that if 
Thailand wins the right to broadcast 
Liverpool games in Asia, the licence 


CAPTAIN OF THE TEAM? 


Is Thailand’s bold bid to take a 30% stake | communications company founded by g 
in English soccer club Liverpool driven by Thaksin and majority-owned by his family- ^ lights. 
had played a role in the Liverpool talks led to conten 
question Thai opposition politicians and speculation that Shin might stand to gain je 
from a deal. "This has always been Thaksin's 
deal," contends Akapol Sorasuchart, deputy 
Shinawatra announced that his government leader of the opposition Democrat party. 
would set up a new state lottery to finance "The lottery scheme is just an excuse so 
| that he doesn't have to use his own money." | 
Both Thaksin and Shin Corp. deny such to target a pan-Asian adone e 
allegations and insist they have no vested Liverpool content could represent the "« “kille ie 
interest in the deal. Deputy Commerce Mini- app” it needs to link its disparate he 
ster Pongsak Ruktapongpisal, the chief govern- into a cohesive regional strategy. 
ment negotiator, said Boonklee was invited to Consider the parts. Shin Satellite _ 


public or private interests? That’s the 


media analysts are bouncing around. 
On May 18, Prime Minister Thaksin 
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take part in the talks on the basis of his in- already has satellites over India and E - 

depth knowledge of due-diligence issues. to launch its pan-Asian broadband IPSTAR 
Notwithstanding the allegations, ana- satellite later this year. Geared towards data 

lysts say the deal puts Thailand at the transmission, it could also be used for b. 


forefront of a business trend in which 
European soccer clubs angle to sell their terrestrial TV outfit, meanwhile, recently 
intellectual-property rights independent of ^ won the right to air less news and more 
their respective leagues. 

Andrew Chetham, a media analyst at 
Gartner Inc., notes that Manchester United Liverpool deal would probably be a wise | 


could be the missing content link to Shin's ambition 
to become a regional media player (see article below). 

A large home audience is obviously good for both 
club sponsors and pitch-side advertisers targeting Asian 
markets. It also offers regional companies a prestigious interna- 
tional stage from which to beam their messages home. For exam- 
ple, Chinese mobile-phone maker Kejian until recently spon- 
sored the Premiership's Everton—a tie-up to the team's signing 
of Chinese star Li Tie—even though Kejian doesnt sell its products 
in Britain. "They sponsor it purely to have their name reflected back 
to China,” says Beijing-based Marcus Kam, director of sales and 
marketing for Infront Asia. 

European soccer could yield even more innovative marketing 
ideas in Asia. Heart of Midlothian, a popular Scottish team, recently 
proposed to play a “home” game in Melbourne, Australia—poten- 
tially representing European soccer's first ever home-away-from- 
home regular season match. Some sports analysts predict that such 
a precedent could open the way for English Premiership teams to 

play a series of league games in Asian cities, representing a poten- 

tial marketing coup for the league. 

"In Europe you have too many clubs marketing to the same 

people," says Michael Stirling, head of pricing strategies at 

« A Field Fisher Waterhouse, a London-based law firm. “In Asia 

y the market is still wide open. And those who get there 
first will win the most." & 

David Murphy in Beijing, Ichiko Fuyuno in Tokyo and 

Brian Keeley in Hong Kong contributed to this article 
















Thai company with the tec chno! 


broadcasting, say analysts. ITV, Shin’s Thai | E 


lucrative entertainment programming. A 
“If done with Shin Corp. money, the | 


already sells rights in Asia to everything investment,” says the opposition’s 
except its live broadcasts, including prac- Akapol. “But because it’s being done with 
tice matches, player interviews and high- public money, we think it represents a 


lights. (For instance, Hong Kong cellphone conflict of interest.” Shawn W. Crispin 
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Books: POLITICS & POLICY 


The Fire Beneath Bush 


In his new book, James Mann describes how ‘the Vulcans’ have forced 


through a sea change in U.S. foreign policy, writes Richard Halloran 


























WITH THE United States presidential election looming, |. Fy 
James Mann's thoroughly researched and incisively written j i 
book could be gainfully read by anyone who wants to know | 
how the administration of President George W. Bush fashions 
its policies on China, the rest of Asia and the world. 

In his introduction, Mann, a long-time journalist in 
Beijing and Washington, says that when Bush and his senior 
advisers on foreign affairs and national security took office 
in January 2001, this was no ordinary transfer of power from 
a Democratic to a Republican govern- 
ment or even a continuation of earlier |RISE OF THE 
Republican regimes. ,VULCANS 

Rather, he writes, “they represented ar 
an epochal change, the flowering of a new 
view of America’s status and role in the 
world. The vision was that of an unchal- 
lengeable America, a United States whose 
military power was so awesome that it no $ 
longer needed to make compromises or maie 
accommodations (unless it chose to do [Rise of the 
so) with any nation or groups of countries," Vulcans: The 

Those advisers called themselves “the Story of Bush's 

War Cabinet ] 
Vulcans,” after the Roman god of fire, and py James Mann. 
are a team of a half-dozen veterans of Wash- Viking Press. $25.95 
ington, all of whom had personal ties going 
back 30 years. They are Vice-President Richard Cheney, 
Secretary of State Colin Powell, Secretary of 
Defence Donald Rumsfeld, Deputy Secretary of 
State Richard Armitage, Deputy Secretary of 
Defence Paul Wolfowitz, and the president's 
national security adviser, Condoleezza Rice. 

Mann, who spent 20 years with the Los 
Angeles Times, calls them “the military gen- 
eration," whose wellspring was the Penta- 
gon. Note that President Bush himself is not 
a Vulcan. His experience in foreign policy was 
so limited before coming to the White House, 
Mann asserts, that "he was obliged to rely to an 
extraordinary extent on his advisers for ideas 
and for information. He could not have made deci- 
sions if the Vulcans had not laid out the choices." 

"The decision to invade Iraq," in Mann's analy- 
sis, “encapsulated virtually all the key elements 
in the Vulcans’ views of the world." There was the cen- 
trality of American military power, the belief that America was 
a force for good around the world, and an optimistic assess- HIS POSSE: Bush (top right) "could not 


have made decisions if the Vulcans"— 

(clockwise from top) Rice, Armitage, 

Powell, Wolfowitz, Rumsfeld and 

54 Far Eastern Economic Review Cheney—“had not laid out the choices” 





ment of American capabilities. It underscored their reluctance China set by President 






to accommodate other nations. Richard Nixon and Secretary 
And, in an element pertinent to policy on China, the of State Henry Kissinger in the 
Vulcans drew on the experience of defeating the Soviet Union 1970s to enlist Beijing’s aid in 
in the Cold War: “America would build up its military power the United States’ rivalry with 
to such an extent that it would be fruitless and financially the Soviet Union. 
crippling for any other country to hope to compete with it.” In contrast, Wolfowitz 
Mann credits Wolfowitz, the assistant secretary of state for believed that “the United States 
East Asia under President Ronald Reagan, with exaggerated China’s strategic 
being the main architect of Bush's policy importance" and need not kowtow 
on China. to Beijing. But that was not to be 


Y "It was on China that Wolfowitz carried too far. The Bush adminis- 
—À | launched his boldest challenge to the tration "set carefully limited goals that 
established order," Mann writes, could be achieved without either a 
9) overturning the accommodation with collapse or a capitulation by the 
Chinese regime," Mann says. The 
administration, he writes, "did not 
refrain from dealing with China because of judgments about 
the unsavoury nature of the Chinese regime or its leaders." 

In practice, Bush has vacillated on China, shifting from 
a hard line to a softer tone as he sought Chinese help after the 
terrorist assaults of September 11, 2001, and back to a more 
firm posture recently. Throughout, however, the president has 
sought not to disturb business executives who trade and invest 
in China—and who tend to support him politically. 
| As Mann says: "After initially making clear that the 
new administration should not be considered 

a friend of China, the Bush team then 

proceeded to do business quietly and 
regularly with China's leaders. The Vulcans 
were selective; they knew how to choose 
their adversaries." 

Mann compares that approach with the 
consistently hard line of the Vulcans toward 
the smaller and less powerful North Korea. 

Even so, the author says, “the Vulcans 
temporized." They hoped China and Russia 
would press North Korea to give up its plans to 

acquire nuclear weapons. “They yearned for the day 
when North Korea’s desperate economic problems 
might force it to be accommodating. Some of the 

Vulcans hoped, further, for a collapse and a change of 
regime in Pyongyang.” 

With Japan, Richard Armitage in the State Depart- 
ment has been the most influential of the Vulcans in 
setting policy. Mann, however, does not delve deeply into 
U.S.-Japan relations during the Bush administration, 
perhaps because not until recently has Japan begun to 
shed the passive and pacifist cocoon in which it wrapped 

itself after World War II. 
Mann’s book appears to have been overshadowed in 
Washington by journalist Bob Woodward's Plan of Attack, 
an account of the decisions that led to the invasion of Iraq. 
That’s too bad, as Mann’s thoughtful and calm book does 
much to explain the wider vista of Bush and the Vulcans 
who guide him. = 
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Richard Halloran is a writer in Hawaii 
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Don’t Let It Bug You 


Just how Asian are you? Trenchermen with a measure of courage are aptly 
rewarded for their bravery in tackling the unknown 


‘TODAY, WE PRESENT a useful pop- 
quiz test: How Asian are you? The answer 
to this question has nothing to do with 
ethnicity, place of birth or cultural alle- 
giance. It is all a matter of bugs. 

Anyone who has spent much time in 
Asia knows that Bug Theory is a highly 
scientific way to measure the Asianness 
or otherwise of any individual. 

Consider the following tale. Last 
month in Changsha, central China, a 
woman named Li Juan found a fly in her 
bowl of noodles. She complained to 
restaurant staff and demanded to see the 
manager. Staff tried to calm her down, but 
she became increasingly agitated. 

As tension rose, the waiter had to 
make a quick decision. He knew what 
he had to do. 

He ate the fly. 

End of story. End of complaint. Next 
please. That waiter realized instinctively 
that if you don't have a body, you end up 
with a tough-to-win habeas corpus case, 
where the presence or absence of a corpse 
is the key factor. 

How do you react to his sacrifice? If you 
splutter: “Eww, gross to the max,” I suggest 
you may lack Asianness. If your reaction 
was: "Sensible fellow, I'd 
have done the same,” you 
may be more Asian at heart 
than you realise. 

Some years ago, a man 
in Uttar Pradesh, India, 
was visited by an English- 
woman. She peered into 
his lentil jar. She saw a tiny 
bug inside and screamed. 

^We can't eat these 
lentils," she said. "There's 
a bug inside." 

He explained that bugs 
ate very little and there 
would plenty left over for 
them. 

"But it wont be clean," 
she said. 


Hong Kong. 
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He pointed out that lentils were 
washed, spiced and then boiled for 25 min- 
utes. All three operations got rid of bugs. 

“But a bug has touched them,” she said. 

Then he understood. In Western cul- 
ture, bugs take the place that the Harijan 
(or Untouchable) caste takes in India. Logic 
plays no part. Their presence alone causes 
people to assume universal contamination. 

That's illogical. The truth is, everyone 
eats bugs all the time: Asians, Westerners 
and everyone else. 

And the vast majority of bugs do no 
harm at all. Don't ask me. Ask the world's 
fussiest eaters: members of the United 
States Food and Drug Administration. 
They've printed a book of rules on how 
much “filth” (that's the technical term) 
is allowable in packaged foods. 

A 225-gram packet of noodles should 
not contain more than 225 insect frag- 
ments or 4.5 rodent hairs. Canned toma- 
toes should not have more than ro fly 
eggs or two maggots per 500 grams. 
Cocoa beans should not have more than 
ro milligrams of mammalian excreta per 
pound. Even those levels of contamina- 
tion ^pose no inherent hazard to health," 
the book says. Right. 

So relax, eat the 
lentils and build up some 
useful antibodies. 

Having a sensible atti- 
tude to bugs is useful. 
Consider the case of Hu 
Xilin. The businessman 
from Zhejiang, China, 
was dining with a client 
when a fly crash-landed 
in his meal. It was taken 
as a bad omen and a mas- 
sive business deal failed 
to go ahead. Infuriated, 
Hu Xilin decided to 
devote the rest of his life 
to killing flies. Ten years 
have passed and he has 
killed an estimated 8 mil- 
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CONSUMING INTERESTS: We all eat 
more body parts than we realize. 
This photo was taken by reader 
Pavithra Kailasapathy in Sri Lanka. 





lion of them. Hu has spent more money 
killing bugs than he would have made on 
the deal he missed, China’s official Xin- 
hua news agency said. 

Bug Theory re-draws the map of the 
world. Following these principles, most 
Japanese and Singaporeans are actually 
non-Asian. At the same time, many chil- 
dren in Western countries are born 
Asian—happy to handle, squish and eat 
bugs—but later become Western, at some 
point in their teens. 

Some years after the lentil conver- 
sation above, I had dinner with the 
above-mentioned Englishwoman (whom 
I married). In a Thai restaurant, she 
found a large insect in her otherwise 
delicious plate of food. She merely 
pushed the bug to the side of her plate 
and kept on eating. 

She might have pale skin and greeny- 
brown eyes, but at that moment of gas- 
tronomic enlightenment, she achieved 
True Asianhood. The prize is to be able 
to sit in street cafes anywhere from Sri 
Lanka to Laos and to dig into plates of lunu 
miris (salt fish) or goong pad nam makham 
piek (stir-fried tamarind shrimp). 

If you are going to eat 225 insect 
fragments anyway, you might as well skip 
the American packaged noodles and eat 
something tasty. = 
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Opportunities for card and personal banking functional 
specialists in China, Hong Kong and across Asia 


HSBC’s Card and Personal Financial Services 
businesses are well established in all key Asian 
markets. They are now poised for dramatic 
growth. As part of HSBC’s Managing for 
Growth strategy, our core objective is ambitious 
yet simple: to become the leading card issuer in 
the region. 


To drive this growth we have created a number 
of new positions, to be based in our businesses in 
China, Hong Kong and elsewhere across Asia, 
for accomplished functional specialists in cards 
and personal banking. 


The openings are in the functional areas of: 
Marketing 

Credit 

Operations 

Sales and Distribution 


As the world’s local bank HSBC never 
underestimates the importance of local 
knowledge and we are therefore searching 
across world markets for talented professionals 
with an Asian background, bilingual in English 
and at least one other Asian language, such as 
Putonghua, Cantonese, Malay, Thai, Japanese or 
Korean. 


We expect upwards of five years’ relevant 
experience at senior management level, either 
head of business or second tier, within one of the 
key functional areas in a major credit card or 
personal banking business. 


For individuals who are keen to develop 
a long-term career in the dynamic, 
fast-changing markets of Asia, these 
opportunities represent exceptional openings 
with a leading regional player and worldwide 
organisation. 


E-mail your resume in confidence to: careers2@hsbc.com.hk, quoting Ref: PFS/HK0401. 
First interviews will be held locally in your present location. 


HSBC is an equal opportunity employer. We value diversity in the workforce and welcome applications from all qualified candidates. 


Data held by the Bank relating to employment applications will be kept confidential and used only for processing applications. Applicants 


who are not contacted within four weeks may consider their application unsuccessful. The Bank will retain their applications for a maximum 


period of two years and may refer suitable applicants to other vacancies within the Group. A copy of our Personal Information Collection 


Statement can be provided upon request by contacting Human Resources Asia-Pacific at the above e-mail address. 


Issued by The Hongkong and Shanghai Banking Corporation Limited 
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The Need for Speed 


As Asia increasingly becomes a large, integrated trading zone, businesses need to control 
inventory costs yet ensure that their supplies arrive on time 


WHEN IT COMES to building supply chains 
across Asia’s fast-moving economies, the name of 
the game is speed, says Ben Chang, managing 
director at IDS Group Management, a Hong Kong- 
based company that provides manufacturing, dis- 
tribution and marketing for some of the world’s 
biggest companies and best-known brands. 

Chang, 50, has been doing logistics and sup- 
ply-chain management in Asia for 20 years. While 
with Havi Group from 1984 to 1999, 
he helped build and perfect McDon- 
ald’s rapid-fire supply chain across 
Asia, allowing the United States 
hamburger giant to grow and 
dominate markets from 
Thailand to China. Chang 
says that by quickly pulling 
in potatoes from Idaho 
and lettuce from Australia 
to McDonald’s outlets 
in the region, Havi 
allowed the fast-food 
company to focus on 
building restaurants 
and establishing its 
brand among con- 
sumers. ^A fast and effi- 
cient supply chain allows 
companies to move quickly 
and concentrate on expan- 
sion," he says. 

While at Havi, Chang im- 
plemented a maximum of r1 
inventory days for supplies and 
demanded that products be deliv- 
ered within seven days. He says, "Inven- z 
tory, in many ways, is a dirty word. The greater  & 
your inventory, the more you risk writing down g 


larly in mainland China. IDS Group, a subsidiary of the Hong 
Kong-based Li & Fung Group that today has 40 distribution 
centres in nine Asian countries, was in April awarded a licence 
under China's Closer Economic Partnership Agreement, which 
aims to foster greater economic integration between Hong Kong 
and the mainland. The licence gives IDS Group the right to dis- - 
tribute within China and to operate independently, without a 
mainland Chinese partner. 
With Asian countries becoming increasingly integrated into 
one large trading zone, technology increasing the speed 
at which companies operate, and profit mar- 
gins for suppliers such as IDS Group 
getting thinner, Chang says it has 
been necessary for his company to 
"bring value-added to logistics 
and offer companies end-to- 
end solutions." 
With that goal in mind, 

IDS Group now offers con- 
tract manufacturing of ` 
goods, distribution of 
manufactured goods to 
large and small stores, 
and marketing support 

for goods once they 
reach their destina- 
tion. "Companies now 
are thinking regionally. 
Most big players have 
operations in several 
countries, so they want 
regional solutions," says 
Chang, adding that cus- 
tomers increasingly demand 
to see the whole process 
clearly—from manufacturing to 
distribution to promotion. 

It is therefore more important than ever for sup- 
ply chains to move with haste, says Chang. But 
increased speed requires careful calculation and 
juggling to ensure products get to companies when 
they're needed. 

“It’s great to keep inventory low, but you've got to 
be careful not to get caught short,” says Chang. “At 
the end of the day, you've got to be able to deliver 

products when customers want them or you're 

out of business." JOEL BAGLOLE 








































products. A just-in-time supply of goods into 
the market is best." 

Chang is now applying the lessons he 
learned with McDonald's to help powerful com- 
panies such as shoe manufacturer Nike, con- 
sumer-goods maker Unilever, pharmaceutical 
giant Pfizer and breakfast-cereal maker Kel- 
logg expand their presence and grow 
their brand awareness in Asia, particu- 
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EUROPEAN SOCCER 
The English Premier League is way 
ahead of other European leagues in 
terms of the number of fans it has in 
East and Southeast Asia. |Moving the 
Goalposts, June 10.] This is because 
of the more convenient viewing 
times. A Real Madrid evening match 
is telecast live in Thailand and 
Indonesia at 2 a.m. and in Hong 
Kong, Malaysia, Singapore and China 
at 3 a.m., while English Premier 
League matches begin at a decent 8 
p.m. or 1x1 p.m. in Hong Kong. Until 
and unless the Spanish, German and 
Italian leagues change their match 
times, they will never become as pop- 
ular as the English Premier League 
in Asia. 

On another note, while it may be in 
a club's financial interest to sign on an 
Asian player to increase Asian ratings, 
I hope we do not see the day when a 
coach is under pressure to play a par- 
ticular Asian player only for ratings' 
sake. If this should ever happen it 
would indeed be a humbling day for 
European soccer. 


JACOB ZACHARIAH 
Klang, Selangor 


RINGSIDE VIEW 

I write with regard to After the Elec- 
tions [Editorials, Apr. 15]. We Sri 
Lankans have suffered much and lost 
heavily in the two decades-old civil 
war. Now, the quality of governance is 
directly proportional to the quality of 
governors. And tyranny within democ- 
racy is the root cause of social turmoil 
that escalates into civil war. Sadly, Sri 
Lanka is one such case. There is no 
ethnic problem in this country; its peo- 
ple, being the faithful of Buddhism, 
Hinduism, Islam and Christianity, are 
peace-loving. 

The international community has 
failed miserably in its duty to pro- 
mote peace, all in the name of non- 
interference in the internal affairs of 
a sovereign state. But that hasn't 
stopped it supplying arms to com- 
batants and taking a ringside view of 
the battles. 


S.K. PILLAI 
Colombo 





BLACKLIST THEM 
Your editorial, A Sham Meeting [May 
27], indicates once more that the case 
of the totalitarian Burmese colonels 
is pretty hopeless and that there is no 
end to their persecution of Aung San 
Suu Kyi. The members of Asean who 
keep promoting negotiations with this 
despicable clique have been wasting 
their time. Given the evidence, they 
should blacklist Burma from further 
meetings and desist from inviting their 
participation to anything else. Any 
other attitude is utterly irresponsible. 
In the same way, Unesco should 
blacklist Burma for the damaging 
"restoration" of the ruins of Pagan. Is 
there any point in providing a rescue 
to this obnoxious clique by promot- 
ing its members' vision of Burma as 
a destination for tourists? 


W-A MIALHE DE BURGH 
Brussels 


For Now, UTOPIAN 

I like Michael Montesano's analysis 
of the changes in outlook and attitude 
that have pervaded Thai society in 
recent decades [Pattani and the Pre- 
mier League, The sth Column, June 3]. 
Indeed, it takes a visionary and imag- 
inative leader to navigate Thailand 
through this uncharted territory. 

But Montesano failed to identify the 
blind spot in the current prime minis- 
ter's views: The lack of cultural sensi- 
tivity. While broad segments of Thai 
society have become more open to plu- 
ralism, the political wind currently blow- 
ing from Bangkok is unfortunately rem- 
iniscent of the "chip-on-the-shoulder 
ultra-nationalism dating to the 1930s- 
1950s" that Montesano mentions. As 
long as the government's ideas of inno- 
vation are limited to "Thaksinomics" 
and CEO-style governance, Montesano's 
sympathetic suggestions for a new 
direction in policy towards the Mus- 
lim south will remain utopian. 


CAROOL KERSTEN 
Chiang Mai 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
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| Chasing Pirates The Five-Power Defence Arrangements grouping 


is unlikely to be a proper platform for fighting terrorism in the Strait of Malacca 


-'THE STRAIT OF MALACCA is one ofthe world’s busiest 
- sea lanes; a third of global trade passes through it. For long, ships 
- plying the narrow waterway have had to be wary of pirates. Now, 
- the worry is that terrorists might not be far behind conventional 
` buccaneers. This week, however, parties to the Five-Power 
Defence Arrangements—Australia, Britain, Malaysia, New 
< Zealand and Singapore—said they would increase training to 
| prevent terrorist attacks along the strait. But those seeking com- 
- fort from this announcement might want to consider whether 
-the FPDA is a proper platform for counter-terrorism. 

| Some history. The FPDA has always been something a bit odd. 
-Itis a set of "arrangements" to protect Malaysia and Singapore 
_ from invasion—but it makes no large obligation on any mem- 
- ber country. The five parties are simply required to consult each 
. other in case of aggression against Malaysia or Singapore. But 
by the time the FPDA was signed in 1971, it was hard to discern 
any real threat to either nation. Indeed, the FPDA actually grew 
. out of a decline in threats in the region. By 1967, Britain had 
- decided to pull out its military from the East. The Indonesian 
- “Confrontation” was over, and Malaysia and Indonesia were build- 
ing up ties. But Australia, Britain, Malaysia, New Zealand and Sin- 
. gapore found the security arrangements of the past several years 
comfortable, and sought to continue them. Thus, the FPDA. 
You couldn't come up with a looser military alliance if you 


tried. Beginning in 1972, the five nations conducted joint air- 
defence exercises. And from the early 1980s, they held land and 
sea exercises. But Britain went missing from some exercises for 
over a decade until 1988. And today, New Zealand is keener to 
stay closer to home. The FPDA is no Nato. 

Yet the FPDA is being billed as a means to combat possible 
terrorism in the Strait of Malacca. The group will hold its first anti- 
terrorism exercises later this year. Where? The Strait of Malacca 
apparently is too obvious: The exercises will be in the wide-open 
South China Sea. Apart from the fact that this is like training 
for jungle warfare in the Sahara, it isn't as though Australian, 
British or New Zealand forces are expected to patrol the strait— 
Malaysia and Indonesia earlier strenuously protested against talk 
of an American military presence in the strait. So why the FPDA? 
In the end, perhaps an instance of the group's even more des- — 
perate struggle to stay relevant today, if only vicariously. 

Ultimately, the security of the strait is the responsibility of - 
countries in the region. Malaysia and Singapore are doing their |. 
part, and are talking about more information-sharing and other — 
forms of cooperation. The weak link is Indonesia. (And in any 
case, the FPDA as a matter of history excludes Indonesia.) 
Forget grand plans. The only way to secure the strait is to get. 
Jakarta more involved in patrolling the waters so o pirates (or ter- 
rorists) cant dodge into Indonesian territory. = 





More Than a V V oman Indonesia's newest religious edict 





MEGAWATI SUKARNOPUTRI keeps 
getting slammed. And for the wrong rea- 
sons. Most recently, a group of clerics 
from Indonesia's largest Muslim organ- 
ization, the Nadhlatul Ulama, issued a 
edict forbidding Muslims from voting for 
a woman in the country's first direct pres- 
. idential elections. Miss Megawati is the 
only woman among the candidates. 
| This is almost a replay of 1999, when 
though her party secured more votes 
than any others, the electoral college 
- then responsible for picking the presi- 
dent shunted her to the post of vice-pres- 
-ident and picked Abdurrahman Wahid 
instead. To an extent, this was because 
of feelings among religious conserva- 
tives that a woman should not hold high 
office. Miss Megawati found similar 
resistance when Mr. Wahid was ejected 
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for the erratic quality of his governance. 
Nevertheless, she lucked out the second 
time around. 

What makes the new edict curious is 
that if a woman president is forbidden, 
the clerics have left unclear how Indone- 
sian Muslims are to deal with having 
spent the last three years led by a woman. 
That's why many believe this edict is less 
an issue of theology than an attempt to 
block Miss Megawati's chances at the 
polls. Indeed, a national meeting of the 
NU back in 1997 already established that 
there is nothing wrong with a woman 
being national leader. 

If anything, Indonesians may have 
better reasons than Miss Megawati's gen- 
der to opt for any of the other presiden- 
tial candidates. For the past three years, 
she has failed to show how she intended 


to fix Indonesia's slow-growing economy 
or begin a credible attempt, at the very 
least, to fight the corruption that plagues 
the nation. As a result, the country has 
been quietly joining the Philippines in 
building a remittance economy as 
Indonesians leave to seek work in the | 
richer parts of Asia. 

There are many more legitimate 
issues for Indonesia's presidential hope- 
fuls to consider—the country’s commit- 
ment to fighting terrorism, how to keep 
Aceh and Papua from fracturing off the 
national map—rather than debating 
whether a woman can be president. What 
a pity this can still be thought a credible 
election issue in Indonesia when last 
month, in India, millions were anguished 
that a foreign-born woman declined the 
chance to become prime minister. © 
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China Steers Clear 
Of Security Meets 


China’s unexplained absence from two key regional secu- 
rity conferences has triggered speculation that Beijing is 
reassessing its diplomatic strategy. Beijing failed to send rep- 
resentatives to the 18th Asia-Pacific Roundtable in Kuala 
Lumpur from May 30-June 2 and to the third Shangri-La Dia- 
logue in Singapore from June 4-6. While the reasons aren't 
clear, most insiders believe the decision in both cases was 
connected with the presence of delegates from Taiwan, which 
China suspects of moving toward independence. It was the 
second straight year that no Chinese attended the round table, 
but China did attend the first two meetings of the Shangri-La 
Dialogue, which brings together senior defence officials from 
a dozen Asia-Pacific countries. Beijing’s absence in Singapore 
was all the more puzzling in view of what appeared to be a 
downgrading of Taiwan's participation. While Taiwanese 
government officials were invited in 2003, Taipei's sole rep- 
resentative this year was Andrew Yang, who heads a think- 
tank with links to the opposition Kuomintang, or Nationalist 
Party. But he was included in a list of delegates by nationality 
under the heading Taiwan, instead of Chinese Taipei, which 
Beijing usually insists on. While China has always been 
sensitive to the presence of Taiwan's representatives at inter- 
national meetings, security specialists say Beijing is believed 
to be rethinking its military and defence diplomacy in the 
region in light of its unhappiness with Taipei. 


U.S.-SINGAPORE DEFENCE Tics REVISITED 

Singapore and the United States held talks in early June on 
a new strategic framework agreement that will step up secu- 
rity and defence ties between the two countries, and U.S. offi- 
cials expect to complete the accord by the end of the year. Few 
details of the agreement, first mooted last October and dis- 
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THE FLEET'S IN TOWN: U.S. warships docked in Singapore 
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cussed most recently in Singapore, have been made public. 
U.S. officials, however, say it includes increased cooperation 
in counter-terrorism, training, military exercises, defence 
technology and efforts to halt the proliferation of weapons of 
mass destruction. "The idea behind the agreement is that 
Singapore would be pleased to attempt to elevate the exist- 
ing relationship, which is manifested by our use of the 
facilities here, and basically update and expand earlier agree- 
ments," a senior U.S. official told the REviEw in Singapore. 
The negotiations with Singapore are part of Washington's 
restructuring of its global military posture as the U.S. adjusts 
from the Cold War to the battle against global terrorism. 
Under the expected agreement, Singapore “would not be a 
U.S. base but a friendly nation that welcomes our presence 
if only for transit purposes and is willing to facilitate our flow 
through their facilities," the official says. Singapore allows 
navy and air force stopovers in support of Washington's wars 
in Iraq and Afghanistan. 


MERGER MOOTED FOR INDONESIAN BANKS 
The depressed state of the market and a falling currency 
has delayed the cash-raising plans of Indonesia’s two largest 
banks. Bank Mandiri has put on hold plans to sell a 10% stake, 
while Bank Negara Indonesia has delayed a plan to issue $300 
million in bonds. The delays are fuelling speculation about 
the future of both banks. One idea talked about in Jakarta 
banking circles is a merger of the newly restructured Mandiri 
with BNI to build a capital base large enough to launch 
Indonesia’s first regional bank. The central bank requires a 
capital base of 50 trillion rupiah ($6 billion) for a bank serv- 
ing Southeast Asia. Mandiri's capital base is only 20 trillion 
rupiah. “A Mandiri merger with BNI is enticing because it 
would jump-start the process in terms of growing the balance 
sheet,” says one financial analyst. BNI wants to merge with 
the smaller state-owned Bank Permata, but BNI managers 
believe such a tie-up will face resistance because Bank Indone- 
sia, the central bank, would prefer Mandiri to swallow BNI. 
A spokesman for Bank Indonesia denies any specific merger 
plans and says that “it is up to bank owners to decide who 
to merge with.” Meanwhile, a BNI official says the bank still 
aims to put a 30% stake up for sale by September. 


NORTH AUSTRALIA Woos U.S. MILITARY 

The Northern Territory's government is setting high hopes 
on securing a multi-million-dollar contract to let the United 
States military use training facilities in the north of the coun- 
try. An Australian army training range at Bradshaw Sta- 
tion in the Northern Territory is likely to be offered, sen- 
ior officials tell the Review. “We want to be taken seriously 
about a future possible base in terms of training,” says 
Northern Territory Chief Minister Clare Martin. Australian 
Defence Minister Robert Hill said after meeting U.S. 
Defence Secretary Donald Rumsfeld in early June that the 
U.S. was considering upgrading Australian military train- 
ing facilities so that they could be used by American >> 
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Keeping up with n new Customers. 


Kimberly-Clark Corporation is home to some of the world’s most 
trusted brands—like HUGGIES* and KLEENEX”. With operations 
in 43 countries, the company needed to simplify its operations 
to remain nimble. HP helped them implement a standardized 
‘IT environment that streamlined the move into new markets and 
sped the integration of disparate technology into their operations. 
Today, Kimberly-Clark enjoys a 41% lower TCO of IT, and is 
Ways able to stay ahead of its customers. www.hp.com/adapt 


| x lutions for the adaptive enterprise. 
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forces. He gave no details of bases that might be used, but 
said an agreement could be fleshed out during bilateral talks 
due to take place in July. The Americans want a base that 
has air, sea and land access, conditions that Bradshaw Sta- 
tion meets. The 8,750-square-kilometre facility features two 
large training areas and four live-firing ranges. It can house 
more than 750 troops. 


WASHINGTON REVISES STRAIT PLANS 

The United States is going ahead with an initiative to join 
Southeast Asian countries in curbing piracy, terrorism and 
other transnational crime in and around the Strait of Malacca, 
but in more modest form than once envisaged. Washington 
has backed away from ideas of deploying specialist troops to 
protect the waterway in the face of objections from Malaysia 
and Indonesia. The Americans blamed what they said were 
misleading press reports for arousing fears in the region, but 
the extent of the U.S. climbdown was obvious in a state- 
ment by Adm. Walter Doran, commander of the U.S. Pacific 
Fleet. On the sidelines of regional security talks in Singa- 
pore from June 4-5, he said American forces would not enter 
the strait to pre-empt terrorist or other threats. His comments 
contrast with those of his boss, Adm. Thomas Fargo, who told 
a U.S. congressional committee in March that the U.S. was 
considering putting marines and special forces on high-speed 
vessels "to conduct effective interdiction in these sea lines 
of communications." Malaysian Deputy Prime Minister Najib 
Razak said at the Singapore talks that he will meet Fargo in 
June to discuss the regional initiative. He added that while he 
favoured expanding cooperation with the U.S. and others in 
some areas, he understood that any interdiction of suspect 
vessels would be left "to the littoral states to execute." 


A BREAK FOR KHMER ROUGE LEADERS 

Cambodian Prime Minister Hun Sen has cleared up a sim- 
mering dispute over whether to arrest two former Khmer 
Rouge leaders ahead of a long-awaited United Nations-Cam- 
bodia tribunal on Khmer Rouge atrocities: Nuon Chea and 
Khieu Samphan will remain free. Hun Sen said that his 
government has no authority to arrest the men. That is the 
province of the tribunal, which has not yet been convened but 
is expected to begin work before the end of 2004. In April, 
some opposition MPs and non-governmental organizations 
in Cambodia had petitioned government prosecutor Hangrau 
Raken to arrest the two along with Ieng Sary for their alleged 
Khmer Rouge crimes. The request was debated by various 
authorities until Hun Sen's recent decision. Hun Sen has said 
that he is not concerned that the men will flee because they 
have said that they agree to stand trial. The last remaining hur- 
dle to setting up the tribunal is a mini-revolt by donor coun- 
tries over the draft budget of $60 million, spread over three 
years. Japan, Australia and France insist on cuts. Phnom Penh 
NGOs say the cost of $20 million a year is a bargain compared 
with other tribunals: Yugoslavia's costs $135 million a year and 
Saddam Hussein's trial is budgeted at $75 million. = 
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Pension Bill Pushed Through Japanese Diet 


Amid scenes of bedlam, Japan's ruling coalition 
rammed an unpopular bill on pension reform 
through parliament. Designed to save the pen- 
sion system from insolvency, the controversial 
legislation will cut benefits and raise pension 
premiums in stages beginning in October and 
continuing until 2017. Opinion polls show wide- 
spread public opposition to the new measures, 
which only passed after an all-night debate 
marred by brawls and an 
* opposition boycott of the 
vote. Opponents scuffled 
with security guards as 
they tried to block the 
sessions chairman from 
returning to his seat. Pen- 





PENSIONS: Hot topic 


sion policy looks set to be a 
hot topic in parliamentary 
elections next month. 


The Supreme Court overturned a 
bankruptcy ruling against the 
local subsidiary of British financial 
services giant Prudential. The 
decision offers some relief to 
investors who viewed the case as 
another in a long list of damaging 
blows to Indonesia's foreign- 
investment climate. Prudential 
Life Assurance had been declared 
bankrupt in April by Indonesia's 
Commercial Court, which cited 
the company's failure to settle a 
contract worth $400,000 with 
Malaysian sales consultant Lee 
Boon Siong. Lee had claimed 
$400 million in his petition, which 
was filed after the profitable and 
solvent Prudential terminated his 
consultancy. The bankruptcy 
ruling further damaged the 
reputation of Indonesia's courts 
and highlighted weaknesses in 
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the bankruptcy law. Supreme 
Court Justice Mariana Sutadi said 
the Commercial Court's ruling 
was overturned because the case 
had been mishandled. The 
Supreme Court two years ago 
overturned a similar bankruptcy 
ruling against the local subsidiary 
of Canadian insurance giant 
Manulife Financial Corp. 





COURT RULING: The Prudential wins 
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The stockmarket on June 
7 posted its biggest one- 
day rise so far this year, 
buoyed by positive job 
figures issued on June 4 
in the United States. The 
Nikkei share index 
closed 312 points up at 
11,440, an increase of 
2.8%. The U.S., a major 
importer of Japanese 
goods, created nearly a 
quarter of a million new 
jobs in May, boosting 
hopes that the economic 
recovery will continue. 


Sony is to stop selling 
personal digital assis- 
tants outside Japan, 
exiting a declining market 
that has been overtaken 
by mobile phones. Its 
announcement badly hit 
the share price of soft- 
ware firm PalmSource, 
which provides the Palm 
operating system used 
on Sony PDAs. Palm- 
Source shares fell by 12% 
in trading in New York. 


VIETNAM 


Notorious gangster 
Truong Van Cam was 
publicly executed for 
murder and bribery in Ho 
Chi Minh City, his terri- 





NORTH AND South Korea. | 


agreed during talks in — 
Pyongyang to formally | 
open newly built roads - 
through the Demilita- 
rized Zone that divides 
the countries. They will 
also begin testing rail 
links between North and - 
South. In a further sign 


_of reconciliation, military 


officers from the rival — 


countries agreed in 
principle on several 


steps aimed at reducing . 


tensions. These included 
measures to avoid — . 
maritime clashes, to end 





ganda and to boost 
communications links 
between their forces. 


tory. Four of his accom- 
plices were also exe- 
cuted. In the country’s 
largest criminal case, 
Truong was convicted last 
year of ordering the 
killing of an underworld 
rival and trying to bribe 
state officials. 


Parliament on June 7 
began its first session 
under the newly elected 
Congress Party-led 
coalition government. 
President A.P.J. Abdul 
Kalam, addressing the 
session as per custom, 
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said the government 
would ensure that the 
economy maintains an 
annual growth rate of 7%- 
8% and would persist with 
wide-ranging reforms in 
key sectors. But business 
on the second day was 
halted when the 
Bharatiya Janata Party-led 
opposition demanded 
that the government sack 
three ministers it regards 
as unfit for office. 


AUSTRALIA 


The government said it 
will invest almost $9 
billion over the next five 
years in the country’s 
road and rail networks. 
Projects will include 
upgrading highways 
between Australia’s three 
largest cities and restor- 
ing the east-coast rail 
system. The opposition 
Labor Party said the plan 
was a blatant attempt to 
buy votes at the coming 
general election. 


Labor Party leader Mark 
Latham brushed aside 
criticism from United 
States President George 
W. Bush and vowed to 
withdraw Australian 
troops from Iraq if he 
wins power. Bush, during 
a joint press conference 
in Washington with 
Australian Prime Minister 


AUDIENCE: Schwarzenegger and Howard discuss gas 
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John Howard, said it 
would be "disastrous" for 
Canberra to pull out its 
850 soldiers. Earlier in his 
U.S. tour, Howard held 
talks with California 
Governor Arnold 
Schwarzenegger on an 
Australian firm's plan to 
build a gas terminal off 
the U.S. coast. 


SOUTH KOREA 


Seoul District Court 


sentenced a vice-presi- 
dent of the International 
Olympic Committee, Kim 
Un Yong, to two-and-a- 
half years in jail after 
finding him guilty of 





JAILED: IOC official Kim 


embezzling more than 
$3 million from sports 
organizations he con- 
trolled, and accepting 
$700,000 in bribes. 
Prosecutors accused him 
of turning sports bodies 
into private enterprises. 
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Kim, who was credited 
with helping to win the 
Olympic Games for South 
Korea in 1988, was also 
fined $672,000. 


The Organization for 
Economic Cooperation 
and Development pro- 
jected generally robust 
economic growth for 
South Korea this year but 
warned of risks related to 
high levels of household 
debt and a possible 
slowdown in exports. 
Korea's economy, which 
expanded by 3.196 last 
year, is expected to grow 
9.6% this year and 5.9% 
during 2005. But the 
outlook is tempered by 
sluggish domestic 
consumption that reflects 
weak consumer confi- 
dence, the OECD said in 
an economic survey. 


NEPAL 


King Gyanendra swore in 
Sher Bahadur Deuba as 
prime minister two years 
after sacking him and 
sparking Nepal's current 
political crisis. Deuba 
promised to seek consen- 
sus and to try to form a 
multi-party government. 


—————————— — M 


A leading American 
expert on Indonesia's 
terrorist groups and her 
Australian assistant left 
the country on June 6 
after being ordered out 
by authorities who had 
accused them of visa 
violations. Sidney Jones 
claimed that Indonesia's 
intelligence agency was 
behind her expulsion 
because it deemed 
reports published by her 
employer, the Brussels- 
based International Crisis 
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MOVING ON: U.S. troops in South Korea 


OUTWARD BOUND 

After months of hinting about a drawdown in the 
United States forces’ strength in South Korea, 
Washington finally revealed its hand on June 6. 


Pentagon officials declared 12,500 American 


troops are to leave the divided peninsula by the 
end of 2005. 


But the announcement still seemed to catch 


Korean politicians and military officers off-guard. 
Amid worries that the reduction in the 37,000- 


strong U.S. deployment could weaken deterrence 


against a belligerent North Korea, officials in 
Seoul were quick to say that the size of the U.S. 
deployment was still up for negotiation. 

“No decision has been made on that because 


the United States just made its own suggestion,” 


asserted South Korean Defence Minister Cho 
Young Kil. 

Seoul’s apparent distress over the pull-out 
plan must seem ironic to the Americans, given 
a rise in anti-U.S. sentiment and President Roh 
Moo Hyun’s early support for a more “inde- 
pendent” foreign policy. 

Roh hasn't been heard using the term lately, 
but the tension over the U.S. alliance remains. 
For Koreans, the security is welcome; U.S. sol- 
diers are often not. 

Despite plans for the troop withdrawal, Wash- 
ington is seeking to reassure its old ally that secu- 
rity on the peninsula will not suffer. While there 
will be fewer boots on the ground, there are 
promises to inject $ 11 billion into upgrading mod- 
ern warfare capabilities, giving the South a 
stronger deterrent against its unpredictable 
adversary in the north. Donald Greenlees 
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| THE REGION 


ÍNDONESIA 


Terrorists’ New 
Tactic: Assassination 


Bombs are indiscriminate killers of Muslims and Westerners alike, so Southeast 
Asian terrorists are now targeting high-profile individuals. The REVIEW reveals a 
disturbing shift in the terrorist threat 





AFTER A 10-MONTH lull in terrorist attacks 
on Western targets in Indonesia, Jemaah 
Islamiah, the extremist group linked to the 
Al Qaeda terrorist network, is readying a 
new tactic: assassinations of public figures, 
diplomats and business people, according 
to intelligence gathered recently by West- 
ern security agencies. 

In a disturbing shift in the nature of 
the terrorist threat in Indonesia, there 
are mounting signs that JI is turning away 
from large-scale car bombs and towards 
simpler methods that are potentially just 
as effective, say a number of Western 
police, security officials and analysts. 

They tell the Review that British and 
Australian intelligence organizations have 
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By Donald Greenlees and John McBeth/JAKARTA 


collected specific and credible informa- 
tion—much of it from communications 
intercepts—that a group of JI operatives, 
trained to carry out assassinations, has 
been infiltrated into Indonesia in recent 
weeks. The group arrived through the 
Indonesian province of East Kalimantan 
from Mindanao, in the southern Philip- 
pines (see map). No further information 
about the group was disclosed. 

Top of the target list, the Western secu- 
rity sources say, are the American, British 
and Australian ambassadors, as well as 
other senior officials from these em- 
bassies. There are also serious concerns 
about potential attacks on senior foreign 
business executives, particularly in the 
mining and energy industries, and Indo- 
nesian public figures. 

^We have seen they have the ability 
to build bombs and we have evidence of 
their capability in using weapons and 
we know they are well-trained and have 
Afghan backgrounds, so it is clear they 
have the capacity of carrying out such 
an attack," says Ansyaad M'bai, head of 
the counter-terrorism desk at the Ministry 
of Political and Security Affairs. "If the 
target is an important figure, then it 
would be just as effective as a bomb." 

The most likely form of attack would 


HEIGHTENED VIGILANCE: A security officer 
at the U.S. embassy in Jakarta 


Achmad Ibrahim/AP; Beawiharta/Reuters (far right) 


be the shooting of targeted individuals 
while they are in their cars heading to 
or from work. In response, the United 
States, British and Australian embassies 
are insisting that staff vary routes to and 
from work and their times of departure. 
“I don't think it is a big leap to see [ter- 
rorists] going away from large types of 
events for more selected targeting,” says 
one U.S. official. 

Publicly, U.S. Ambassador to Indone- 
sia Ralph Boyce has remained silent on 
the latest threat, but a May 21 embassy 
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message reminded Americans to observe 
“vigilant personal security precautions.” 
And pointing to the May 21 bombing in 
Bangladesh that wounded the British high 
commissioner there, British Ambassador 
to Jakarta Charles Humfrey says: “British 
ambassadors in countries where there 
have been terrorist attacks are considered 
to be at risk.” 

Western security officials say there are 
no indications that JI has given up on the 
idea of large-scale bombings, but they 
believe the terrorists are looking at other 
ways of hitting foreign interests, particu- 
larly economic interests, without caus- 
ing heavy Muslim casualties. 

According to leading terrorism expert 
Sidney Jones, leaders of JI met for a strat- 
egy rethink after last August's bombing of 
the JW Marriott Hotel in Jakarta. The 
meeting, in Solo, central Java, used a con- 
ference of the Indonesian Mudjahidin 
Council, a hardline Muslim group, as 
cover. The JI leaders were mostly unhappy 
about the outcome of the Marriott blast, 
which killed 11 Indonesians and only one 
foreigner. “The assessment was that it was 
a failure in implementation," says Jones, 
the Indonesia director of the International 
Crisis Group, a not-for-profit organization 
that works to resolve conflicts. 

Fears over a switch in tactics by 
Jemaah Islamiah have prompted the three 
embassies to toughen consular warnings 
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STRATEGY RETHINK: The Marriott Hotel car bombing killed “only” one foreigner 
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on travel to Indonesia. Embassy officials 
have also held a series of meetings with 
the expatriate community to remind them 
that the danger of terrorist violence 
remains very real. The new threat comes 
amid concerns that Indonesia's flurry of 
parliamentary and presidential elections, 
stretching between April and September, 
is sapping the political will to deal with 
terrorism. Few candidates for the presi- 
dency have mentioned the issue. 

But in an incident that alarmed West- 
ern diplomats, four gunmen killed pros- 
ecutor Ferry Silalahi on May 26 in central 
Sulawesi as he drove home from church. 
Silalahi had prosecuted three men 
charged with a role in the October 2000 
Bali bombings that killed 202 people and 
were blamed on Jemaah Islamiah. Cen- 
tral Sulawesi, riven by sectarian strife in 
recent years, is a known centre of JI oper- 
ations and once was the site of an AI 
Qaeda training camp. 

For the small expatriate community, 
now used to living with searches at shop- 
ping malls, office buildings and hotels, 
the assassination of individuals would 
have as terrifying an impact as a hotel 
bombing. Says one Western police offi- 
cial: "You get just as much news out of 
taking out an ambassador as a bombing, 
and it's easier to do." 

Targeting individuals would be a par- 
ticular concern for foreign businesses. In 





LIVE TARGETS 


New intelligence 
indicates that Jemaah 
Islamiah is targeting: 


* The U.S., British and 
Australian ambassadors, 
plus other senior 


embassy officials 


* Foreign business 
executives, especially of 
mining and energy 
companies 


e Indonesian public figures 


the past two years, security profession- 
als have simply advised corporate clients 
to beef up security in their offices and 
homes and avoid high-risk locations. But 
if the target is an individual executive, pro- 
viding protection is tougher. 

Some big oil-and-gas companies have 
hired bodyguards for their senior execu- 
tives. These companies, used to work- 
ing in precarious environments, say the 
security risks of doing business in Indo- 
nesia are unlikely to affect investment 
or staff decisions. Still, there is no dis- 
guising their concern. “If you look at the 
[embassy] warnings, the only thing you 
can do that you are not doing now is pull 
out,” says a security adviser to one big 
Western energy company. > 
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Unease over the terrorist threat has 
grown in the past two weeks following 
attacks by Islamic militants on an oil com- 
pany's office and an expatriate-housing 
complex in Saudi Arabia, and the killing of 
two Westerners there. “We have to remind 
people that terrorism can comes in differ- 
ent forms. We've seen that from Saudi Ara- 
bia," says Ambassador Humfrey. 

The attacks in Saudi Arabia heighten 
fears of copycat attacks in Indonesia. In 
March a memo appeared on an 
Al Qaeda Web site attributed to 
Abdulaziz al-Mokrin, allegedly 
Al Qaeda’s leader in Saudi Ara- 
bia, urging attacks on “unpro- 
tected soft targets and . . . indi- 
viduals" in Indonesia, citing 
businessmen, diplomats, scien- 
tists, soldiers and tourists. Police 
raids on Jemaah Islamiah safe 
houses in the past two years 
have uncovered at least two sig- 
nificant caches of automatic 
weapons. 

All the major U.S. oil com- 
panies—including ExxonMobil, 
Unocal and ConocoPhillips— 
were on a target list found in a 
JI safe house in Semarang, cen- 
tral Java, last year. In the past 
month, counter-terrorism chief 
M’bai says, there have been 
“indications” of a terrorist 
attack planned against the 
Canadian-owned International 
Nickel Co. (Inco) in southeast 
Sulawesi. Warned by Western 
security agencies, Inco’s for- 
eign mine executives were 
evacuated to Jakarta. 

Last August, Indonesian 
troops seized a 30-year-old 
Yemeni national, believed to be 
a recruiter for Al Qaeda, after 
he illegally boarded a bus tak- 
ing workers to the giant Freeport cop- 
per-and-gold mine in Papua. He was 
taken to Jakarta, then disappeared from 
police custody. Videotape of Freeport was 
used in an Al Qaeda propaganda film 
made in 2002, accusing U.S. multina- 
tionals of exploiting Muslim workers. 

Western security officials say a range 
of other factors increases anxiety about 
a resumption of terrorist attacks on West- 
erners in Indonesia. They include anger 
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among Muslims over the abuse of Iraqi 
prisoners by U.S. guards, and the re- 
arrest and impending second trial of 
alleged former JI spiritual leader Abu 
Bakar Bashir. 

Indonesian investigators say a lack 
of political will and Indonesia’s weak legal 
system mean they face an uphill strug- 
gle in their efforts to track JI and five or 
six other home-grown militant groups 
that feed off their own ideology. And in 





AFTERMATH: Security checks have become routine in Jakarta (top); 
An Indonesian victim of the Marriott bombing is prepared for burial 


newly democratic Indonesia, “you can't 
just round up people because they 
espouse a particular philosophy," notes 
Jones, the terrorism expert. 

Much of the investigators' criticism 
has been heaped on President Megawati 
Sukarnoputri, whose ineffective leader- 
ship is the main reason for her declin- 
ing popularity ahead of the July 5 first 
round of the country's first direct presi- 
dential elections. “What we need is a 


national leader to make a clear decision 
on terrorism,” one senior Indonesian 
police officer told the Review. “If Mega- 
wati is re-elected, she will change noth- 
ing. When it comes to any issue regard- 
ing Islam, she won't make a decision. This 
is a crucial issue.” 

Among the presidential candidates, 
only Susilo Bambang Yudhoyono, the for- 
mer coordinating minister for political 
and security affairs, appears to have a 
coherent policy for dealing with 
the terrorist threat. “He is the 
only one who fully understands 
how it is viewed by the inter- 
national community and what 
the constraints are in dealing 
with counter-terrorism in 
Indonesia,” says the senior 
police officer. “The other can- 
didates use only rhetoric.” 

Yudhoyono's approach cen- 
tres not on more legislation, 
but on strengthening the legal 
system and improving co-ordi- 
nation among law-enforcement 
agencies—measures that go 
beyond Islamic militancy and 
address the other serious prob- 
lems of social injustice and flag- 
ging foreign investment. 

Counter-terrorism officials 
also speak of an urgent need to 
change the thinking of Indone- 
sian judges, to get them to 
understand that terrorism is 
"an extraordinary crime that 
demands an extraordinary solu- 
tion." Efforts to win a long jail 
term for radical cleric Bashir at 
his first trial foundered largely 
on the judges' refusal to accept 
teleconference testimony from 
detained terrorist suspects in 
Malaysia and Singapore, due to 
a legal technicality. 

One counter-terrorism official also 
criticizes the judges for not being more 
proactive in questioning witnesses 
during the trial. "We don't want to inter- 
vene in the judicial process," he explains, 
"but we do believe these are issues 
that should be discussed outside the 
courtroom." 

Outlawing various militant groups 
doesn't appear to be an option. In the 
world's largest Muslim country, that 
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would only drive Islamic radicals under- 
ground. The government has yet to 
prosecute any of the militants on the 
often-provable charge of preaching 
hatred, an offence under Article 160 of 
the Criminal Code. It is, however, study- 
ing the legal systems in France, Ger- 
many and Spain to look for new ways 
to tackle terrorism. 


MORE MILITANT GROUPS 

Terrorism experts believe it is a mis- 
take simply to focus on JI. “What has 
to be changed is the militancy and the 
ideology [that attract recruits to the 
organization],” warns the senior police 
officer. “The militants will only gather 
strength if the next leaders can't improve 
the situation. This is very disappoint- 
ing to the people in the field." 

Jones also thinks it is a mistake to see 
Indonesian militancy as monolithic. 
Although the militants may be inter- 
woven in one way or another, she iden- 
tifies several different home-grown 


groups outside JI with a capacity for 
independent action. They include: 

è Radical members of the Ngruki 
network, named after the central Java 
boarding school run by Bashir. Most of 
the militants broke away after a split in 
the Ngruki alumni in 1995 when Bashir 
was living in exile in Malaysia. 

* Followers of Darul Islam, the Mus- 
lim organization which fought for the cre- 
ation of an Islamic state in the 1950s. JI 
founder Abdullah Sungkar, who died in late 
1999, helped to revive remnants of Darul 
Islam in the early 1980s. Many of the cur- 
rent militants are either relatives or descen- 
dants of former Darul Islam leaders. 

* Groups of veterans from Afghanistan 
and Mindanao training camps who oper- 
ate independently from JI. 

Although police have the names of 
more than 350 Indonesians who have 
received instruction in everything from 
infantry weapons to map-reading, booby 
traps and explosives, many others have 
still not been identified “What do we do 

















costs. And you could conceivably recoup your original investment in less than a year 





with them?" says M’bai. “We cant find all 
of them. We know these are dangerous 
people [but] we can't touch them unless 
there is clear evidence they are directly 
involved in terrorist acts." 

Police say an accidental blast at a house 
in the Jakarta suburb of Cimanggis in 
March shows how radical groups have pro- 
liferated. Twelve people were arrested in 
connection with the explosion, but inves- 
tigators have yet to determine where they 
fit in the terrorism picture. 

The blast also showed that training 
and recruitment continues unabated, with 
evidence pointing to the emergence of a 
second-generation Laskar Kos, the JI oper- 
ations arm formerly headed by Riduan 
[samuddin, or Hambali, who was cap- 
tured in Thailand last year and handed 
over to the U.S. Indonesian police believe 
he has been moved recently from Diego 
Garcia to Guantanamo Bay in Cuba. 
Warns Jones: "JI is very much an alive and 
ongoing organization, even if a lot of the 


leadership is incapacitated." & 
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TRADE 


A Too-Friendly 
Embrace 


Beijing likes to portray its increasing bilateral 
engagement with Southeast Asia as entirely 


benign. Its partners might beg to differ 





By Michael Vatikiotis/HAINAN AND HONG KONG 


FOR THE PAST FIVE YEARS, China has successfully projected 
itself as a dynamic and benign influence on Asia, forging diplo- 
matic ties with neighbours and weaving trade links that have 
started to fundamentally shift Asia’s centre of gravity. China has 
projected this engagement as mutually beneficial and driven 
by idealism, involving promises of free trade and vague 
notions of benign cultural and security cooperation. The 
phrase Chinese officials like to use is “win-win.” Prime 
Minster Wen Jiabao recently described China as “a 

friendly elephant,” which poses no 
threat to Southeast Asia. 
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But if China's leaders think that an elephant, no matter 
how friendly, doesn't leave trampled grass in its wake, per- 
haps they should listen to their neighbours. In Burma and 
Cambodia, for example, newly minted economic deals with 
China are generating fears of economic dependence and 
political domination. A new trade agreement with Thai- 
land has benefited China's exporters more than Thailand's. 
In other words, the closer China gets to its neighbours, the 
more it reveals the strong pull of China's economy and rather 
selfish political and security interests. In some cases, the first 
cries of complaint—albeit muted—are being heard. 

Moving closer to Asia on the back of idealistic rhetoric 
about an East Asian economic community has been relatively 
easy, comments David Shambaugh, a China security specialist 
at George Washington University in Washington. "But strik- 
ing specific deals in specific areas to China's benefit," he 
argues, “will drive a wedge into the diplomatic progress China 
has made." The reason for this new stress on bilateral engage- 
ment is that as China's economy grows, it becomes hun- 
grier for resources and more nervous about lines of supply, 
which explains its desire to bind neighbouring states in main- 
land Southeast Asia more closely. 

Take the case of Cambodia, where closer ties to Beijing are 
spawning a largely unseen web of economic, political and even 
military agreements that some Cambodian officials fear ties 
their country too closely to China. Last November, China and 
Cambodia signed a military agreement under which Beijing 
provides funds for military training as well as some equip- 

ment. Cambodia has also accepted aid to help build a >> 
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railway linking China's Yunnan province to the sea, a strate- 
gic priority for Beijing. China has lent Cambodia more than 
$45 million in the last two years, mostly on interest-free terms. 
Cambodia's Prime Minister Hun Sen visited China in April 
to cement closer economic ties, the official Chinese news 
agency Xinhua reported. 

China has a high cultural profile in Cambodia, helping to 
establish new schools and promoting the study of the Chinese 
language. Asia's largest Chinese school, with some 14,000 stu- 
dents, is in Phnom Penh. "It seems to be more than purely 
strategic," says a Western researcher in Phnom Penh. “It comes 
across as China trying to project itself as a leader of Asia." 

Indeed, for some Cambodians, China has gained a strate- 
gic foothold in the country at the expense of Cambodian 
autonomy. "China is geopolitically using Cambodia as a buffer 
against its old foe, Vietnam," says a Cambodian official who 
did not wish to be named. “Everybody is worried but nobody 
dares say anything." 

It's a similar story in Burma. In March, Chinese Vice- 
Premier Wu Yi was in Rangoon to sign 24 pacts on economic 
and technical cooperation. Burma's ties with China have 
become so close that some regional diplomats suspect that Bei- 
jing now has a big say in domestic politics. Indeed, in Janu- 
ary 2003, Hu Jintao, then China's acting president and now 
confirmed in the position, met with Burmese junta leader Than 
Shwe in Beijing and urged the Burmese leader to consider 
speeding up political change, according to a senior Thai diplo- 
mat briefed by the Chinese Foreign Ministry. The Chinese also 
gave Burma $200 million in low-interest loans. 


COMPLAINTS OF UNEVEN TRADE DEALS 

The common gripe in Burma is that China is dumping cheap 
goods and demanding special privileges for Chinese com- 
panies. China is reportedly asking Burmese authorities for 
a China-friendly economic zone near Rangoon. 

Even the stronger, more developed economies in Asean 
have started to worry about the impact of closer ties with China. 
"The beauty of a multilateral free-trade agreement is that it 
does not put China at the centre ofthe region's economy," says 
Mari Pangestu, an economist at Indonesia's Centre of Inter- 
national and Strategic Studies in Jakarta. But when China does 
a deal like the bilateral trade pact signed in June last year 
with Thailand, China becomes an unequal partner. 

Under the Sino-Thai agreement, which initially applies 
to fruit and vegetables, cheap Chinese apples and pears have 
flooded into Thailand—especially from nearby Yunnan 
province, which is one of the largest producers of fruit and veg- 
etables in China. Garlic and onions from Yunnan, for exam- 
ple, are now cheaper in northern Thailand than local produce. 
Meanwhile, Thailand has had a hard time selling its exotic duri- 
ans and mangosteens in China. The official Thai News Agency 
reported that in the first three months ofthe agreement, which 
kicked off eight months ago, imports of fruit and vegetables 
from China increased more than 20096 while exports from 
Thailand to China only increased 8096. 

"The Chinese are unfamiliar with our products and we 
have had problems marketing them because of lengthy >> 
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quarantine procedures," says a senior executive with a major 
agribusiness conglomerate in Bangkok. The Thais knew they 
might initially come out on the short end of a straight deal on 
produce with China, but were optimistic about the longer- 
term benefits. The devil, however, is in the details. Thailand 
wants China to consider an open-skies agreement to increase 
air-cargo traffic and streamlining customs procedures. Bei- 
jing has agreed only to study the proposals. 

In smaller countries like Burma, Laos and Cambodia, the 
economic imbalances in the two-way trade are even more 
apparent. Imports into Burma from China last year were 
valued as high as $900 million, compared to $170 million 
in exports from Burma into China, according to official Chi- 
nese figures. Tiny Laos received imports from China worth 
almost $90 million last year, more than double 2002's figure, 
the Vientiane Times reported. Laos, meanwhile, exported 
just $8 million worth of goods to China, a 15% increase. 

Yet, China insists that its growing influence in Asia threat- 
ens no one. At the Boao Forum for Asia held on Hainan island 
in April, senior technocrats and policymakers who advise the 
leadership insisted that China's rise will be peaceful and ben- 
eficial to the region. Among them was Zheng Bijan, dean of 
the influential Communist Party School and said to be a close 
adviser to key Chinese leaders. He also helped fashion China's 
diplomatic policy of engaging Asia. “If China does not pro- 
vide economic opportunities for the region, it will lose the 
opportunity for a peaceful rise," Zheng told his audience in 
Hainan. Seeking to address an area of concern, he added: 
“This is by no means a bid for hegemony.” 


DOUBLE STANDARDS 
Hegemony may be a long way off, but double standards are 
emerging. For all of Beijing's rhetoric about regional finan- 
cial cooperation and free trade, the one major multilateral 
forum that China does not embrace is the Mekong River Com- 
mission, one of the oldest regional bodies in Asia. China is 
only an observer, but the dams China has built in the upper 
reaches of the Mekong to serve some 14 power plants are start- 
ing to affect the water levels in the lower reaches of the river 
that flows through Southeast Asia. 

Optimists like Sheng Lijun, a Chinese specialist on 
regional diplomacy at the Institute of Southeast Asian Stud- 
ies in Singapore, argue that China wont allow selfish inter- 
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Hun Sen. Chinese produce, like fruit, will flow out in larger quantities 


ests to hijack its diplomacy. “China will seek to balance its 
diplomacy finely,” he says. “Sometimes they will win more, 
but then they will seek to compensate in other areas.” Pang 
Zhongying, professor of International Studies at Nankai Uni- 
versity in Beijing, agrees that “the rhetoric of win-win is for 
real. China is strategically committed to ensuring that South- 
east Asia benefits from China’s growth.” 

But another long-term view of China’s rise in Asia, assum- 
ing that it continues its trajectory of economic growth and 
political stability, is that Beijing will eventually seek a pat- 
tern of engagement with the region similar to that adopted by 
the United States. Without admitting to its own strategy, 
the U.S. clearly sees China’s bilateral engagement with Asia 
as more political than economic. In testimony to the U.S. Con- 
gress early this month, Assistant Secretary of State James Kelly 
said that China’s bilateral agreements mean little in economic 
terms, “but they serve notice of how China is using its newly 
won economic power to expand its presence and political influ- 
ence among its southern neighbours.” 

Washington long ago discarded engagement on a multilat- 
eral level in favour of a series of bilateral agreements with indi- 
vidual countries—commonly termed a “hub-and-spoke arrange- 
ment.” There are signs that China is moving in this direction, 
especially in the military realm. President Hu announced at 
the Boao forum in April that China would seek “security dia- 
logue and military-to-military exchanges” with other Asian coun- 
tries. “China is ready to set up a military-security-dialogue mech- 
anism with other Asian countries and actively promote confi- 
dence-building in the military field,” Hu said. 

One stumbling block in such military ties is Tatwan. Not 
all Southeast Asian countries are likely to feel comfortable 
about accepting the kind of demands they may get from the 
Chinese military, where conservative elements are keen to 
prevent Taiwan from declaring independence. 

Last November at a meeting of the Asean Regional Forum, 
a regional security forum created under Asean’s auspices in 
the 1990s, China proposed a regular meeting of regional 
defence officials on security policy. Significantly, in his April 
speech Hu made explicit the desired basis of military coop- 
eration, which includes “non-alignment, non-confrontation 
and non-targeting of any third party.” Many countries in 
Southeast Asia are discovering that friendship with China 
is not unconditional. = 
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Our tropical forests bestowed on us by God, are the envy of many nations because of their abundant bio 
diversity. They have been waiting there for us to experience for ourselves, first hand, the miracles of Mother 


Nature, previously only known to us through text books. 


One of the legendary indigenous plants proudly displayed in botanical 
gardens around the world is the "bunga bangkai” (Rafflesia Arnoldi), 

or ‘the flower of the dead’. When this flower blooms to its fullest 

display, reaching almost |.5 meters in diameter, you can wonder 

at the spectacular spots on its giant petals. But the most 

amazing quality of the bunga bangkai is its nocturnal 

scent, said to resemble that of a corpse! That's how 


it got its nick name. 


Incomparable and unique, only our beautiful tropical 
forests offer this breath-taking sight, it truly is a pride 


of our nation. 
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UNITED STATES 


Visa Costs 


A report says visa restrictions have lost U.S. 
exporters more than $30 billion since July 2002 


By Susan V. Lawrence/WASHINGTON 


MORE THAN 8,000 CUSTOMERS attended an annual indus- 
trial-automation equipment fair in the United States in 
November sponsored by Milwaukee-based Rockwell 
Automation. But the three customers the company tried 
to bring from China to Milwaukee, Wisconsin, for the event 
werent among them. U.S. consular officials in China did 
not approve one mar’s visa until just after the fair had closed. 
Another customer’s U.S. visa came through only in Janu- 
ary. The third was still waiting to hear about the fate of his 
visa application in March. 

Pam Kassner, Rockwell Automation's director of external 
communications, cites that experience as an example of how 
cumbersome U.S. visa policies have become. “At the end of the 
day, if we’re not able to get customers over here to show them 
our products, we're risking losing a sale,” she says. 

The terrorist attacks of September 11, 2001, prompted 
President George W. Bush's administration to step up 
scrutiny of would-be visitors to the U.S. American businesses 
have been griping ever since about resulting visa delays 
and denials for their overseas staff and customers and for 
their foreign employees in America. Now eight top U.S. trade 
associations have put a figure on the losses to American busi- 
ness caused by those visa frustrations: a dramatic $30.7 
billion in direct and indirect losses to U.S. exporters between 
July 2002 and March 2004. But business activists acknowl- 
edge that even with the new number, changes to the visa-issu- 
ing process will likely come slowly. 

Haynes Roberts, of the National Foreign Trade Council, 


24 Far Eastern Economic Review 


dV /eseyesey Iuns]ey 


The Region 


A LONG QUEUE: Visa applicants wait to pass through a 
security checkpoint outside the U.S. embassy in Tokyo 


one of the sponsors of the study that produced the num- 
ber, notes that visa reform is “an enormous issue,” spanning 
multiple federal agencies and involving everything from try- 
ing to harmonize government databases to getting Congress 
to appropriate more money to increase staffing in con- 
sular offices around the world. That, he says, may make a 
slow pace of reform inevitable. 

“What really exasperates me as a taxpayer is that the 
administration doesn't understand the long-term damage this 
is doing to the way our economy is structured,” fumes Bill 
Reinsch, the National Foreign Trade Council's president. Faced 
with visa woes, large multinational companies “can have 
the meeting in Vancouver instead of in Los Angeles. They can 
move their research lab to Taipei,” he says. “Long-term, 
though, that leaves us worse off.” 

The trade groups’ study asked 734 member companies 
to quantify the costs of visa delays and denials for their busi- 
nesses. The 141 companies who responded cited financial 
losses resulting from many items, ranging from relocating 
training events to places outside the United States, to visa- 
related “damage to the companies’ reputation with foreign 
customers and/or business partners.” 

One company reported “problems in delivery of aircraft 
due to delays getting pilot visas.” Another reported, “Thou- 
sands of crew members have not been able to get visas in time 
to meet ships.” The executive assistant to one company’s chief 
executive officer was denied a visa for training in the U.S. 

Stuart Patt, a spokesman for the U.S. Department of State’s 
Bureau of Consular Affairs, insists the refusal rate for visas 
worldwide “has never varied all that much, even post 9/11.” 
It was about 23% in fiscal year 2001, he says, 27% the next 
year, and 25% in fiscal 2003. “The suggestion that we sud- 
denly imposed visa restrictions that caused so many more 
denials is really not accurate,” he says. 


INTERPRETING STATISTICS 

Moreover, Patt says, only 2% of visa applications are referred 
to Washington for time-consuming multi-agency security 
reviews, and in 80% of even those cases, Washington now 
gets a decision back to the overseas consular post within a 
month. Geographic variation is huge, though. China accounts 
for “by far the greatest number” of cases sent for security 
reviews under the so-called Visas Mantis programme, aimed 
at protecting sensitive U.S. technologies, Patt says, followed 
by Russia and India. 

Reinsch of the National Foreign Trade Council says a delay 
of more than a month for one in five of the cases referred for 
a security review is still unacceptable. He also highlights “a 
new roadblock,” a requirement introduced last year that all visa 
applicants worldwide be interviewed by a consular officer. 
"They've got to schedule their interview weeks in advance. Only 
after they have been interviewed does the time period... 
start ticking.” Reinsch says that situation makes Patt’s statis- 
tics on visa turnaround times “a little misleading.” = 
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The Region 


DIPLOMACY 


Same Planet, 
Different World 


As Rumsfeld urged allies in Asia to get tougher 
on terrorists, Asia complained that he didn’t 
appreciate growing resentment against the U.S. 





By Murray Hiebert/SINGAPORE 
and Barry Wain/KUALA LUMPUR AND SINGAPORE 


UNITED STATES DEFENCE SECRETARY Donald Rumsfeld's 
participation in a recent security conference for Asian defence 
leaders in Singapore highlighted a growing disconnect 
between the U.S. and its closest friends in Asia. Rumsfeld 
arrived in Singapore for the early June conference calling 
on nations in Asia to do more in the battle against terror- 
ism. But Asian leaders warned the American defence chief 
that Washington was tackling the war in the wrong way and 
was radicalizing Asia’s Muslims—all without enough appre- 
ciation for growing domestic opposition to America that is 
weighing on Asian allies. 

Analysts worry that the growing gap between the U.S. and 
its friends in Asia could begin to undermine security alliances 
that have bolstered stability in the region since the end of 
World War II. 

In a speech to the conference on June 5, Rumsfeld called 
on Asian countries to strengthen their support for the U.S.- 
led campaign against international terrorism. "Because [ter- 
rorism] cannot be appeased, it must be confronted on many 
fronts by all civil societies," he told the audience of Asian 
defence ministers, lawmakers and security experts. Rumsfeld 
warned that, despite some successes around the region in foil- 
ing plots, terrorists will strike again. 


GOH WARNED THAT AMERICA'S 
PRO-ISRAEL POLICY WAS INTERFERING 
WITH THE FIGHT AGAINST TERRORISM 


Speaking to journalists, Rumsfeld cautioned that any gov- 
ernment hoping to *make a separate peace" with terrorists 
would be as wrong as the European leaders who appeased 
Adolf Hitlers Germany in the 1930s. "The only way .. . to 
win this global struggle . . . is to go on the offensive to root 
out terrorists at their source, and for us to collectively put 
pressure on them and all those enablers that sustain them," 
he said to the conference. 
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THE MESSAGE: Rumsfeld urge 


d Asia to do more against terrorism 


One of Washington's staunchest friends in Asia, Singa- 
pore’s Prime Minister Goh Chok Tong, was the first to warn 
Rumsfeld about rising anti-U.S. sentiment in the region. In 
his opening address to the conference, Goh said bluntly 
that Washington's pro-Israel policies in the Middle East are 
"part of the problem." He said that Muslims "around the 
world" are uncomfortable with America's Middle East poli- 
cies and therefore can't justify joining the wider fight against 
terrorism. “A more balanced and nuanced approach towards 
the Israeli-Palestinian conflict . .. must become a central 
pillar of the global war on terrorism," said Goh. 

A few days earlier, at a security round table in Kuala Lumpur, 
Malaysia's new prime minister, Abdullah Ahmad Badawi, 
had gone further and blamed the Israeli-Palestinian problem 
and U.S. policies in Iraq for “radicalizing even more people and 
breeding a new generation of terrorists." Abdullah, a former 
moderate Islamic teacher, added that “we are not only refus- 
ing to recognize some root causes [of terrorism], but consciously 
and deliberately aggravating them.” Abdullalis words carried 
all the more weight because he spoke even-handedly, acknowl- 
edging that many Muslims, too, were "in denial" and refused 
to concede that "Islamic teachings have been corrupted by some 
groups to serve their militant cause." 

Many Asian leaders believe that Washington would be more 
successful in the war against terrorism if it employed more 
weapons of "soft power" such as education and economic devel- 
opment. Speaking at the Singapore conference, Malaysian 
Defence Minister Najib Razak warned that "terrorism can- 
not be bombed into submission.” Urging that the “underlying 
legitimate grievances that allow for such extremists to gain sup- 
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port” be addressed, Najib, who is also deputy prime minis- 
ter, advocated “a judicious mix of hard and soft force” to deny 
terrorists their “psychological oxygen.” 

To the extent that the misgivings expressed in Singapore 
registered with Rumsfeld, he largely rejected them. In a ques- 
tion-and-answer session at the conference, the defence sec- 
retary was asked if Washington's “coalition of the willing” in 
Iraq had become a “coalition of the reluctant,” a reference 
to popular opposition to U.S. actions in Iraq growing through- 
out Asia. Rumsfeld replied: “We do not go around putting 
pressure . .. on countries to do something that is against their 
interest.” Asked if Washington was creating political prob- 
lems for Asian allies, the defence secretary repeated that 
“we are not causing difficulties for anyone.” 


‘WITH US OR AGAINST US’ 
But critics recall that President George W. Bush made it clear 
that countries were either “with us or against us” in the 
anti-terror campaign. Many governments in Asia, including 
Japan, South Korea and Australia, had largely ignored domes- 
tic public opposition when they joined the U.S.-led war in Iraq. 
“This, however, creates a democratic deficit between popu- 
lar opinion and government policy,” says Simon Tay, chair 
of the Singapore Institute of International Affairs. 

The government in South Korea faces increasing oppo- 
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sition to President Roh Moo Hyurs pledge to send an addi- 
tional 3,000 troops to Iraq as well as growing calls for a for- 
eign policy more independent from the U.S. In Australia, the 
opposition Labor Party has promised to withdraw the coun- 
try's troops from Iraq by Christmas if it wins a general elec- 
tion due before the end of the year. 

Other Asian governments also are counting the cost of 
supporting Washington. Even in Singapore, the most pro- 
American country in the region, government officials report 
they are "paying a price" for lining up so firmly behind the 
U.S. Singaporean Muslims, a significant minority of the pop- 
ulation, are questioning Singapore's stand, officials say, while 
Singapore's conspicuous advocacy on America's behalf serves 
to emphasize the island state's differences with its larger 
neighbours, Indonesia and Malaysia. 

Analysts worry that the erosion of popular support for pro- 
American Asian governments will undermine U.S. security 
alliances that have long been crucial to the stability of the 
region. Ralph Cossa, who heads the Pacific Forum of the Cen- 
tre for Strategic and International Studies in Hawaii, says the 
U.S. characterizes Asia's support for the war on terrorism "as 
not enough," even as Asian governments go out on a limb 
to support Washington. "They are democracies, and public 
support for alliances is critical," Cossa told the REviEw. Rums- 
feld "didn't even acknowledge the problem." & 
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develop new approaches to leadership, strategy, accounting 
and finance, marketing, systems planning and supply chain 
management. 
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Neither War Nor Peace 


By M.D. Nalapat 


The writer holds the Unesco Peace Chair at the 
Manipal Academy of Higher Education in India 


Now that Manmohan Singh has been installed as India’s prime 
minister, what does this means for India-Pakistan relations? 
But perhaps the question could be better phrased: What lies 
ahead for India-Pakistan ties with Sonia Gandhi, the head of 
the Congress Party, as Singh’s effective boss? In circles that 
matter, there is less talk of Singh than of Gandhi. Indeed, in 
Islamabad the generals are hoping that Gandhi can force 
through an “acceptable” compromise with Pakistan towards 
resolving differences. But the reality is, as a foreign-born Indian 
national, Gandhi will need to display her nationalist creden- 
tials far more ostentatiously than former Prime Minister 
Atal Bihari Vajpayee. At the end, there is unlikely to be much 
substantive progress, leaving India-Pakistan relations in a “nei- 
ther-war-nor-peace” limbo. 

Indeed, with a newly hardline Bharatiya Janata Party— 
led in parliament by the hawkish L.K. Advani—at her heels, 
Gandhi will find it politically difficult to adopt a policy towards 
Pakistan that can be interpreted as compromising Indian 
strategic and security interests. To recapture the “national- 
ist” position from the BJP, the Congress-led government 
will need to demonstrate it can resist pressure for concessions 
and mediation from backers of Pakistani President Pervez 
Musharraf, such as American Secretary of State Colin Pow- 
ell and British Prime Minister Tony Blair. Thus, don’t expect 
concessions from this government, or even conciliatory ges- 
tures mirroring those that Vajpayee extended. 


€ Those holding their breath in anticipation of 


a breahthrough in India-Pahistan relations are 


likely to have to wait a long while yy 


Even more dismayingly, Gandhi often appears to lend sup- 
port to the many Cold Warrior-elements within her party, 
and this can only cloud the manner in which her hand-picked 
government deals with Pakistan. So though Singh's selec- 
tion of the pragmatic J.N. Dixit and M.K. Narayanan to form 
the core of the new national-security establishment indicates 
that he favours closer ties with the United States, this can come 
about only if he wins control over the decision-making process 
from the grip of Gandhi. Whether he can manage to do this 
will affect India's diplomatic posture towards Pakistan, as Singh 
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will have less compulsion to prove his “national- 
ism’ than Gandhi. 

Then, there is the matter of domestic politics. 
Singhs Congress Party controls only 145 of the 539 
elected seats in the lower house of parliament. And 
almost every party backing the Congress in parlia- 


| ment is also a mortal enemy of the party at the state 


level. In West Bengal and Kerala, the two commu- 
nist parties and the Congress square off against each 
other. The Rashtriya Janata Dal competes for the 
same base as the Congress in Bihar, as does the 
Samajwadi Party in Uttar Pradesh and the Nation- 
alist Congress Party in Maharashtra. More than 
the BJP, it is the Congress Party’s own allies that Con- 
gress will need to emasculate if it is to have a chance 
of regaining its majority in parliament. To do this, 
the party will need to burnish its nationalist cre- 
dentials—which was what helped the BJP win the 
previous elections, while the perception that Vajpayee 
had gone soft lost it this year’s vote. As for Gandhi, 
she will need to go the extra 10 miles to demonstrate 
that her foreign origin will not dilute a robust defence 
of national security. She should not have a prob- 
lem doing this, for as leader of the opposition she 
did not deviate noticeably from the BJP’s policy of 
talking peace while rejecting any substantive com- 
promise that would help satiate the desire of Paki- 
star's army for control over Kashmir. 

But while Gandhi is constrained by the lack 
of an effective mandate, and by her reliance on 
allies with very different agendas, Singh is hobbled 
by the presence in his cabinet of strong colleagues 
who regard themselves as his equal. Neither 
Defence Minister Pranab Mukherjee nor Home 
Minister Shivraj Patil is likely to defer to the prime 
minister when it comes to issues concerning their 
ministries—which Pakistan and Kashmir policy 
must—as they are aware of Singh's total reliance 
on Gandhi to provide legitimacy for his leadership 
and for his continuation in office. Until the prime 
minister can carve out a political constituency of 
his own, he is unlikely to be able to bring others in 
line with his more accommodating views. The 
Catch-22 is that such a constituency can only be 
secured by adopting a tough line on national secu- 
rity, which means a firm hand against Pakistan- 
sponsored separatist violence in Kashmir. 

Thus, those holding their breath in anticipa- 
tion of a breakthrough in India-Pakistan rela- 
tions are likely to have to wait a long while. What 
is on the cards is more of the same: Neither war 
nor peace. = 
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Car Sector Bets Heavily 
On China Growth 


General Motors plans to invest $3 billion in China 
over the next three years to close the production gap 
with Volkswagen, the No. 1 foreign car maker in 
China. GM, the world’s biggest car maker, said it 
plans to double its production capacity in China to 1.3 
million vehicles a year, which would still be less than 
Volkswagen's expansion target of 1.6 million vehicles. 
GM said it would make investments to introduce new 
models, build a new engine-manufacturing plant and 
fund a vehicle-financing joint venture. Foreign car 
makers like Nissan and Honda of Japan, France’s 
Peugeot and DaimlerChrysler of Germany are pour- 
ing billions into increasing production in China. As 
the REVIEW went to press on June 9, Japan's Mazda 
and its biggest shareholder, Ford, were reported to be 
planning to build new production plants in the next 
two years as well. Chi- 
nese authorities are 
wary that the economy 
is overheating. How- 
ever, analysts say that 
officials are keen to see 
the continued expan- 
sion in the car sector 
because of the jobs that 
3 will be created. 


SHOW TIME: GM expects more sales 





AFTER A BRIEF SETBACK, IPO FEVER RETURNS 


What a difference a few weeks makes. In mid-May, several Chinese compa- 


nies on the verge of their initial public stock listings announced that they 
were lowering expectations on how much they could raise. But more 


recently, as China stocks have recovered around the world, the companies 
have had a rethink. China’s second-largest life-insurance company, Ping An 
Insurance, now plans to raise more than $2 billion, which is about one-third 


more than it thought it could get only two weeks ago. Inner Mongolia’s 


Mengniu Dairy, the No. 1 milk seller in China, increased the range at which it 
plans to begin trading in Hong Kong on June 10 by more than 10%. Not all 


Chinese IPOs are so lucky. One of the biggest expected among Chinese 
stocks, phone company China Netcom, has delayed its IPO from July to 
September because of uncertain demand. 
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AIRLINES 


Two new Chinese private 
airlines said on June 8 
that they have received 
permission from Beijing 
to begin operating. 
Another private airline, 
Eagle United, was granted 
permission in February. 
The two new carriers are 
Spring and Autumn 
Airlines, which plans to 
operate flights from 
Shanghai, and Aokai, 
which intends running 
passenger charter 
flights from Tianjin. It 
was not clear when the 
two new airlines would 
begin flying. 


LAWSUITS 


Japan’s Honda Motor is 
suing Chongqing Lifan 
Industry, China’s largest 
motorcycle manufac- 
turer, for more than 17 
million renminbi ($2 
million) for allegedly 
using a logo on its 
motorcycles that it 
copied from a Honda 
logo. Honda says that 
the “SOR” logo used by 
Lifan is similar to its own 
“SCR” logo. Lifan has 
denied copying the 
Honda logo. Honda 








TENS OF THOUSANDS of 


Hong Kong people gathere: 
on June 4 to remember the 


bloody Tiananmen Mas- 
sacre in Beijing 15 years 
ago when the Chinese 

government sent in troops 
to end a long-running 


student protest. Organizer: 
of the Hong Kong vigil said 


more than 80,000 took 
part, while police said the 
number was a little less 
than 50,000. Either way, . 
the crowd was more than 


twice the size of the annue 


vigils in recent years. 


began making motor- 
cycles in China in 1982 
and has a 10% share of 
the market. 


SOUTHERN CHINA 


Leaders from Hong 
Kong, Macau and nine 
provinces in southern 
China agreed on June 3 
to construct a regional 
economic bloc to com- 
pete with Shanghai's 
rapidly growing economy. 
The leaders agreed to 
cooperate in energy 
production, education, 
transport and environ- 
mental protection. This 
pan-Pearl River Delta 
region already accounts 
for roughly 40% of 
China's GDP. 
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HONG KONG 


The retired former head 
of Hong Kong’s civil 
service, Anson Chan, has 
criticized China’s central 
government over the way 
it has handled demands 
from Hong Kong for 
greater democracy in 
general and the right to 
elect the special admin- 
istrative region’s chief 
executive. Chan was 
extremely popular and 
highly respected as Hong 
Kong's No. 2 official in 
the last British govern- 
ment before the 1997 
handover and in the 
early government of 
current Chief Executive 
Tung Chee-hwa. She 
remains a forceful figure 
in Hong Kong. Usually 
reluctant to voice her 
criticisms publicly, her 
published criticism that 
Beijing's handling of the 
whole affair has left 
many Hong Kong people 
"puzzled, hurt and 
frustrated" is seen as 
especially significant. 
Beijing responded that 
Chan was "irresponsible" 
for making her criticism. 


CORPORATIONS 


American brewer 
Anheuser-Busch won 
China's first corporate 
takeover battle involving 
foreign companies 
buying a Chinese com- 
pany when it gained 
control of Harbin Brew- 
ery, China's fourth- 


CHEERS: Anheuser's bid wins Harbin Brewery battle 
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largest brewer by volume. 
Rival SABMiller, the 
world’s second-largest 
brewer, based in South 
Africa, said it was with- 
drawing its hostile bid for 
Harbin and will sell its 
29.4% stake to Anheuser- 
Busch. Anheuser had 
increased its bid for 
Harbin to HK$5.58 (72 
cents) a share, which was 
almost 30% more than 
SABMiller had offered. 


Polish President Alek- 
sander Kwasniewski met 
with China’s President Hu 
Jintao in Beijing and the 
two agreed to intensify 





KWASNIEWSKI: In China 


contacts. Ties between 
the countries were much 
closer in the past when 
both were solidly commu- 
nist countries. But ties 
were strained after 
Poland became a democ- 
racy in the late 1980s and 
began to criticize China’s 
human-rights record. The 
talks this time focused 
squarely on economics. 
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BUSINESS DIGEST 





CITIGROUP TO OFFER LIFE INSURANCE 
Citigroup, the world’s top financial-services company, announced 
on June 4 that it had gained approval from the Chinese govern- 
ment to set up a 50-50 joint-venture life-insurance company with 
a Shanghai firm. Citigroup won approval to set up the joint ven- 
ture with Shanghai Alliance Investment, which is controlled by 
the city of Shanghai. The venture is to open for business early 
next year. Citigroup is keen to sharpen its competitiveness in 
China with HSBC, the London-based financial-services giant, 
which is a 10% partner in China’s second-largest insurance com- 
pany, Ping An Insurance. Shanghai Alliance, which is said to have 
very strong political connections, does not currently have an 
insurance business. 


PC SALES LEADER LOSES MARKET SHARE 
China’s dominant producer of personal computers reported that it 
had lost market share in its home market in the quarter to March 31, 
and net profit for the previous year was up only 3.5%. Lenova, which 
changed its name from Legend Group earlier this year, said that a 
restructuring that began in February wouldn’t produce improved 
financial results for several months. China’s PC market has grown 
into the world’s second largest behind that of the United States, but 
its rate of growth has slowed and analysts have expected Lenova 
to began focusing on overseas markets. Lenova said in February that 
it would begin selling directly to corporate customers rather than 
working through dealers. 


HELP FOR OIL-REFINING WOES 

Nippon Oil is forming an alliance with a unit of China's largest oil- 
and-gas producer, PetroChina, to refine 20,000 barrels of oil a day 
for the Chinese company. The alliance improves the facility usage 
of Japan's largest oil refiner and helps China while it faces shortages 
of oil-refining capacity because of booming demand for fuels and 
petrochemical products. Nippon Oil has a refining capacity of about 
1.2 million barrels of oil a day. The deal represents something of a 
changing of the guard in Asia. Last year, China surpassed Japan to 
become the world's second-largest consumer of oil after the United 
States. The deal will initially last for nine months, though both 
sides say it may be extended if it is successful. 


CONSUMERS RATE THEIR PREFERENCES 

Both rural and urban consumers favour products from Japan for 
top-quality consumer electronics, computers and cars, accord- 
ing to a nationwide marketing survey by Hong Kong-based Asia 
Marketing Research Directions. Almost a quarter of respondents 
rated Japan as home of the best brands in computers and con- 
sumer electronics. American brands producing those products 
were favoured by 18% of respondents. Chinese brands were 
favoured by 12% of those answering the survey. In terms of pro- 
ducing quality cars, Japan was first again in the eyes of 22% of 
respondents. The United States was second with 16% and China 
third with 8%. In both categories, companies from the European 
Union failed to reach the top three. 


Elsewhere in the Review: 


China’s Suffocating Embrace (page 20) 
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Caught 


Credit Squeeze mS 


in the 


China's tightening-up on bank loans hasn't slowed the economy 
much, but it's leaving many small businesses scrambling for funds. 
And they're mostly in the dynamic, job-creating private sector 


DAI HONGDI is running out of money. Sit- 
ting in her cluttered office in a former 
army barracks outside Shanghai, the 48- 
year-old tries to explain how she'll keep 
her two-year-old apparel company run- 
ning until her biggest customer makes its 
next payment, in about a month's time. 
In March, Dai went to her bankers at 
the Bank of Shanghai to ask for a loan of 
50,000 renminbi ($6,038), but they 
refused to grant it without a government 
guarantee. She pulls out an 11 million ren- 
minbi clothes order from the big cus- 
tomer—a state-run trading firm—that she 
showed the loan officer. She says she can 
make the clothes at a substantial profit, 
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and they will ultimately be sold to Japan- 
ese buyers. The answer was still no. 

Looking at her simple operation, it’s 
clear that costs are low. Her company, 
Honghua Knitting, shares the old bar- 
racks with two other small private busi- 
nesses; her annual rent is 75,000 ren- 
minbi. Paint peels from the ceiling of her 
second-storey office. Above her head is a 
makeshift loft, piled with folded bedding, 
where some of her workers sleep. In 
rooms down the hall, eight women stitch 
white stretch-pants that will sell for 39 
renminbi at a local hypermart, while two 
men squat atop tables snipping fabric 
with scissors. Their monthly salaries are 
as low as Goo renminbi. 

Dai finds herself among a growing 
number of small-business people caught 
in the Chinese government’s attempt to 
squeeze credit (see article on page 34). With- 
out the bank loan, she had to renegoti- 
ate her lease so that she could pay rent 
monthly instead of making half-yearly 
payments up front, and she had to tell her 
landlord that the rent for May would be 
late. “I can delay the payment one month, 
but not three,” she says. 

She figures she'll have to keep up with 
the electricity and gas bills, and allocate 
enough money to buy supplies and food 
for her 20 workers—without making 
those payments, she says, her operations 
might grind to a halt. And there’s a big- 
ger worry: She's hinted to her workers that 






"— 
me, 


money is tight, but soon she'll have to tell 
them that their wages will be late. "I'll 
have to keep feeding them," she says, but 
she's afraid they'll leave when they smell 
real trouble. 

There's much debate about whether 
China's recent moves to curtail bank lend- 
ing and overinvestment will substantially 
slow the country's high-powered growth. 
But what's increasingly obvious is that a 
host of government directives has left 
bankers much more careful about lend- 
ing to small companies and to firms in 
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industries officially designated as over- 
heated. Although there’s little sign that 
credit is tightening for big state-run bor- 
rowers and those in favoured industries, 
times are clearly getting tougher for small 
companies like Dai's. 

There are many factors leading to the 
credit tightening on small firms. Even 
though the central bank has continued to 
hold its benchmark interest rate steady at 
5.3196, banks do have interest-rate flexi- 
bility, and the actual rates on loans are ris- 
ing in many parts of the country. A Bank 
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of China branch manager in Shanghai 
says the bulk of his branch's loans are now 
made at rates 10% higher than six months 
ago. Private companies with capital below 
ro million renminbi can't get loans at 
all, he adds. In Shanghai, the Bank of 
China has rejigged its rating system for 
branch managers so that they get points 
for hitting a profit target but not for 
exceeding it, lessening their incentive to 
push lending above that target. 

Times are particularly tough for pri- 
vate companies in industries deemed to 
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THE CASH IS RUNNING OUT: Without a loan, entrepreneur Dai Hongdi wonders how she'll keep her apparel business afloat 


be overheated—low-grade steel, cement, 
aluminium and property. In late April, 
bankers and officials were sacked for mak- 
ing irregular loans to Jiangsu Tieben Iron 
& Steel, a private company based 150 kilo- 
metres west of Shanghai. Its construction 
of a new steel-making complex was pub- 
licly condemned by Premier Wen Jiabao 
as a case of unauthorized investment. 
After that, many other projects found 
themselves frozen out of new loans. An 
official at Yongda Auto Sales, a Shang- 
hai car distributor that hopes to build >> 
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a cement plant, also in Jiangsu province, 
declines an interview request, adding, 
“unless you can get us a loan." A Shang- 
hai-based urban planner says all his proj- 
ects designing urban parks and squares 
for cities are on hold. 

None of this necessarily heralds a hard 
landing for China's soaring economy. 
Credit continues to flow to big projects 
and liquid borrowers. Even as authorities 
try to rein in small investments in the 
steel industry, the country's largest steel 
makers are cranking up huge capacity 
expansions for high-end steel needed for 
industries like car production. 

“I still think that the focus of the gov- 
ernment is not on significantly slowing 
the pace of lending, but rather on man- 
aging the quality of lending and invest- 
ment," says Andy Rothman, chief China 
strategist for CLSA Securities. "You see 
this with everything they say and every- 
thing they do. The guidelines in every- 
thing from steel to property are meant 
to suggest that future investment in those 
sectors is done by bigger and better-run 
and more liquid companies." 

Meanwhile, foreign investment con- 
tinues to pour in. German infrastructure 
giant Siemens announced on May r7 that 
it would invest another 1 billion euros ($1.2 
billion) in its China operations over the 
next two to three years. The Suzhou Indus- 
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trial Park, one of the largest in the country, 
recently asked the city to allocate another 
70 square kilometres of land for new fac- 
tories because it had run out of space. 
State firms keep spending on infrastruc- 
ture projects that will require massive bank 
loans. China National Petroleum Corp., 
one of the country's largest state firms, 
announced this month that it would co- 
finance an $850 million oil pipeline from 
Kazakhstan to Xinjiang in China's west. 
So the government's moves seem less 


LEND, LEND, LEND - D 
-Loan growth in China appears 
to have peaked p 
gue -o ooo 





VE ca EEE CR 0&0 s ey SO RT Se A 28S 8 SR E ce S Es ml 


Lk U£ CRaCAO esoeX CAU c & 08 5 47 2; 5&5 085 8770 ey | | ee 


-o* c5 4 9 $£ * o €" P * * 3 YoXx 


^x a- e. E 


chief economist at the ADB’ S . Beijing office. 
Those private companies are critically - 


| important employers. According to official 
figures, between 1990 and 2003 the 
number of employees in state-owned - 
entities dropped by 34.7 million. Over the. 
same period the number employed by 
urban individual and private enterprises. 
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HINA’ s SHADOWY PRIVATE SECTOR 


a firm yank on the macroeconomic reins, 
and more a move to temper the enthusi- 
asm of local banks. Over the past few 
years, many cash-rich, ambitious Chinese 
companies have been scouring the coun- 
try's industries for investment opportuni- 
ties. Many banks, hungry for market share 
and flush with boom-economy zeal, have 
rushed to finance that expansion. 

Chen Zhanyun, a finance professor 
who advises the Shanghai government, 
cites one example: Cement shortages 
in many parts of China have created, for 
the moment, profit margins that can top 
50%, leading “many, many companies, 
especially private companies” to sud- 
denly decide they want to build cement 
plants. This could create havoc, Chen 
says. “There was high demand for 
cement in the first half of this year, but 
if 80% of businessmen go into the busi- 
ness, then there will be a point where 
there is oversupply.” He predicts the fall- 
out will come in late 2005. “There defi- 
nitely will be some small cement facto- 
ries that will go bankrupt,” he says. “But 
that is good for society. Not everyone can 
be a profit maker.” 

All of this recalls 1993 and 1994, the 
last time the government tried to cool 
an overheated economy. Then, the tight- 
ening brought huge dislocation, leaving 
scores of half-finished projects P» 
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around the country, some of which are still 
collecting dust. Then, the boom-bust 
industrial cycle was a whip-saw: In Wen- 
zhou, an industrial city south of Shanghai, 
the number of lighter makers went from 
a small handful to 3,000 in a few short 
months, and then collapsed back to a 
handful when the economy slowed. 

Economists argue that this time it's 
likely to be different. Deutsche Bank 
argued in a report in May that fixed-asset 
investment grew 6296 in 1993, much 
higher than this time around. Fixed-asset 
investment rose 42.896 in the first four 
months of this year compared to the 
same period last year. Consumer price 
inflation in 1993 was 1596, compared 
with a peak of 3.8% this time. Growth in 
M2, the broad measure of money supply, 
was 35% then, compared with slightly 
over 20% now. 

"Ihe central government's tightening 
measures will be much more modest and 
the deceleration in GDP and investment 
growth will be more limited during this 
cycle than during the [1993-95] cycle," the 
report predicted. 

But for Dai, that's small solace. As she 
shows off children's denim skirts and 
high-collared ladies’ gipao dresses in her 
tiny showroom, she says that she'll need 
to more than double her staffto meet that 
entire r1 million renminbi order. But 


> said difficulty in obtaining bank credit was 


their major obstacle to growth. As much as 
5676 of companies' funds were self-gener- 
ated, while only 20% was from banks. A 
mere 1% was from equity. With the new 
restrictions, marginal borrowers are even 
more likely to be squeezed, says Tang. 
Other analysts are less concerned, 
however. "SMEs are exceptionally finan- 
cially healthy as things stand at the 
moment," says Jim Walker, chief econo- 
mist at CLSA in Hong Kong, who recently 
returned from a trip to Zhejiang. Walker 
says that small private companies in China 
have survived for years, and prospered, 
despite their lack of access to bank credit. 
"Small companies turn to the underground 
market if they need capital," he says. 
Typically, entrepreneurs in China have 


June I7, 2004 





NOT ANOTHER CEMENT PLANT: The booming cement industry is now deemed overheated 


there's not even enough money to pay the 
existing workers, and recent orders are 
likely to bring in only 20,000-30,000 
renminbi during the month of May. 
China's private firms have long sur- 
vived by scraping together funds from 
friends and family rather than by bor- 
rowing from banks. Dai herself expanded 
into her current facility using 200,000 
renminbi she'd borrowed from relatives 
and friends. But she says she's tapped 
every family member she can. She's 
approached friends, but she says most 
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people her age now have much of their 
money tied up in the property market and 
none to lend her. She even gave one rel- 
ative a cheque for him to withdraw the 
money she owes him next year—as long 
as there's money left. 

She introduces her son, fiddling with 
the computer in her office, who will enter 
university this year. And she asks for help. 
"If anybody gives me a loan,” she says, “I 
promise I can pay a 10% interest rate." = 

Helena Yu in Shanghai 
contributed to this story 


relied on networks of family and friends to 
raise funding, what Walker calls “folk 
financing." Vendor financing, where sellers 
help to finance purchases, is also impor- 
tant. And there is a sizeable blackmarket 
in loans, where shadow interest rates were 
typically charged at 1296-1596 even before 
the recent credit tightening. 

"There are a lot more sources of 
capital available in China than the official 
view of the world would have us believe," 
says Walker, who argues that China's 
underground economy is worth anywhere 
between 50% and 100% of official GDP. 
So efficient is this market, says Walker, 
that though many small companies now 
have bank credit lines, very few have 
actually felt the need to use them. 

Tom Holland 
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The Hong Kong University of Science and Technology, Clear Water Bay, HK 


Information sessions in 2004: As a partnership between two leading universities, the Kellogg-HKUST 
Tokyo i - - ; 
y 6s 28 (Wednesday) Executive MBA program provides the best executive education that 

Grand Hyatt Tokyo Asia and the US can offer. 

Hong Kong 

June 1 (Tuesday) 

August 12 (Thursday) Recently ranked No.9 in the world by the Financial Times. 


September 9 (Thursday) 
Pacific Place Conference Center 


Shanghai To find out more about this premium program, visit: www.bm.ust.hk/emba 


June 7 (Monday) : i 
Mac nastman filtz-Cariton or attend one of the information sessions. 
Taipei 

June 21 (Monday) 

Far Eastern Plaza Hotel 


Manila 
August 18 (Wednesday) 
Makati Shangri-La Manila Hotel 


Singapore 

September 6 (Monday) 
Fullerton Singapore 
Beijing 

September 13 (Monday) 
Grand Hyatt Beijing 
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Unwiring Asia 


& As wireless technology spreads across Asia, so too does the hype. 
In this special report, we debunk some of the myths surrounding Wi-Fi and 
identify just where wireless has the most potential 


INSIDE 


Wi-Fi for the 
Masses 
Page 38 


What’s New 
in Wireless 
Page 42 


Wi-Fi’s 
Tangled Web 
Page 44 


Pick of the 
PDAs 
Page 46 
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WIRELESS 


WI-FI I AIMING 
FUR THE MASSES 


Asia’s executives are familiar with the spread of Wi-Fi hot spots 
across the region’s bustling business districts. But the real revolution 
is happening far from the glitz—in the developing world 


FORGET THE UBIQUITOUS Wi-Fi hot 
spots spreading across Asia’s coffee shops 
and airport lounges. The real wireless rev- 
olution is happening in the developing 
world, where roads and telephones are 
basic, rare, or nonexistent. 

Take, for example, the inhabitants of a 
nest of villages in the northeastern corner 
of Cambodia. They're about as remote as 
youre likely to get in Southeast Asia: Two 
hours’ bumpy ride to the nearest town, 
itself a 16-hour car and ferry ride from the 
capital Phnom Penh should you miss the 
frequently cancelled twice-weekly flight. 
Now, thanks to a United States-based com- 
pany called First Mile Solutions and a 
former American journalist called Bernard 
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IT’S EASY: Bona Simanjuntak gives a Wi-Fi demonstration to Jakarta students 


By Jeremy Wagstaff/] AKARTA 


Krisher, a motorbike equipped with a com- 
puter and a Wi-Fi access point passes 
through the villages daily. Once in range 
of an antenna stuck on the village school 
wall, it uploads outgoing e-mail messages 
wirelessly from a computer inside the 
school. Incoming messages are simulta- 
neously sent the other way. 

There’s another part of the revolution 
that former U.S. military bomb loader Lee 
Thorn is busy implementing in neigh- 
bouring Laos: Remote villages all over the 
developing world can use Wi-Fi, the wire- 
less standard of communication also 
called 802.11, to get better prices for their 
produce—from crops at the market in the 
next valley to the traditional textiles they 








Angelo Cavalli / Getty Images 


sell over the Internet. For five hamlets 
100 kilometres north of the Laotian cap- 
ital of Vientiane, that’s already happening 
via a network of bicycle-powered com- 
puters linked to the Internet by a simple 
dial-up modem in the local hospital. But 
most important, it also gives the villagers 
something even more useful: A telephone 
link to each other using a simple protocol 
called Voice over Internet, or VoIP. “We 
think that just by getting information on 
the prices of key crops from market towns 
the economic impact of this . . . will be 
huge,” says Thorn. 

In corners of Asia, away from the 
bustling business districts, a loose array of 
activists, entrepreneurs and former dot- 
commers is cobbling together ad-hoc Wi- 
Fi networks using whatever suits the envi- 
ronment, from bicycles and sonar panels 
to power computers, to motorbikes, buses, 
bullock carts and bicycles, to carry con- 
nections where such means are cheaper 
than installing the infrastructure needed 
for a network that’s always connected. 
What they offer villages and poorer urban 
neighbourhoods are connections to the 
Internet, to local government, to expert 
medical assistance, to market prices, to rel- 
atives overseas, or just a cheap phone call 
to a neighbouring village cut off by mon- 
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soon rains. Consider it a technological 
leapfrog without wires. 

Wi-Fi is not a particularly new tech- 
nology. In the past two years, Wi-Fi 
access points, or hot spots, have sprung 
up across Asian cities. But only now is it 
coming into its own. For one thing, it’s 
an open standard, meaning there are few 
if any royalties to pay for using it. Sec- 
ondly, it’s relatively easy to set up. But 
most importantly, it’s cheap—and get- 
ting cheaper. Now, $70 buys you an all- 
in-one access point, router and built-in 
processor. Plug that into a cable modem 
or other Internet connection and you are 
an instant Wi-Fi Internet service pro- 
vider. No other equipment, including 
computer, is necessary. It’s the drop in 
prices in the past couple of years that has 
put Wi-Fi within everyone’s reach, and 
suddenly makes building whole net- 
works feasible. “Prices have really 
fallen,” says Bona Simanjuntak, an 
Indonesian educator who managed to 
stretch a single Wi-Fi project grant of 
$3,000 to cover two projects by search- 
ing for cheap equipment. 

The result is fast-growing Wi-Fi net- 
works that turn local projects into virtu- 
ally national ones. Krisher, in his 70s, says 
he is now moving beyond the limited goal 
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of a small cluster of village networks. Next 
month he plans to almost double the 
number of schools connected by adding 
another ro schools in Pailin in south- 
western Cambodia, and another 10-20 
later this year. "Ultimately we hope to have 
150 schools linked," he says in a recent 
e-mail from the field. In India, similar 
projects have also taken off under the 
name DakNets—Dak being Hindi for 
"postal —connecting villages using what- 
ever transport is available, from bicycles 
to buses. Villagers use the connection to 
communicate with relatives overseas, 
local officials or doctors via e-mail, voice 
or even Webcam. 


Bridging a bap 

It's not always about hooking up the 
rural poor to the Internet and phones. In 
urban Indonesia, phone access is not 
so much of a problem. Falling prices of 
second-hand cellphones and the avail- 
ability of low-denomination prepaid 
phone-cards have meant that few house- 
holds on heavily populated islands like 
Java are far from a phone. But that's not 
much help for students and other peo- 
ple looking for Internet access: Fixed 
lines are still expensive, connections are 
poor and phone bills steep. Cable Inter- 


CONNECTIONS: In Cambodia, Wi-Fi is 
bringing remote communities together 


net access is still limited to the wealthier 
parts of the capital, Jakarta. 

This means that while the Internet 
itself is within reach of the country's 210 
million people, it's hampered by a gap in 
what's known as the “last mile"—the con- 
nection between the local provider and the 
end user. That's where people like a former 
university professor, Onno Purbo, have 
stepped in, building their own wireless net- 
works by adding stronger antennas to 
indoor Wi-Fi equipment and sticking them 
on rooftops. Already, Purbo says, he and 
his colleagues have built nearly 10,000 
nodes across Java and southern Sulawesi, 
and are adding up to 300 more a month. 
That amounts to 1 million subscribers, and 
22 networks in Jakarta alone. Suddenly, 
cheap and reliable Internet access is within 
reach of Indonesia's urban poor. "Basically 
we bypass the last mile," he says. 

That's how a modest tourism college 
in a run-down suburb of east Jakarta has 
suddenly found itself hooked up to fast 
Internet connections, giving students the 
opportunity to research on-line, to con- 
tinue courses even when they are training 
in other parts of the country, and for staff 
to earn extra money moonlighting as 
travel agents or computer technicians. 
The local brains behind it, 25-year old 
Bona Simanjuntak, has already covered 
most of the running costs of the business 
by selling bandwidth to nearby Internet 
cafes and homes via the same Wi-Fi mast 
that juts into the sky above the college's 
main courtyard. His boss, college chief A. 
Bukhaeri, beams proudly as Simanjuntak 
draws diagrams of the network he has 
built. "What we have here is a chance to 
grow our minds," he says. 

Of course, there are problems. Wi-Fi is 
easy enough to install, requiring no cable- 
laying or huge infrastructure costs, but it 
has its weaknesses. Antennas must be 
within line of sight of each other, and don't 
work well through vegetation. Tanzanian 
consultant and entrepreneur Robi Mach- 
abi recently told a seminar on rural Inter- 
net access in Stockholm of his problems 
connecting his Internet service provider, 
JuaNet, across the vast Serengeti plains, 
where line-of-sight links were ham- >> 
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What's wrong 
with this supply chain? 
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SATURDAY: 
10am-12pm: 
Meet fiancée to preview st 
quartet for wedding. 
lpm-3pm: | 


Take fiancée to select silverware 
and fine china pattern. 


4pm-6pm: 


Dinner with fiancée and 
in-laws to review guest list. 


Or 


4pm-6pm: World Soccer Finals. 


SUNDAY: 


(llam: World Soccer Finals.) 


The LG TV, featuring HD DVR’, 
learns and records your favorite 
programs for delayed viewing. 


A 76" plasma screen that does 
more than just bring it all to life. 


It makes it life-size. 


Its just one way LG makes life good. 
To see more ways, visit www.lge.com 


*High-definition Digital Video Recorder. 


WI-FI TRUTH: IT a 
A TANGLED WEB 


Forget the hype: There is no world without 
wires. Truth is, our attempts to go wireless are 
confounded by cables—for now, at least 


By Geoffrey A. Fowler/HONG KONG 


Intel launched its Centrino wireless- 
networking system last year, it promised that Wi-Fi technology 
would *unwire" and “untangle” my life. Optimistically, I 
hooked up Wi-Fi and wondered how I'd clean sand out of 
my keyboard when I set up office at the beach. 

But, for me, wireless wandering has been a wash. Since 
I installed a Wi-Fi antenna at home, my laptop has left my 
desktop exactly three times. Sure, Wi-Fi let me unplug my 
Internet connection, but a gadget geek like me has a lot of 
other peripherals—PDA, printer, camera, iPod, and stereo 
system, to name a few—with wires that still insist on plugging 
into a computer. So, tethered elsewhere, my home Wi-Fi 
“access point" transmitter sat blinking a scant 7-8 centime- 
tres from my computer, saving me precisely that much wire. 

Now, that Wi-Fi transmitter is in a drawer. Even with 
Wi-Fi, I was still plugging and unplugging the dozen pets 
in my digital menagerie each time I wanted to go anywhere. 
So when I bought a new computer last month, I chose a bulky 
old-fashioned desktop PC that cost a lot less than the laptop 
that never went out. 

Could anything have salvaged my wireless lifestyle? I 
sought counsel from wireless gurus at some of Silicon Valley's 
top Wi-Fi technology makers, Intel and Cisco's Linksys. They 
taught me one of the perpetual lessons of 21st-century 
technology: Keep waiting, because technology will surely 
get better next year. 

For starters, the folks at Intel think I took their (reported) 
$300 million *unwire" Centrino ad campaign a little too 
literally. Centrino, they argue, is about letting you surf the Web 
sans cords, not getting rid of all wires in your life. "We're 
talking about the fact that one can work in ‘hot spots.’ We're 
not saying all the cords and cables are magically going away," 
says Ralph Bond, Intel's education manager. 

Nonetheless, Bond still feels my pain. "I'm not trying 
to dodge and make excuses," he says, as he scrutinizes my 
set-up. When travelling, he suggests, I probably didn't need any 
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Samantha Sin/REVIEW | 


of my extra plug-in devices. (I disagree: iPod, therefore I am.) 
At home, with all my gadgets, a port replicator (or docking 
station) sold by many laptop makers might have saved me the 
trouble of plugging and unplugging each of my gadgets. The 
replicator looks like a chair for a laptop and works as a central 
connection point for many different external gadgets. 

Point taken, but then at home I’m tethered to a port repli- 
cator with a nest of wires coming out of its posterior. I have a 
dream that one day, I will be able to move my laptop and gadg- 
ets around at will, and they will still talk to each other without 
wires. For example, it would be nice to sit on the sofa with my 
laptop while listening to music that’s streamed from my com- 
puter and cranked out from my home hi-fi stereo system. 

I could be helped, Bond prescribes, by another wireless 
technology called Bluetooth, which allows gadgets such as 
mobile phones, PDAs, and cameras in close proximity to 
connect through the air to a Bluetooth-equipped computer. 
Sure. But I don't have any Bluetooth-equipped gadgets, so 
I'd have to replace all my existing technology, which otherwise 
works just fine. My laptop doesn't have Bluetooth, either, 
though Bluetooth adaptors that plug into the USB (Universal 
Serial Bus) port are pretty cheap these days. 

But many important wired gadgets are not Bluetooth- 
enabled. For example, my stereo system plugs into my 
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that send pages to the printer without thick printer cables, 
wireless gaming adaptors for playing Xbox, PlayStation2 or 
GameCube on-line, cards that add Wi-Fi to my PDA, and even 
wireless video cameras to watch what’s going on at home 
when I’m not around (see box below). But even if I had the 
money to burn on a half-dozen wireless-gadget “hubs,” I’d 
still have some wires coming out of my laptop. My new Canon 
digital camera also requires a wired USB connection. 

I'd need something like a wireless version of that laptop 
port replicator, which would be a hub for all my old-fashioned 
plug-in devices. It would connect all my gadgets no matter 
where I'm sitting. The closest device to this so far is the 
Apple AirPort Express, announced by the company as the 
REVIEW went to press. Costing $129, the small gadget sits next 

to a stereo or printer, up to nearly 5o metres away 


TECH TRAP: from a computer, and acts as a conduit for stream- 
Gadget-lover MES tH . digital Vae 

Fowler has ing data to the printer or digital music to the stereo. 
given up on If it works as promised, you'll just plug the AirPort 


Wi-Fi at home into your stereo and then control the music directly 





computer—the epicentre of my music collection—via a very 
long audio wire that snakes around my apartment. So that 
leaves me with a “wireless” laptop with a 1o-metre tail. 
Not necessarily so, says Mike Wagner, global director of 
marketing for Linksys. “It is very easy to connect your stereo 
system to your wireless network with a wireless media adaptor,” 
he says. The Linksys Wireless-B Media Adaptor (available in 
Asia in September), which debuted in the United States last 
month, picks up MP3s and digital photos stored on your 
computer and sends them to a box that sits next to your 
computer. The box then plugs into your stereo and TV with 
standard cables. It comes with a remote control that lets you 
browse through pictures and song titles on your TV screen. 
But with this device and others like it, the devil is in the 
details. I use Apple's on-line music service, iTunes, to listen to 
and buy digital music. But the Linksys media adaptor only 
works with Real Networks' Rhapsody digital-music service, 
which can't play the songs I've bought from iTunes. Plus, the 
Linksys media hub doesnt let you use your computer and mouse 
to queue up another song; you have to use a special remote 
control. If I had five songs, I'd consider it. But I have 5,573. 
Still, we're getting closer: Linksys has a number of these 
devices which extend the uses of a home Wi-Fi network 
beyond sharing the Internet. It makes wireless print servers 
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in iTunes on your computer. Sign me up. 

Bond says Intel and other companies are keen on some 
developing technologies that will address that. In particular, 
there’s going to be something called wireless USB, which 
would make wireless connections standard for gadgets that 
today use USB cords. This would go beyond just the speakers 
and printers controlled by Apple’s AirPort to include PDAs 
and cameras, too. 

This would rock my world. But these products won't be 
out until 2005, at the earliest. Which leaves me pretty much 
just where the computer industry wants me: ready for 
another upgrade. 


Want to rid your home of at least some wires? 
These devices could help: 


e Centrino-equipped laptop, such as IBM ThinkPad 
T41, for built-in access to Wi-Fi networks (about 
$2,025) 


Wireless home router ($138 from Linksys) for a 
Wi-Fi network around the house 


Media adaptor to send music and pictures to your 
entertainment centre. (Available in September) 


Wireless compact-flash card ($78) to surf the Net 
wirelessly from your PDA 


Game adaptor ($78 from Linksys) to play on-line 
games wirelessly 


USB-based Bluetooth port (about $12) for your 
laptop 


Apple AirPort for streaming data ($129) 
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PILK UF THE PDAS 


With so many models on the market—all packed with whiz-bang features—it’s tough to know 
which PDA to go for. Here’s a round-up, whether you’re looking for fun on the move or a serious 
e-mail workhorse 


BOTTOM LINE: Excellent multimedia functions and 
decent price makes this great for people on the move. 
NOT SO GREAT FOR: Executives looking to make this 
a major work tool and anyone needing real connectivity. 
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02 XDA II 


The XDA Il, made by 
Britain’s 02, may look like 
an ordinary personal digital 
assistant, but it can do 
much more: make calls on 
its integrated tri-band 
phone, take digital-video 
images with the camera, 
and show it all off with a 
bright three-and-a-half inch 
(89 millimetre) screen. All 
that is on top of the games, 
media playing, and Microsoft 
Outlook programs that come 
with the best new PDAs. 


BUY THIS IF: You’re 
an executive who 
really wants an all-in- 


one gadget and has 
deep pockets—for the 
price and the size. 


HP IPAQ AT 


Hewlett-Packard’s iPAQ 
4150 is a marvel in miniatur- 
ization. It’s about the size of 
a deck of cards, yet still 
integrates Wi-Fi, Bluetooth 
and a bright, sharp colour 
screen into a remarkably 
speedy PDA. 

It’s great for multitask- 
ing, encountering no prob- 
lems while surfing the Web, 
pumping out MP3 music and 
playing a game all at the 
same time. 

But before paying the 
$499 for this model, buyers 
should ask themselves how 
they really intend to use 
that wireless Internet 
access. For considerably 
less money ($299), HP’s 
iPAQ 1940 offers the same 
size and form without Wi-Fi 
or Bluetooth. 

Because of the vertical 
orientation of the screen, 
the novelty of surfing the 
Web on a PDA soon wears 





But jamming so 
much into a single 
unit comes with two 
serious costs: price 
and size. At about 
$900 it’s equivalent 
to a new computer. 
And at 7 centime- 
tres by 13 centime- 
tres the XDA II is fine as 
a PDA that you carry around 
to business meetings in a 
jacket pocket or in a 
briefcase. But as a phone, 
it doesn't exactly sit 
comfortably in a pocket. 

To talk into the phone 
the screen is pressed 
against your cheek, meaning 
it gets streaked. (As a 
workaround, you can buy a 
wireless Bluetooth headset.) 


off. Most Web sites are 
designed for horizontal 
computer models. Sony has 
solved this problem on 
some of its Clié PDAs by 
turning the screen to a more 
sensible horizontal orienta- 
tion. With the iPAQ’s vertical 
view, | couldn't use my 
corporate Web-based e-mail 
properly even once, much 
less check flight schedules 
on a travel site. 

If you're looking to send 
e-mails from wireless hot 
spots, you should probably 
spend the extra $50 for the 
4350 model, which 
includes an integrated 
thumb keyboard. 

Typing without a key- 
board in the 4150 is an 
exercise in hunt-and-peck 
with the stylus on a mini 
on-screen keyboard, which | 
still find the easiest and 
most accurate way to type 
on a PDA. 





The camera takes 
good pictures (640 x 
480 pixels) and 
video. But the quality 
of the images pales 
in comparison to 
those taken by a real 
camera, or even 

other PDAs. In low 

light, the XDA Il 

struggles to take any image 
at all. The video, though, 
was surprisingly smooth. 
There is much about this 
model that impresses. Its 
processor is faster than 
most other PDAs, the phone 
has excellent sound quality, 
and the screen is among the 
brightest and clearest 
available. Considering all 
that's going on, the battery 





The iPAQ uses 
Microsoft's PocketPC 
operating system, which 
not everyone likes, but | 
found that it offers an 
intuitive way to organize 
programs and switch 


lasted longer than | would 
have expected—about two 
days of occasional talking 
and PDA use. And it doesn’t 
come as the standard, but 
you can easily add a card- 
based Wi-Fi adapter to surf 
the Web and send e-mails at 
hot spots. 

The XDA II comes with a 
transcriber program, which 
turns ordinary handwriting— 
written on the screen with 
the stylus—into characters. | 
was pleasantly surprised 
with how well the tran- 
scriber worked, but it wasn’t 
exactly perfect, reading my 
handwriting of “Far Eastern 
Economic Review” as “T-ir 
Tserterr Economic Review.” 

Geoffrey A. Fowler 


between them. It also syncs 
perfectly with Microsoft 
Outlook, which | use to 
store my contacts’ details. 

I’ve been using an iPAQ 
since Compaq came out 
with its first colour-screen 
3630 model in 2000, and 
am impressed with how 
many improvements 
they’ve made in the past 
three years. 

In particular, the 4150 
has a removable battery, 
with a cradle that charges a 
second back-up battery, 
meaning you can keep 
working without worrying 
about your PDA dying. 

Geoffrey A. Fowler 


BUY THIS IF: you're a traveller in need of a reliable 
lightweight PDA that can hop on-line via Wi-Fi occa- 
sionally. But if you're a heavy e-mail user, you'll need 


the more expensive 4350 model which comes with a 
keyboard, or the RIM Blackberry, which allows you to 
check e-mail even outside Wi-Fi hot spots. 





Mid-Air Messaging 


Imagine your text messages floating through the air right before your very eyes. Airtexting—and 
other frivolous features like it—are coming to mobile phones soon 


A FRIEND OF MINE was most excited to show off 
her new cellphone the other day, and described 
the difficulties she had encountered in persuad- 


ing the shop to sell it to her. 


“It has no colour screen!” they told her. 
“Colour is overrated. Humphrey Bogart didn't 


need colour,” she replied. 
“No Bluetooth!” 


“My teeth are just fine,” she told the staff. 


“No GPRS!” 


“I don't need GPRS,” she said. “My life’s not 


that exciting.” 
“No MMS!” 


pes 


UNDER THE WIRE 





The Latest 
Software and 
Hardware 
Upgrades, Plug-ins 
and Add-Ons 


Store More 

Google's new on-line e-mail 
service, Gmail (What Price 
Privacy? May 13, 2004), is 
shaking everybody up, and it 
may be enough to change 
the way we use the Internet. 
Its decision to offer 1 giga- 
byte of free e-mail storage 
has prodded competitors to 
trv to match it: Yahoo! is 
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allowing users to store up 
to 100 megabytes on-line, 
while Lycos Europe is 
offering paid-up members 
1 gigabyte, as is British- 
based Planet-Tolkien.com 
for $7 a month. But why 
stop at e-mail? While most 
of us are unlikely to want to 
store so much e-mail on-line, 
we might be interested in 
using the Internet as a place 


to back up our computer files : 


so we can access them from 
anywhere. So if Google can 
offer free e-mail storage, why 
can't folk offer free on-line 


: file storage? 


~ Well, they may have to. 
Ordine storage services 
haven't had much luck over 
the years: Most of the free 
services have come and 
gone and the few that are 
around have never, in my 


: view, made the process 


seamless enough to appeal 


: to ordinary folk. Xdrive 


(www.xdrive.com) is one that 
has survived, and has 
recently launched a second 


: version which does a margin- 


allv better iob of connecting 


^Ditto." 


Pause. "What is MMS, anyway?" 

Eventually the salespeople gave up and handed over a Nokia 
bottom-of-the-range 1100, which was what she was waving around 
the restaurant. It's a kind of blue, rubbery thing that looks nice 
but is, well, monochrome and passé. But then the lights in the 
restaurant went out and hey presto! Her rubbery old phone meta- 
morphosed into a flashlight. Ah, we all sighed, impressed. Now 


I've got one too. 


Welcome to the future of cellphones. The thing about mobile 
phones is that they have changed how we communicate (via 160- 
character bursts oftext), how we perceive the world (it's never less 
than a phone call away, unless we left it at home in which >> 


: your computer to your on- 


line drive. In July Xdrive will 


: increase the space available 
: per user to 5 gigabytes for 

: the same $10 a month fee. 

: That increases available 

: space by more than 60 

: times. Expect others to 

: follow suit. And, at 5 giga- 


bytes for $10 a month, 


: suddenly it may be worth- 
: while to keep most of one's 


stuff on-line. 


: Cellphone Threat 


| know you’re probably tired 


: of hearing about Bluesnarf- 
: ing (Snarf Attack, Apr. 22, 


2004), the trick whereby 


: your cellphone and its data 
: are compromised by an 


* Illustrations by Selçuk Demirel/REVIEW 





: attacker using weaknesses 
: jin the Bluetooth standard for 
: wirelessly linking devices. 


But now there's something 


: called, for want of a better 
: term, WAPjacking. It works 


like this: A bad guy sends an 


: SMS message to your phone 
: that overwrites the settings 
: on your phone used for the 

: much-maligned cellphone 


Internet service called WAP 


: (Wireless Application Proto- 
: col). Those settings then 

: switch the number used to 

: dial up to your WAP provider, 
: so instead your phone auto- 
: matically dials a premium 

: number and inflates your 

: phone bill. WAPjacking 

: seems to be a problem only 
: in Britain so far, but it's 

& worth keeping an eye out for. 


Bottom line: What all these 
tricks have in common is that 
we're just beginning to 
understand the vulnerability 
of holding in our hand an 
object that contains so much 
information, an object that 
can be hijacked to connect 
with anyone or anything 
without our knowledge. 
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WRITE TO ME 


case we go back for it). But how are our phone habits changing 
the world we live in—and in the process changing what our 
mobile phones can do? 

Here’s one example: As Emily Turrettini, who runs a Web 
site called textually.org, pointed out in a recent posting, airports are 
now coming to terms with the fact that a lot of people don't actu- 
ally wait at the arrival gate any more. Instead they hover around 
the airport terminal waiting for a call or an SMS (short message 
service, or text message) alerting them to the arrival of the per- 
son they're meeting, whereupon they pick them up directly. Saves 
time finding a parking space, saves on parking fees, and most 
importantly you don't have to stand behind the barrier feigning 
rapture at seeing Aunt Marple waddling out from customs. So now 
several airports in the United States have opened what they call 
"cellphone lots" where drivers can wait undisturbed. 

Phones are not just changing the way people communicate 
with each other: They are changing the way that institutions com- 
municate with citizens. In France, Ireland, the United States, 
Britain and Australia schools are using SMS to inform parents of 
truant children. A local council in Belgium is reminding mem- 
bers of the community when to put out their trash for collec- 
tion. Police use SMS to alert citizens to crimes and seek witnesses. 
This in turn is changing the way governments see SMS. Text mes- 
sages can be considered as evidence in some courts. Governments 
from Switzerland to the Philippines are impressed enough with 
SMS messages to consider taxing them. 

All this works both ways. Mobile phones are changing soci- 
ety, so society is changing mobile phones. It may seem somewhat 
trivial to have a flashlight on your cellphone—until you're stuck 
in a cinema and you dropped your keys, or you're caught in a dark 
alley on a Friday night. But flashlights are just the tip of the beam. 
Some cellphones already include thermometers and calorie coun- 
ters (the Nokia 5100, for example), while others double as MP3 
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: loosewire@jeremywagstaff.com 


Josh Estey 


players, voice recorders, cameras, video recorders, 
radios or Game Boys. It won't stop there. Cell- 
phones will soon double as wallets: Simpay 
(www.simpay.com) promises a Europe-wide pay- 
ments system via the cellphone. Expect to see cell- 
phones also double (if they don't already) as pens, 
make-up kits, coffee stirrers, laser pointers, per- 
sonal-attack alarms and cigarette lighters. 


NEXT, AIRTEXT 

I'm the first to admit that cellphones have become 
boring in the past couple of years. New services 
like 3G, MMS (multimedia messaging), GPRS 
(General Packet Radio Service) and whatnot haven't 
really set people on fire, because they're just faster 
ways of getting bigger things aboard, such as 
images, Web pages and video. But that is chang- 
ing. Nokia last week released the first cellphone, 
the 3220, that does something called “airtexting.” 
Tap a message into your cellphone, wave it around 
and the message appears in little dots of light in the 
air. While Nokia may be the first to hit the market 
with this idea, Washington-based company Wild- 
seed seemed to come up with the idea originally 
(www.wildseed.com). It plans to launch airtexting 
handphones with Korean cellphone manufacturer 
Curitel in the U.S. next month. 

After the initial “wow,” the next question is: 
What would someone use that for? Cindy Smith, 
vice-president of Wildseed’s marketing, says the 
company’s target market is teenagers and 20- 
somethings looking for some visual fun at clubs. 
Joi Ito, a Japanese entrepreneur and blogger 
(http://joi.ito.com), has suggested using the feature 
to heckle speakers during talks, and imagined 
the chaos if they were allowed in the U.S. Congress. 
I can imagine more prosaic uses, such as trying to 
get a flight attendant's attention, placing an order 
across a crowded and noisy restaurant, or sig- 
nalling to your partner that the party's getting to 
you and you want to go home. 

Bottom line: Airtext sounds like a frivolous, 
useless feature to have in a cellphone. But most 
people thought that about SMS. I'll wager that in 
the next year cellphones will start to sprout features 
and add-ons that aren't necessarily huge money 
spinners, but will both add to and alter the way we 
use them. In turn, expect to see society, govern- 
ments, commerce and law enforcement adapt to 
this with new services, facilities and special SMS 
rest-stops. And if they don't, we could always stage 
the first airtext protest march, waving our cell- 
phones above our head in a retina-popping display 
of public frustration. = 

More musings at loosewireblog.com 
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| MONEY 


MORTGAGE FINANCE 


India’s Quiet 


Revolution 





The growing popularity of mortgage financing in India will do more than just enable millions 
to become first-time homeowners. It will deepen the financial market, boost the housing and 
construction industries and spur economic growth 

By Shailaja Neelakantan/NEW DELHI 
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ALL THE RAGE: Suburban apartment complexes are sprouting in major cities 
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SURESH VARMA, a 32-year-old entrepre- 
neur who runs a small advertising com- 
pany, recently splurged on a 3.5 million 
rupee ($77,000) home in the upmarket 
New Delhi suburb of Gurgaon, for which 
he took a home loan of 2.5 million rupees. 
Varma began his career living in a two- 
room house and driving a beaten-up 
scooter. Now, he owns a (financed) fancy 
Honda City car and a plush three-bed- 
room apartment. His father, who is a 
retired central-government employee, 
isn't too happy at the amount of debt his 
son has taken on. “What if his business 
goes through an extended downturn?" 
he wonders. 

Sunila Awasthi, a 35-year-old New 
Delhi lawyer who earns a little over 
100,000 rupees a month, had always 
dreamed of a top-of-the-line car. So, 
recently, she decided to buy a 1.5 million 
rupee Honda CRV, a model just intro- 
duced in India, becoming probably one 
of the first owners of the luxury sport util- 
ity vehicle in the city. To buy the car she 
borrowed approximately 800,000 rupees 
from a bank, something her mother's 
generation would never have dreamed 
of doing. Credit was considered evil and 
creditors devils incarnate. 

But times and attitudes have changed. 


Varma, Awasthi and millions of others of 


the same age group or younger, don't 
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believe in waiting for tomorrow to buy a 
house or a car or expensive home-enter- 
tainment system. Unlike their parents 
they don't believe in saving up for decades. 
They want the good life now—and that 
desire is driving a revolution in consumer 
finance that will help millions of Indians 
become homeowners. 

"The traditional value system involved 
saving for the future and for one's chil- 
dren," says K. Cherian Varghese, chairman 
and managing director, of the Corporation 
Bank. "But there is a shift in the think- 
ing of the middle class. They want a better 
quality of life today and things like a 
scooter and a refrigerator, which were once 
considered luxuries, are now considered 
necessities. Also, more and more people 
are graduating from the low-income 
group to the middle class," he adds. 


BORROW AND SPEND 

Following India's economic liberalization 
since the early 1990s, consumers not only 
have a mind-boggling array of goods and 
services to choose from, but also the means 
to acquire them. And housing finance is 
probably the fastest-growing segment in 
consumer lending. “Borrowing today in 
India is a means of achieving independ- 
ence and success and borrowing for a 
home is looked at very positively,” says 
Rajan Sastri, research head at Indiaprop- 
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erties, a property-listing-services company. 

Ten-or-so years ago, housing and other 
personal loans carried interest rates of 19%- 
2196, but now housing loans come as low 
as 7%. And with the government offering 
tax rebates on the principal and interest, 
the effective rate for the customer can 
be as low as 5%-6%. While rates aren't 
expected to fall further—in fact they are 
expected to rise in the near term, especially 
in the context of rising oil prices—the hous- 
ing-finance sector will continue to flourish 
because there is still surplus liquidity in the 
market and the tax rebates will stay in place, 
at least until the next budget. 

It is no wonder that the housing- 
finance market has grown by leaps and 
bounds. It is estimated that housing loans 
worth between 450 billion rupees and 500 
billion rupees were approved in fiscal 
2003-04. Last year, approvals for home 
loans rose 4296 on the back of a 4096 
increase the year before, says Sandesh 
Savant, a Pune-based property consultant. 
Savant expects the same if not higher 
growth this year, even if rates rise. 

With interest rates for fixed deposits 
and savings accounts declining in the past 
decade—they are currently at almost at a 
30-year low—there is no advantage to 
saving or paying rent. Property is also 
cheaper now compared to ro years ago. 
"Back then, a house would cost 10-15 P» 
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times someone’s annual income. Today 
it is only about five times a person's annual 
income. For five years until 2003, property 
prices on average have come down 20%- 
40%,” says V.S. Rangan, general manager, 
corporate planning and finance, at HDFC, 
India’s largest home-loans company. 

One reason for the drop in property 
prices is that many states in India have 
repealed the Urban Land Ceiling Act, 
which limited the amount of land people 
could sell or develop. They had to get 
permission from the government to do 
so, and the government had the right to 
acquire any land in excess of the ceiling 
and could compel the owner to use it for 
purposes it specified. 

In addition, 10 years ago, it would have 
been extremely difficult to get large loans 
of the kind Varma and Awasthi have taken. 
It was not easy to get a mortgage as a bank 
would not lend based on a lien on the prop- 
erty, but on the borrower’s financial sta- 


tus and whether he could get a co-signa- . 


tory, or a guarantor, for the loan. “Banks 
would come and interview you before you 
got anywhere close to even making an 
application. And foreclosing a property was 
not easy. That has changed in the past three 
years. Now the Indian government has 
enacted certain foreclosure laws which 
make it easier for banks to foreclose,” says 
Sastri of Indiaproperties. 

Mortgages constitute just 2% of 
India’s GDP compared to 20% in some 
other Asian countries and 51% in the 
United States, according to ENAM, an 
equity-research agency. So India’s market 


52 Far Eastern Economic Review 


has enormous potential to grow. After all, 
less than 20% per cent of Indians cur- 
rently own their own homes. If present 
trends continue, analysts believe the num- 
ber of urban, middle-class Indians who 
own homes could triple in a decade. 

“Provided economic activity continues 
to grow, we have targeted the home-loan 
segment to be in excess of 650 billion 
rupees by next year,” says Sastri, even 
though banks today only provide mort- 
gages for a home to a home buyer. Banks 
are reluctant to lend to property develop- 
ers, largely because their projects arerft very 
transparent and often involve black money, 
he says. Thus large land developments are 
still privately funded, and as a result, build- 
ing large rental condominiums is nearly 
impossible. “Once banks start funding 
mortgages to investors, we shall see yet 
another segment of the mortgage business 
opening up,” he adds. 


VERY COMPETITIVE 

As it is, the lending market, especially 
for homes and vehicles, has become 
extremely competitive. HDFC is the 
leader in the housing-finance segment 
but snapping at its heels is ICICI bank, 
which is known for its aggression and 
wide reach. In fact, it is probably the 
biggest player in the vehicle-loans seg- 
ment. “We started four years ago and 
today we have about 40% of the car and 
two-wheeler loans market and about 22% 
of the commercial-vehicle loans market,” 
says Sachin Khandelwal, head of vehicle 
financing at ICICI Bank. 


With interest rates at an all-time low, 
a spurt in lending volumes could lead to 
shrinking margins, but this doesn't seem 
to be a concern for housing financiers and 
banks. “Margins may shrink but look 
how much volumes are rising. Besides, 
margins are a function not just of inter- 
est rates but also of operating costs, which 
are declining as volumes increase,” says 
Rajiv Sabharwal, chief operating officer at 
ICICI Home Finance. 

Housing financiers, banks and ana- 
lysts believe that the government needs to 
do more to stimulate the sector, as ENAM 
and the National Building Organization 
estimate that there is a demand-supply 
gap of 20 million homes. They believe 
that stamp duties, which are currently at 
a high 8%-14% of transaction value, 
should be reduced to 3%-5%. “The cost for 
first-time buyers should be lower and peo- 
ple should also be able to graduate to big- 
ger houses without having to pay such 
massive stamp duties each time," says 
ICICI's Sabharwal. He adds that foreign 
direct investment inflows should also be 
encouraged to develop the property sec- 
tor. Currently, a foreign developer is only 
allowed to operate in the country if the 
company has a minimum of 40 hectares 
of land at its disposal. 

Nevertheless, several foreign compa- 
nies have already jumped in. Westport of 
Malaysia has a 1096 stake at an undisclosed 
premium in the New Delhi-based Feed- 
back Ventures Group. Kontur Bintang, 
another Malaysian company, along with G. 
Gnanalingam, a Malaysian citizen, have 
agreed to contribute $1 million each 
towards the share capital of a Gurgaon res- 
idential township. Singapore-based Ascen- 
das has a joint-venture agreement with 
Tamil Nadu Industrial Development Corp. 
for developing information-technology 
parks in Chennai. Indonesia-based Uni- 
versal Success Enterprise and Unitech, a 
New Delhi-based real-estate and construc- 
tion company, are involved in a joint ven- 
ture to promote an information-technology 
park and housing project near Calcutta. 

"India will have to go through a legal 
revolution in order to able to scale up its 
opportunities and its ambition to provide 
housing for all," concludes Sastri of 
Indiaproperties. "All reforms that make 
housing more affordable will 2: 9 
increase home ownership." 
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Oil Futures 


The promise of onshore oil-and-gas reserves is 
drawing oil majors into fresh exploration 


By John McBeth/ DI! 


WHILE ALL EYES FOCUS on the available resources in the 
Timor Sea, international oil-and-gas experts are taking a long 
second look at the possibility of new commercial discoveries 
on East Timor itself, where oil-and-gas leakages have been 
noted for decades along the southern coast. They like what 
they’re seeing. Says Einar Risa, the Norwegian executive direc- 
tor of the Dili-based Timor Sea Designated Authority, “We 
find it highly interesting.” 

In the next few months, the East Timor government 
hopes to win parliamentary approval for the country’s first 
petroleum law, which will lay down a framework for issuing 
licences and contracts for the exploration, development 
and production of oil and gas. Risa expects that will lead, 
in turn, to a comprehensive seismic programme covering 
areas onshore and as far offshore as the Timor Trench, about 
40 kilometres off the coast. 

Woodside Petroleum, the main partner in the offshore 
Greater Sunrise field, PetroChina, Malaysian state oil company 
Petronas, Cooper Energy, Santos and Brazil’s PetroBraz 
have all shown interest in onshore exploration. Woodside has 
access to seismic data compiled before Indonesia’s annexation 
of the then-Portuguese colony in 1975, and PetroChina 
recently completed a gravity and magnetic survey, looking 
to confirm previous indications of geological anomalies. 





BLACK GOLD: East Timor is sitting on sizeable oil-and-gas reserves 
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Alfredo Pires and Francisco da Costa Monteiro, natural- 
resources advisers to President Xanana Gusmao, count about 
30 different areas along the south coast, from Suai, on the 
West Timor border, to a point near the eastern tip of the 
half-island state, where there are oil seepages and signs of 
natural gas. “There is no doubt there is oil and gas onshore,” 
says East Timor’s Energy Secretary, Jose Texeira, “but we don't 
know how much.” 

Geir Ytreland, an oil consultant and Norwegian gov- 
ernment adviser to East Timor’s Energy and Natural 
Resources Directorate, notes that the foreland basin, which 
covers the southern onshore and offshore parts of the island, 
is similar to the geology found in the Timor Sea proper. “The 
prospects | for finding commercial quantities of oil and gas] 
look very, very good,” he told the Review. “Personally, I’m 
very excited.” 

Risa, a grey-haired veteran of oil ventures around the 
world, is equally upbeat. “By going through the substantial 
material available and looking at that in relation to the increas- 
ing data we are getting from the Joint Petroleum Develop- 
ment Area [in which most of the offshore fields are located], 
we are in the process of drawing internal conclusions about 
the whole area,” he says. 


POWER SHORTAGES 

About 20 wells have been drilled onshore in the last 100 years, 
beginning with discoveries that helped fire steam boilers 
around the rice-growing district of Viqueque in the early 
1900s. Later, when Japanese troops invaded Timor during 
World War II, they scooped out about 100 barrels of light crude 
a day from a series of holes they dug on the foreshore and 
converted it to fuel on the spot. 

Australian-owned Timor Oil drilled a handful of wells 
in the Suai area in the late 1960s and early 1970s, but Ytre- 
land says advances in seismic technology over the past 30 
years mean today’s geologists can put together a much more 
revealing picture of oil-bearing geological traps lying 
beneath East Timor. 

Likewise, wells drilled in recent years in deep waters off 
West Africa and Brazil show that the Timor Trench, which 
varies in depth from 1,500-3,000 metres, should pose no 
problems for exploration companies. 

While it would be nice to find substantial new reserves 
to boost export receipts, Risa would be just as happy if explor- 
ers discover enough to fuel a string of small power stations 
and perhaps some light industry. That would help to reduce 
East Timor’s dependence on diesel and invigorate some of the 
towns that have remained listless shells since Indonesian- 
backed militiamen laid waste to the former province when 
it voted for independence in 1999. 

Dili's 10-12 megawatt power plant, which goes off-line at 
midnight and comes on again at dawn, accounts for about half 
of the installed generating capacity. Bacau, the second biggest 
city on the northern coast, has been without power now for 
four months. Los Palos, in the east, has been blacked out for 
seven or eight months. With no effective billing arrangements, 


there just isn't the money to pay for fuel supplies. = 
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MINING 


Digging Up 
Trouble 


Australia’s uranium mines supply the global 
nuclear industry. They also risk contaminating 
the country’s natural environment 


By John McBeth/ KAKADU NATIONAL 
PARK, NORTHERN TERRITORY 


JUSTIFIED FEARS: Protesters oppose the Jabiluka’s opening in 1999 


DEEP IN THE HEART of northern Australia’s Kakadu National 
Park, a natural wonder of savannah and woodland, sun-kissed 
rock formations and crocodile-infested wetlands, lies ...a 
uranium mine. It’s not something normally found in a World 
Heritage site and in many ways it remains an embarrass- 
ing anomaly for scientists and environmentalists alike. “Tech- 
nically, the mine isn't in the park because the park goes 
around the mine," one public-affairs officer struggles to 
explain. "The park rangers have nothing to do with it. They 
choose to ignore it exists." 

That's been a little difficult in recent months. On March 
24, about two dozen workers coming off the graveyard shift 
at Energy Resources of Australia's (ERA) Ranger mine within 
Kakadu Park complained of skin irritations, nausea, vomit- 
ing, headaches and diarrhoea after taking showers and drink- 
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ing from the mine's potable water supply. It soon became 
apparent that they had been exposed to water containing 400 
times the legal limit of uranium. 

Two months later, Northern Territory Mines and Energy 
Minister Kon Vatskalis announced that the state government 
would be taking action over the matter against ERA, a sub- 
sidiary of British mining giant Rio Tinto. Vatskalis also 
mentioned other alleged safety breaches, apparently referring 
to an incident in January when a tractor was taken off the mine 
premises without being properly cleaned. 

A Senate report last October, detailing 110 safety infrac- 
tions at Ranger since it opened in 1981, had already recom- 
mended a major overhaul of laws governing the operation 
of Ranger and the country's two other uranium mines— 
Olympic Dam and Beverly in South Australia. Ranger 
accounts for about 5,000 tonnes of the 8,800 tonnes of ura- 
nium that Australia produces and exports each year, all of it 
destined for power plants in the United States, Japan, South 
Korea and other overseas markets. Australia provides 2596 
of the global annual supply of mined uranium and has 28% 
of the world's reserves, more than any other country. 

Months after the Senate released its report, the govern- 
ment has still to respond to its recommendations. Worry- 
ingly, the report found that the shortcomings at all three 
mines "suggest that short-term considerations have been 
given greater weight than the potential for permanent dam- 
age to the environment." Changes were needed, it said, "in 
order to protect the environment and its inhabitants from 
serious or irreversible damage." 


GEOLOGICAL COCOON 

All this raises serious questions about the long-term impact of 
uranium mining in Australia and whether contaminated mine 
tailings, in particular, can be kept safe in their underground bur- 
ial sites for the next 10,000 years. “Once broken up, taken out 
of its geological cocoon and put through mining and milling 
processes, you've allowed a whole range of material to invade the 
environment," notes Dave Sweeney, anti-nuclear campaigner 
for the Australian Conservation Foundation. 

Although Aboriginal landowners receive royalties from 
ERA, their spokesman, Justin O'Brian, says the Ranger 
leak has reinforced the local community's opposition to open- 
ing a new uranium mine at the adjacent Jabiluka site. Thou- 
sands of Australians in 1998 marched in Sydney, Melbourne 
and Brisbane to protest against the planned opening of 
Jabiluka, which environmentalists said could destroy the frag- 
ile ecosystem of the Kakadu, Australia's largest national park. 
Rio Tinto said two years ago that it would put its plans for 
Jabiluka on hold for ro years. 

The potable and contaminated water systems at Ranger 
should have been separate and self-contained, yet following 
the March 24 leak investigators from the federal supervis- 
ing scientist division discovered a plastic pipe linking the two. 
ERA confirms it had been there at least since the previous 
evening. Darwin-based supervising scientist Alan Johnston 
can't say how long it was there, but one Northern Territory 
official tells the REviEw: “It looks like the connection was in 
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place for some time, which is a clear breach of regulations.” 

Johnston describes the connection as a “mistake” by an 
individual and says a leak in a water tank caused a drop in 
the pressure of the potable water system, which led to a flow- 
back of contaminated water. What he can't adequately explain 
is why the plastic pipe was there at all when a team of tech- 
nicians from his office are meant to monitor operations on 
a regular basis. 

Like local officials, Johnston plays down the seriousness of 
the Ranger contamination and its long-term effects, saying that 
Australians absorb three times the radiation levels the work- 
ers were exposed to over a normal year without any risk to their 
health. He insists that only two of the 110 incidents at Ranger 
over the last 20 years were considered “significant” and adds: 
“You cant avoid things going wrong occasionally.” 

But that does little to reassure the Ranger employees, con- 
cerned that health authorities appear to have little clear under- 
standing about the affects of drinking contaminated water that 
contained not only uranium, but also other heavy metals. 

“I think there has been a history of looseness,” says Mark 
Hough, a senior adviser to Mines and Energy Minister 
Vatskalis. Hough believes, however, that most incidents have 
involved “housekeeping issues, not major issues.” Sweeney 
isn't so sure. He warns that water management and other 
problems can only increase as ERA pushes increased 
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amounts of uranium ore through the Ranger mill to make 
up for a gradual decline in quality. 

Longer-term, the outlook isn't good. Johnston acknowl- 
edges that Rum Jungle, one of Australia's earliest uranium 
mines 8o kilometres south of Darwin, continues to be 
afflicted by serious acid-drainage problems some 30 years 
after it was closed. Environmental reports show that con- 
taminants, including heavy metals, radium and uranium, 
have spread across more than 100 square kilometres of the 
Finniss River flood plain. 

Between 1954 and 1964, when the mine was supplying 
uranium to the British and United States atomic-weapons pro- 
grammes, most of the tailings were simply dumped into 
the Finniss River. While regulations have been tightened since 
then, Sweeney says the failure of companies to properly man- 
age retention ponds and tailings dams leaves little room for 
confidence about the rehabilitation work they are legally- 
bound to undertake once a mine is closed. 

The Northern Territory government receives about A$30 
million ($21 million) in tax revenue a year from Ranger, only 
a small fraction of what it expects to glean from its $1.4 bil- 
lion mining industry this year. Looking over a mineral-rich land- 
scape that harbours everything from bauxite and magnesium 
to zinc, copper and gold, a state official shakes his head: “I would 
be much happier if we didn't have a uranium mine." = 











INDIA 


Betting the Farm 


The new government could extend economic reforms by 
focusing on agriculture and tackling rural poverty 
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By Joanna Slater 

As the dust settles after India’s shock election result, 
the good news for investors is that the country’s 
macroeconomic picture remains bright. A super- 
charged service sector, strong industrial growth, 
and predictions of a normal monsoon propping up 
agriculture will help extend the country’s impres- 
sive performance, say economists. 

“It remains to be seen if the political shock 
has had any impact” on investment decisions by 
companies, says Rajeev Malik, a senior economist 
at JPMorgan Chase in Singapore. There may be a 
slight drag, he predicts, but the larger momen- 
tum of consumer-led growth will continue. 
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Economic Monitor 


Economists estimate the Indian economy will 
expand by about 6.5% in the year that began in 
April, thanks to a more robust showing from indus- 
try. Meanwhile, the ripple effect of last year’s excel- 
lent monsoon continues to radiate through the 
economy, boosting rural incomes and driving up 
demand for certain consumer goods. 

As May’s national election demonstrated, 
improving the performance of India’s vast agricul- 
tural sector remains a critical piece of the country’s 
economic and political calculus. While agriculture 
accounts for about a quarter of GDP, it sustains 
nearly two-thirds of the billion-strong population. 
And though the agricultural sector registered sig- 
nificant growth in the last financial year, experts say 
those figures obscure the reality. 

From October to December of last year, for 
example, agriculture and associated sectors grew 
a whopping 16.9% over the same period a year 
earlier. But the previous year, India had experienced 
a terrible drought that depressed farm output. “We 
have recovered from the shock of last year, but that’s 
it,” says R. Nagaraj, an economists at the Indira 
Gandhi Institute for Development Research in 
Mumbai. “In our haste for reforms, we have 
ignored agriculture.” 

India’s agricultural sector remains hindered 
by regulation, plagued by inefficiency, and highly 
dependent on the annual rains that sweep across the 
Subcontinent. The last government and its prede- 
cessors neglected the farm sector, asserts Abhijit 
Sen, an agricultural economist at Jawaharlal Nehru 
University in New Delhi. Since 1996, he adds, agri- 
cultural output in per-capita terms has remained 
essentially flat. Most farming takes place on small 
plots, with little or no infrastructure, credit or tech- 
nology. The new government, led by Prime Minis- 
ter Manmohan Singh, has said it will try to allevi- 
ate some of those constraints, notably by increasing 
the amount of loans made to farmers, improving 
the supply of electricity and instituting a national 
job scheme to reduce rural unemployment. 

Such policies will require financial resources 
that neither India’s central government nor cash- 
strapped state governments possess. As a result, 
one issue that economists are expecting the budget 
to tackle is tax reform. A key question is whether 
the budget, due the first week in July, will embrace 
proposals to expand India’s tax net and eliminate 
exemptions, says Bibek Debroy, an economist at 
the Rajiv Gandhi Institute for Contemporary 
Studies in New Delhi. 

Rising global oil prices are also a concern for the 
new government, thanks to India’s acute depend- 
ence on oil imports. For every $1 rise in oil prices, 
India’s trade balance worsens by 0.12 of a percent- 
age point of GDP, says JPMorgan's Malik. = 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Index die 7) % chg YTD (June 7) Mkt Unit Latest % chg YTD 

(June 7) %chg YTD Australia 3,482.30 +533. Aluminium Lan $/tn 1,657.50 +3.34 

Australia 216.55 -0.71 Bangkok 625.83 -18.95 Cocoa NY $/tn 1,333.00 -12.01 
China 88 127.92 -5.75 Bombay 4,938.15 -15.43 Coffee NY c/Ib 81.05 +24.79 
Hong Kong 215.20 -0.74 Colombo 1298.88  +22.29 Copper NY c/Ib 126.55 «21.04 
Indonesia 51.62 -6.15 Hong Kong 12,326.85 -1.98 Cotton NY c/b 56.53 -24.70 
Japan 84.40 +8.64 Jakarta 700.79 +1.28 Gold Ldn $/oz 393.60 -5.67 
Malaysia 106.58 -1.88 Karachi 5416.73 52114 Oil: Brent — Ldn $/barrel 35.96 «19.19 
New Zealand 180.79 0.00 Kuala Lumpur 815.73 +2.74 Palm Oil KL Ringgit/tn 1,536.00 -13.42 
Philippines 69.08 *6.75 Manila 1,517.17 +5.19 Pulp FOEX  $/tn 614.09 — 49.76 
Singapore 135.86 *2.00 Seoul 809.45 -0.16 Rice Bnk $/tn 231.00 +14.36 
South Korea 110.64 *3.95 Singapore 1,818.00 *3.03 Rubber KL Mc/kg 473.50 +0.21 
Taiwan 115.00 +1.49 Taipei 5,935.82 +0.77 Soyabeans Chg c/bushel 849.00 — 46.93 
Thailand 63.72 -20.32 Tokyo 11,439.92 +7.15 Sugar NY c/Ib 719 +26.81 
U.S. Total Market 268.04 +2.04 Wellington 2,321.63 +1.90 Tin KL $/tn 9,595.00 +45.16 
Euro Stoxx 50* — 2,799.81 *1.42 DJIA 10,391.08 -0.60 Wheat Chg c/bushel 363.00 — -371 
FTSE 4,454.40 -0.50 AIG - Dow Jones Commodity Index 148.57 *9.83 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx M ^ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 





Source: Government Statistics 











?6 chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Indonesia (2.02% on week) 
(June 7) GDP | CPI Current acct | Trade balance — 1-mth interbank | Prime rate Rupiah/$ 
Australia 3.7 (Mar Qtr) +2.0 (Mar Qtr) -33.04 (Mar) -16.71 (Apr) 5.40 9.50 9,250 
China 9.8 (Q1 '04) +3.8 (Apr) +45.88 (2003) + 14.75 (Apr) 3.26 n.a. 
EU 1.5 (Q1 '04) *1.8(Apr) 47.38 (Q4 '03) -4.37 (Mar) 2.11 n.a. 9.300 
Hong Kong 6.8 (Q1 '04) -1.5 (Apr) * 17.38 (Dec) -11.44 (Apr) 0.20 5.00 
India 10.4 (Q3 '03/'04) *2.2 (Apr) *2.15 (Dec) -15.32 (Apr) 6.00 11.13 
Indonesia 4.46 (Q1 '04) *6.5 (May) +4.70 (2003) . 427.30 (Apr) 7.39 7.32 9,350 
Japan 5.4 (Q1 '04) -0.4 (Apr) +152.91 (Mar) +101.06 (Mar) 0.06 1.38 
Malaysia 7.6 (01 '04) * 1.0 (Apr) +12.56 (Dec) — 417.62 (Apr) 2.86 6.00 9.400 
New Zealand 3.5 (Dec '03) +1.5 (Mar Qtr) -3.57 (Dec) -2.91 (Apr) 5.86 5.97 j 
Philippines 6.4 (O1 '04) *4.5 (May) *3.35 (2003) -1.74 (Mar) 7.32 10.32 
Singapore 7.5 (Q1 '04) * 1.3 (Apr) +27.15 (Mar) — *24.99 (Apr) 0.63 5.50 9,450 
South Korea 5.3 (Q1 '04) +3.3 (May) +21.91 (Apr) — +27.74 (May) 3.72 3.88 
Taiwan 6.3 (Q1 '04) +0.89 (May) +27.30 (Mar) — *15.18 (May) 0.95 0.75 
Thailand 6.5 (Q1 '04) *2.5 (Apr) +7.55 (Apr) +3.02 (Apr) 1.27 5.75 
U.S. 4.4 (01 '04) *2.3 (Apr) -541.80 (Dec) -499.90 (Mar) 1.17 4.00 


Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(June 7) $1 worth Spot rate % chg YTD (June 7) $1 worth Spot rate % chg YTD 
Australia dollar 1.4134 -6.08 Mongolia* tugrik 1,160.00 -2.93 
Bangladesh taka 60.125 -2.70 Nepal rupee 73.00 0.00 
Brunei dollar 1.7111 -0.34 New Zealand dollar 1.5772 -3.21 
Burma** kyat 900.00 -1.11 Pakistan rupee 57.79 -1.09 
Cambodia* * riel 4,130.00 -6.71 Papua New G. kina 3.1314 *5.42 
China renminbi 8.2768 0.00 Philippines peso 55.70 -0.33 
European Union euro 0.8114 -2.19 Russia* * rouble 29.042 *0.68 
Hong Kong dollar 7.7944 -0.40 Singapore dollar 1.7035 -0.35 
India rupee 45.0425 *1.23 South Korea won 1,159.00 *2.85 
Indonesia rupiah 9,290.00 -9.52 Sri Lanka rupee 99.75 -2.86 
Japan yen 109.52 -2.11 Taiwan NT dollar 33.479 *1.46 
Laos** kip 10,575.00 -1.32 Thailand baht 40.525 -2.36 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,740.00 -0.52 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0614 S$ = ringgit 2.2296 SDR = $1.4739 *Official rate * *Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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PERSONAL HISTORY 


The Soul of a Soldier 


After being locked away in a drawer for decades, a small wooden tablet embarks on its long final 
journey to Japan, reviving sad memories of a bloody episode in World War II—the battle for Iwo Jima 


By Martin Fackler/Iwo JIMA AND Tokyo 


FOR THE TWO DOZEN grey-haired men sitting under a tent show respect by not fidgeting from trickling sweat. 
to avoid the merciless sun, the brief wreath-laying ceremony on Nearby lies the black-sand beach where on Feb- 
the tiny island of Iwo Jima, surrounded by the vast Pacific Ocean, ruary 19, 1945, 74,000 United States Marines 
releases decades of pent-up emotion. poured ashore to fight a Japanese garrison of 

Tears well up in the eyes of the American veterans, who around 23,000 soldiers dug into tunnels and con- 
wear short-sleeved shirts and red hats bearing the insignia of their crete bunkers. Almost 7,000 Americans died in 
former military units. The Japanese, in dark suits and ties, sit qui- the first ground combat on Japanese soil. Just 
etly, faces drawn tight. The rest of us stand to the side, trying to 1,000 of the desperate defenders survived. 
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For most of the veterans, the March 12 cere- 
mony was their first visit to the island since the 
battle. My own journey here was no less personal, 
though less intense and more recent in origin. It 
all began a couple of months before, with a letter 
from an 80-year-old relative, Willard Jansen, to 
me at my home in Tokyo. 

Inside was a small, thin piece of wood with 
some barely legible Japanese characters branded 
on one side. In his letter, Willard explained that 
he'd killed a Japanese soldier in the battle of Iwo 
Jima and taken the small piece of wood from his 
body. He'd kept it for more than half a century, 
never figuring out what it was. “A dog tag, per- 
haps?" the letter asked. 

Theletter surprised me. Willard was the nephew 
of my grandfather, though they were about the same 
age. The two had grown up in small-town Iowa, and 
Willard had once saved my grandfather from drown- 
ing in the Mississippi River when they were boys. A 
tall bear of man with a Midwesterner's simple friend- 
liness, he was a television producer in the 19605. I'd 
never known him as a warrior who fought in one of 
the bloodiest battles of World War II. 
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MARCH OF TIME: Willard Jansen (far 
left), as he was in World War II and 
as he is now, is shown next to the 
talisman he took from the battle of 
Iwo Jima. Japanese veteran Kei 
Kanai (/eft) helped to organize the 
sacred object's ritual disposal 





The war was not talked about much in my family. Most of 
those who fought seemed to want to forget it. Younger mem- 
bers were encouraged not to ask. Willard didn't tell me of his expe- 
riences until he found the wooden tablet in the bottom of a drawer 
while moving, and decided to ask me what it was. 

The son of a bus driver, Willard had never strayed far from 
Elwood, Iowa, population 200, before enlisting in 1944. A year 
later, he was in the third wave to land on Iwo Jima. "Things were 
calm until we got on the island," he wrote. “Then all hell broke 
loose." As a 23-year-old private, Willard served as a wireman, 
carrying around heavy spools of wire to connect radios. He 
described sleepless nights in shell holes, getting nicked in the 
leg by a Japanese bayonet, the corpses from both sides strewn 
across the island. "You had to keep cool for death was all 
around," he wrote. 

But he remained vague on why he had the wooden tablet itself: 
"This is hard for me to write about. I shot this man. He was young, 
I think. Time has blocked this from my mind. I'm glad that I gave 
this to you and it's going home." 

This small piece of wood now seemed to connect me to those 
violent, tragic events more than two decades before I was born. 
It was not a dog tag, but a religious talisman. The characters read 
Migawari fudo, a prayer to a Buddhist deity to protect the owner 
from danger. There were no other markings on the piece, so >> 
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eee ata iue or shrine, deum by uu My blood 
ink with Willard gave me a sense of obligation to dispose of it 
roperly to help set the unknown soldier's soul to rest. 

The problem was, I didn't know where to hold such a cere- 
; mony, or whom to ask for help. I'd never really explored the 
-war from the Japanese side, despite having lived here off and 
-on for more than seven years. Like my family, Japan prefers to 
-keep quiet about the war, except at special sites like the A-bomb 
~ dome in Hiroshima. Few Japanese know about Iwo Jima, which 
: is returned by the U.S. in 1968. Now under Japanese military 
» control, the island remains off limits to civilians, and is still lit- 
-tered with rusting weapons and unexploded shells. 

. The only time Iwo Jima is opened is for a joint U.S.-Japan- 
ese ceremony every March 12 to mark the battle's end. I pressed 
the U.S. military for an invitation, and a few weeks later found 
` myself squeezed into the back of an almost windowless U.S. 
. Marine Corps C-130 cargo aircraft with a dozen other journal- 
-ists and a Marine marching band. 

Two Jima, a dot in the ocean about 1,200 kilometres south 
of Tokyo, is part of a small chain of volcanic islands. At the 
tail end squats Mount Suribachi, a 108-metre dormant volcano 
that looms over the treeless, flat island. It was on its rocky top 
that a photographer snapped perhaps the best-known image of 
the war in the Pacific: Five U.S. soldiers planting the Stars 
and Stripes. 

Fifty-nine years later, on the plain below, as the veterans set a 
wreath upon a simple stone monument written in English and 
Japanese while the Marine band played, I met Kei Kanai, one of 
only about a dozen Japanese alive today who survived the battle. 


Cy ; " 
I am glad to have this opportunity to 
return this talisman so its owner's soul 
; 33 
may rest in peace 


WILLARD JANSEN, [wo JIMA VETERAN 


Like many of the veterans from both sides, Kanai was reluc- 
tant to talk at first. But after I pulled the talisman from my pocket 
and told him its story, he accepted me almost as family. 

Kanai, a thin, spry man of 80 with straight white hair, was a 
rice farmer's son from mountainous Gunma prefecture north 
of Tokyo who was sent to Iwo Jima in 1944 as an Imperial Marine 
sergeant. Like Willard, he too was a wireman. Given a rifle, he 
shot from foxholes at U.S. soldiers so close he could see their 
faces, Though outnumbered by a better-armed foe, he said, the 
Japanese refused to consider surrender because the U.S. advance 
was nearing the Japanese mainland. He was the only member 
of his unit to survive. “It wasn’t about emperor or country, but 
about defending our loved ones back home from a similar fate,” 
Kanai told me. “We had no hope for survival.” 

After the battle, he held out in a cave for two months until 
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- the lack of food and 


















too weak to hold spi 


Wisconsin and Texas j in nthe US. ties surpr prised tne 
by praising the flag-waving American-style patri 
otism on display in the ceremony we attendec 
“No one in Japan flies the flag like Americans,” 
he said. | : 


JOURNEY TO YASUKUNI 
Kanai told me that the only place to dispose of the 
talisman of an unknown soldier was Yasukuni, a 
massive Shinto shrine in Tokyo that honours all 
modern Japan's war dead. This includes those 
hanged by the Allies after 1945 for wartime atroci- 
ties, an association that has won the shrine notori- 
ety both in Japan and abroad. Kanai assured me that, 
regardless of their political views on the wartime 
leaders, most veterans viewed the shrine as Japan's 
equivalent of Arlington, the American national mil- 
itary cemetery in Washington. He agre 
the ceremony and accompany me. 

Religious distinctions are often hurd in 










at 


Japan, so the fact that the talisman was Buddhist 


meant nothing to the Shinto priest who guided us 
into Yasukunľs inner sanctum, an elegant, 
unpainted wooden building with a large yet grace- 
fully curved tile roof. Inside, we sat on reed tatami 
mats facing a large mirror framed by bronze drag- 
ons that represents the shrine’s Shinto deity. 

I placed the talisman on a wooden tray. The 
priest waved a leafy branch over it while reciting 
a prayer. Kanai and I bowed our heads to the mat 
three times, then clapped three times followed 
by a silent prayer. At the end, I read a short mes- 
sage from Willard: “I am glad to have this oppor- 
tunity to return this talisman so its owner’s soul 
may rest in peace,” it concluded. Because the 
owner is unknown, Yasukuni did not burn the 
talisman. Instead, it now sits in a vault at the shrine 
along with other hundreds of other items that 
belonged to unidentified war dead. 

Afterward, Kanai shook my hand and said 
we'd done our duty to the unknown dead man. 
“The past can give us responsibilities, even across 
generations," he said. While Willard never met 
Kanai, unless perhaps in the anonymity of com- 
bat, they share a lot in common. Both are proud 
of their countries. Both also seem at a loss to 
describe their horrific experiences. Yet both 
agreed it was necessary to convey a sense of that 
horror to younger generations in the hope that 
they won't repeat it. 

"We all had moms and dads and families," 
Willard concluded one letter. "Dur teachings may 
have been different but, let's face it, no matter what 
colour the skin, we all bleed red." = 








Currents 


FILM 


Still Rumbling 


Jackie Chan had a breakthrough with Rumble 


in the Bronx. Now he’s back with its director 


By Karen Mazurkewich/HONG KONG 


STANLEY [ONG is back. After spending two years in China 
producing three major series for state-owned television, the 
Hong Kong director is in the saddle again with his favourite 
action star—Jackie Chan. 

It’s almost a decade since the dynamic duo last worked 
together on Rumble in the Bronx, Chan's breakthrough film in 
the United States. Celebrity brought a wave of commitments 
that kept them apart. Chan went on to star in the blockbusters 
Rush Hour and Shanghai Noon. Tong went on to direct U.S. 
television series Martial Law, starring Sammo Hung, and kids’ 
movie Mr. Magoo before moving to Shanghai. 

But now the best martial-arts team in the business has 
reunited for an untitled film that Tong describes as “Indiana 
Jones meets Gladiator.” Tong won't say much about the script 
except to say that Chan plays an archaeologist who goes back 
to the time of the Qin dynasty, or around 200 B.C. 

What's it like to work with Chan again? “It’s the same good 
fun,” says Tong. “Jackie hasn't changed after Hollywood. He 
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ON SET: Jackie Chan and Stanley Tong (standing), with Tony Leung 


didn't turn into a big shot, he’s still a humble guy.” Indeed, on 
the movie's set, a converted barge in Hong Kong, Chan does 
the grips’ work himself, lifting furniture and a set of weights 
that is blocking the camera’s frame. 

That’s not to say it’s all smooth sailing. The set heats up 
as Tong, Chan and actor Tony Leung Ka-fai (best known for his 
role in Jean-Jacques Annaud’s The Lover) argue over a sequence 
that has Chan tossing a basketball into some lights. Tong 
prevails. “We won't be shy to tell each other what we think,” 
says Tong. “We never worry about pissing each other off.” 

It's a relationship built on trust. When Tong first directed 
Chan in Super Cop, he had to concentrate on the action 
sequences. “I had to prove I could direct Jackie,” he says. 
He passed muster: Super Cop is one of Chan's best movies. In 
addition to developing athletic scenes that included a fight on 
top of a moving train, Tong played up Chan’s humour and 
humanity—and so helped propel him to superstardom. 

“In Super Cop, he’s more grounded instead of acting like 
a superhero,” says Tong, who successfully used the same 
formula in Rumble in the Bronx. Now Tong wants to show 
the kinder, gentler side of Chan by introducing a real romance. 
It's a tough recipe to create. “The rhythm and tempo of an 
action movie is difficult to match with romance,” he admits. 
But he thinks its time to add another dimension to Chan. 

Kung fu movies are still in Tong’s blood. If directing Chan 
weren't enough, Tong has become involved in another high- 
kicking project—the computer-animated film Dragon Blade, 
which is still in production. As kung fu greats like Chan 
age, the future of “chopsocky” flicks is animation. Not only 
are the stars easy to direct, there are no scheduling prob- 
lems and you don't have to pay residuals, he jokes. = 
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InReview 


Books: FICTION 


Revenge of 


A Cybercoolie 


Hari Kunzru’s second novel tackles the modern 
world and its cyberangst with all the gusto of his 
previous writing, writes Nilanjana S. Roy 


LIKE THE ROGUE VIRUS at its core, Hari Kunzru's 
new novel Transmission should be preceded by a warning: 
Open at your own peril. The contents are infectious, the 
humour contagious, and Kunzru's subversive take on the 
brave new globalized world promises to reboot your intel- 
lectual hard drive. 

The protagonists of this sharp, funny and intelligent novel, 
Kunzru's second, inhabit disparate spheres until their lives 
collide. Leela Zahir, Bollywood starlet, is a puppet under her 
mother’s be-ringed thumb, doomed to remain almost 
famous—until her pixilated, dancing image becomes the sig- 
nature of the most notorious virus of the day. 

Arjun Mehta is in the United States hoping to emulate 
Bill Gates or Sabeer “Hotmail” Bhatia, but he’s just another 
imported Indian used as discounted cyberplantation labour. 
Mehta’s grip on his life as a white-collar coolie loosens when 
he is downsized. Desperate and unable to understand why 
his American dream has morphed into nightmare, he cre- 


AMERICANS 


Surface meaning is often the least 
some readers of Nell Freudenberger’s hard knocks. 
debut collection of short stories are likely 
to come away with the impression that 
the lucky girls of her title are 


just that. Seen against the [ Lucky Girls: 
backdrop of Asian cities and Stories ] by Nell 
Freudenberger. 


depicted in a measured, 
nuanced prose, the principal 
characters at first glance 
appear to be no more than 
privileged young Americans 
who have set up camp in 
Bangkok and New Delhi in 
order to round out their 
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expensive lvy League degrees with a 
interesting element in fiction, but at least difficult final course in the school of 


These hard knocks are variations on 
a common theme. In the title story, the 
narrator stays on in Delhi after 
the death of her married Indian 
lover, reluctant to leave in spite 
of the hostility of his formidable ^ road trip through Afghanistan. 
mother and his scheming wife. 
The other stories tell us of 
Mandy, a young woman with an 
abusive Thai boyfriend whom 
she prefers to her protective but sorts appears in Letter from the Last 
clueless New York parents; Julia, Bastion, a slightly jagged epistolary 
who drifts through parties in 





ates a computer virus inspired by Leela Zahir. He’s never 
met the starlet, but he has swooned and shed tears over 
her colourful performances in Hindi films with their 
improbable plots. 

When the virus rampages out of control, it takes Arjun down 
with it. As Leela spreads, Arjun mutates from unemployed 
cybercoolie to potential terrorist, one of the “kneeling figures 
in the orange suits against whom anything was justified, to 
whom anything could legitimately be done.” His only escape is 
to disappear into the murky world of urban legend. 

As the real Leela’s entourage rebuts media speculation 
that the virus might be a career-building move, the rapid 


IN ASIA 


Bombay while having an affair with her 
tutor and waiting for admission to an 
American college; and a middle-aged 
woman who returns to Delhi from New 
York to encounter a father with 
Alzheimer’s disease and memories of 

a manic-depressive mother who 
abandoned husband and daughter for a 


Why do they bother? And what makes 
the stories worthwhile beyond the pre- 


cise economy and careful characteriza- 
tion of Freudenberger’s craft? A hint of 


narrative that closes the collection and is 
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spread of the virus connects her and Arjun with the third pro- 
tagonist, Londoner Guy Swift. Guy is a paper millionaire with 
an airbrushed life, the CEO of Tomorrow, complete with slick 
offices, a trendy mission statement and increasingly shaky 
venture-capital funding. Like Arjun and Leela, Guy is search- 
ing for an escape route from his life; like them he doesn’t know 
this until it’s too late and the Leela virus scrambles Guy’s well- 
` oiled, well-heeled life. 

Kunzru's first novel (dubbed The Impre$$ioni$t by some, 
over the advance it garnered) inverted Rudyard Kipling’s 
classic Kim in wickedly funny ways. Pran, The Impressionist's 
protagonist, moved between East and West, fitting in every- 


where and nowhere. Kunzru satirized the 
pillars of the British Empire, the acces- 
sories of Raj fiction: murky palace in- 
trigues, boar-hunting British colonels, 
sly Indian eunuchs, flowers of English 
womanhood. Under the humour was a 
concern for the Eurasian, the people torn 
between two cultures. 

With Transmission, Kunzru transfers 
his light, satirical touch to a novel set in 
a new imperial order: Kunzru is one of the 
funniest serious writers in the field today 
and the politics of race and discrimination 
echo through this novel. Last year, Kun- 
zru declined a major British literary prize. He said its spon- 
sors, London's Daily Mail, followed racist, anti-immigrant poli- 
cies that he could not endorse, given that his parents had emi- 
grated from India to Britain decades ago. 

The Leela virus is the stealth bomber of viruses, the ille- 
gal immigrant sneaking across everyone's borders. And 
borders are a recurring figure of speech, from the hopeless 
quality of the Mexican border Arjun crosses as a fugitive from 
justice, to Guy's plan for a Fortress Europa with sealed bor- 
ders. Just as rogue viruses set up a curious web of connections 
between people, so can they make us realise how strange 
our ideas of borders are, how difficult to cross in the real world, 
how easy to bypass in the virtual world of cyberspace. 

As the novel races to a technically brilliant conclusion, the 
profusion of ideas drowns out Kunzru's characters: Leela, Guy 
and Arjun recede until they've disappeared off our radar. 
When Transmission crashes, though, it reboots efficiently. Kun- 
zru's dark humour and darker musings are well balanced. 
If Transmission is a virus, it's fun being infected. = 

Nilanjana S. Roy is a writer based in New Delhi 





[ Transmission ] 
by Hari Kunzru. 
Hamish Hamilton. 
$23.80 


the only story to directly address the 
relationship between art and experience. 
This comes in the form of a quote from 

. Ernest Hemingway on the rationale for 
travelling: "In going where you have to 
go, and doing what you have to do, and 
seeing what you have see, you dull and 
blunt the instrument you write with." But, 
Hemingway goes on to say that it's far 
better to risk blunting one's artistic 
instrument than having nothing to write 
about. This is an ideal that implicitly 
motivates the characters in the stories. 
Their journeys constitute a form of 
scraping away at the layers of privilege in 
order to uncover experience, though this 
. often brings with it bad luck of sorts. 
When this kind of excavation ani- 
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mates the central characters, as it does 
in the title story and in Letter from the 
Last Bastion, one gets something more 
than a deft portrayal of cross-cultural 
clashes in foreign cities or generation 
gaps in American families. The narrator 
of Lucky Girls, for the most part smoth- 
ered by the confident and smug Indian 
women, is also daring enough to recog- 
nize that she isn’t a “phony.” Through the 
acts of painting, observing, and staying 
on against all reason, she sees India in a 
way people with more roots there are 
unable to perceive. The same is true for 
the precocious 17-year-old of the last 
story, who, in spite of her seeming lack 
of interest in travel and art, possesses a 
startling clarity of vision that exceeds the 


understanding of the well-travelled writer 
who Is her correspondent. 

But there are also stories where the 
self-discovery is not quite as interesting 
or particularly poignant, where one is left 
with the thought that the Asia experi- 
enced by these women consists of no 
more than a few expatriate or upper- 
class enclaves. At these moments, one 
returns to the quote from Hemingway. 
Freudenberger’s carefully honed craft is 
not in question, but there are so many 
more places for a writer to visit, so much 
more to do and so much more to see. 

Siddhartha Deb 

Siddhartha Deb is author of the novel 
The Point of Return. He lives in New York 
and Calcutta 
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Keep the Faith, Baby 


The ultimate question is asked rather too often in Asia, 


but there is an ultimate answer 


TRAVELLING OFF the beaten track in 
India, I was once stopped by a dangerous- 
looking man brandishing a stick who asked 
me what my religion was. 

My survival might depend on the reply. 
Quick as a flash, I replied: “Um. Ah. Er.” 

What would you have said? 

In those few seconds, my life flashed 
before my eyes like a movie (I’m embar- 
rassed to say it was one of those boring, sub- 
titled European art films). 

You know, people say you should never 
discuss religion or politics, but in Asia, you 
can't avoid these issues. They drive people’s 
lives and the news. 

In the old days (a useful phrase which can 
mean anything from last year to the Palaeo- 
zoic era), there were basically the big five reli- 
gions: Christianity, Islam, Judaism, Hin- 
duism and Buddhism. These days, I’ve lost 
track: At this moment, I am writing this 
column at a desk contain invitations to meet 
Neo-Pagans, the Falun Gong and a Life 
Coach (all equally scary). 

A theology professor told me there were 
now 3,000 religions. "I'm thinking of start- 
ing one, so it'll be 3,001 this afternoon,” he 
said. "The only ingredient essential to all reli- 
gions is that they must involve a bearded 
man, but that's also true of poetry clubs." 

On a walkway outside the office of this 
magazine in Hong Kong, members of the 
Falun Gong have set up displays explain- 
ing that they have roo million members. 
If this were true, they would have more than 
double the number of all Jews, Baha'is, Sikhs 
and Scientologists put together. 

My father always used religion to his 
advantage. In the 1960s, when there was 
only ever one choice of food for economy- 
class passengers on aircraft, he used to 
change our family's religion at will. If the 
main course was beef, he would say: "Sorry, 
we're Hindus, we cant eat that." If the main 
course was pork, he'd say: "Sorry, we're Mus- 
lims, we cant eat that." The result was that 
my family inevitably ended up being served 
pheasant or quail filched from first class. 
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In the early 1970s, the airlines en 
masse switched to the present 
“chicken or fish" system—deliber- 
ately to confound my father, accord- 
ing to him. 

News headlines inevitably focus 
on inter-religious fighting, but 
inter-faith groups are springing up 
in Asia. I went to an all-religions 
meal at a mosque in Hong Kong in 
November last year. Bad move. It 
was Ramadan. We all sat around a 
table groaning with good things 
to eat. But we were groaning too, 
because no one could touch any 
of it until sunset. I was astonished 
to discover that each of one's hands 


"— 


To envi rights of living of 
women and children in the west, the © 
country launched a project to reduce - 
the morality rate of pregnant women 
and eliminate newborn tetanus in the 
12 provinces and regions in the area. - 


By the end of 2001, basic objectives 


| had been realized. 


IMMORAL MAJORITY: Unprincipled 
men may be pleased to read, in this 
China Daily cutting sent in by 
Patricia Schetelig, that officials have 
reduced women’s rate of morality. 





has an entirely independent mind of its own, and will reach out to pick at nearby 
foodstuffs contrary to direct instructions from the brain. By the time we could 
eat, I had slapped my own hands until they were red. 

Last week I worshipped with Hare Krishna friends. This was difficult. We sang ~ 
the same song 25 times and I still couldn't get it right. Any faith group willing to 
bet its existence on the public performances of people like this writer—well, my 
sense of aesthetics forced me to suggest that they revise their business plan. 

Sociologists have now started classifying the North Korean ideology of 
Juche (self-reliance) as a major religion with 20 million followers. Think about it. 
Despite Kim Jong Il having no beard, followers believe he had a miraculous birth, 
they reckon the stars bow down to him, and he can perform miracles. Mind 
you, I've heard the same things said about Warren Buffett and Sonia Gandhi, 


BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 
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as well as various other people. 

Anyway, back to that life-or-death scene in India. 

My interceptor, brandishing his stick, repeated 
his question. “What religion are you?" 

"[ am a believer," I declared, with conviction. 
"And what's more, I oppose all nonbelievers." 

He lowered his weapon and allowed me to pass. 
"Carry on, brother," he said. 

Phew. Worldwide studies estimate that only 
1496 of people call themselves nonbelievers, while 
the other 8696 reckon they adhere to some faith. 
The proportion of believers is bigger in Asia, where 
many religions have started. A study in the Philip- 
pines revealed that 99.996 believed in God or an 
afterlife, or both, against just 0.1% who said they 
were atheists. 

This conclusively proves one thing. 

If there is indeed an almighty, all-seeing, all- 
powerful God, he or she is Asian. = 
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APPOINTMENTS. 


Something else is 
growing in Asia. 





The world’s local team. 





Opportunities for card and personal banking functional 
specialists in China, Hong Kong and across Asia 


HSBC’s Card and Personal Financial Services 
businesses are well established in all key Asian 
markets. They are now poised for dramatic 
growth. As part of HSBC’s Managing for 
Growth strategy, our core objective is ambitious 
yet simple: to become the leading card issuer in 
the region. 


To drive this growth we have created a number 
of new positions, to be based in our businesses in 
China, Hong Kong and elsewhere across Asia, 
for accomplished functional specialists in cards 
and personal banking. 


The openings are in the functional areas of: 
Marketing 

Credit 

Operations 

Sales and Distribution 


As the world’s local bank HSBC never 
underestimates the importance of local 
knowledge and we are therefore searching 
across world markets for talented professionals 
with an Asian background, bilingual in English 
and at least one other Asian language, such as 
Putonghua, Cantonese, Malay, Thai, Japanese or 
Korean. 


We expect upwards of five years' relevant 
experience at senior management level, either 
head of business or second tier, within one of the 
key functional areas in a major credit card or 
personal banking business. 


For individuals who are keen to develop 
a long-term career in the dynamic, 
fast-changing markets of Asia, these 
opportunities represent exceptional openings 
with a leading regional player and worldwide 
organisation. 


E-mail your resume in confidence to: careers2@hsbc.com.hk, quoting Ref: PFS/HK0401. 
First interviews will be held locally in your present location. 


HSBC is an equal opportunity employer. We value diversity in the workforce and welcome applications from all qualified candidates. 


HSBC 


Data held by the Bank relating to employment applications will be kept confidential and used only for processing applications. Applicants 
who are not contacted within four weeks may consider their application unsuccessful. The Bank will retain their applications for a maximum 
period of two years and may refer suitable applicants to other vacancies within the Group. A copy of our Personal Information Collection 
Statement can be provided upon request by contacting Human Resources Asia-Pacific at the above e-mail address. 


Issued by The Hongkong and Shanghai Banking Corporation Limited 


L E [] L A L L ALAN BOWMAN, Xbox Asia-Pacific 





Surfing to the Boardroom 


Making a game your career makes sense—you might even get to enjoy your job. 
But the on-line game industry is anything but a lark 


nections. "We're going to capitalize on the strength of the 
Asia game market,” he says. 
Convergence is possible. Already, designers are 
producing games that work on both 
PCs and consoles. Larry Probst, 
chief executive of game devel- 
oper Electronic Arts, said at a 
major videogame trade show 
in May that he expects rev- 
enue from on-line gaming to 
overtake that from mobile 
consoles in five years. 
Of course, it’s good news 
» for Microsoft if computers 
replace consoles and TV sets. 
Analysts estimate that the soft- 
ware giant loses $100 or more 
on each Xbox sold. After 18 
months, Xbox Live has only 
1 million subscribers world- 
wide. Bowman says Xbox 
has sold 1.4 million consoles 
(which can be used simply 
for stand-alone games) 
across Asia, but would not 
reveal subscriber figures in 
the region. 

“We definitely need to 
evaluate new business mod- 
els [for Asia],” says Bowman. 

Packed cities like Singapore, 
Hong Kong and Seoul 
have small apartments, so 
playing in the living 
room, American-style, 
may not be as feasible, he 
says. So he’s thinking out- 
side the box—Xbox style. 


HERE's HOW Alan Bowman, Xbox's Asia 
chief used to play videogames: on a beach, 
swigging beer and swapping insults with his 
mates. "It was all about hanging out with 
friends," says the Sydney native. 

Nowadays it's a bit more serious. That's 
because Xbox Live is trying to make inroads in 
its latest and least-developed market: Asia. 

The opportunities are huge. So are the chal- 
lenges. The region's high broadband-penetration 
rates make it the ideal battleground for the Xbox 
Live, where players use the Internet as the medium 
to battle others all over the world. But many of 
Asia's most wired communities already have plenty 
of exciting on-line gaming options. And they don't 
like playing in their living rooms alone. 

Teens in South Korea, for example, only need 
pay $10-20 for monthly subscriptions to cyber- 
cafes, called "PC baangs," with snacks and scope 
for dating thrown in. In contrast, they'd have to 
pony up about $150 for a Microsoft Xbox plus 
Internet subscription. 

What's more, with some hugely popular role- 
playing games, users play with thousands of 
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game in Xbox Live. For example, South 
Korean role-playing game Legend has 
as many as 400,000 
players together at any 
given time—more than 
the population of some sec- r 
ond-tier American cities. Å 
Oh, and there’s that lit- a 
tle matter of trying to LN 
wrest more ground away ap >i 
from Sony, which com- 
mands 60% of the $10 





ce 
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“a 


billion global console Some options he’s con- 
market, compared to Xbox’s 24% market share, sidering: Installing Xbox in cybercafes, so users 
according to data from private research company don't need a subscription, but can simply pay the café owner a fee 
NPD Group. to play. Bowman even envisions using a live service where play- 
Bowmar’s not daunted. Asia, he says, is the ers in one café square off against players in another. 

ultimate testing ground for the merging of the Ultimately, the goal is to find a “nice way” to deliver Xbox 
videogame console—traditionally played via the “in a social environment,” he says. A jug of wine, an Atari and 
television—and on-line gaming, played on per- thou, anyone? 

sonal computers with high-speed Internet con- MEI FONG 
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understood our finances. 
[his one also understand 
-our business.’ 


, Any bank can focus solely on finance. But we go much further. We join forces with you to under- - 
X. Stand and share your business objectives. By continually deepening our knowledge of the sectors 
in which our clients operate, we gain valuable insights into their industries. 


Insight that gives our clients a genuine edge. From identifying opportunities in emerging markets 
to facilitating innovative joint ventures. Always underpinned by a professionalism that ensures 
efficiency. So whether you're a pioneering start-up or a major multinational, our knowledge can 
help power your business. 
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UNEQUAL WEALTH 

Allow me to provide a few thoughts 
on your excellent coverage of the 
issue of poverty and inequality in 
China [The Dangers of Too Much 
Success, June 10]. 

Economic growth itself cannot 
reduce poverty if all the increase in 
income accrues to the already-rich. This 
is the simple reason why inequality 
matters. But there is more than that. 
If inequality grows, society explodes. 
This then retards economic growth. 
That is why countries need to have 
measures to enhance equity, or at least 
to prevent inequality from rising dur- 
ing the process of growth. However, the 
solution offered by World Bank Presi- 
dent James Wolfensohn appallingly 
falls short of what is needed, and 
reflects a neo-liberal aversion to the 
state. He appealed to wealthy Chinese 
to be more charitable. In Indonesia, 
Suharto followed this strategy, too; he 
created a charitable fund based on the 
contributions of his wealthy friends. Yet 
the country exploded and is still strug- 
gling to put things in order. 

The poor do not need charity. 
Instead, their right to development— 
that which gives them dignity as equal 
citizens—must be recognized. Social 
justice cannot be left to charity; it is 
the responsibility of the state to 
design an appropriate social policy of 
redistribution based on tax and safety- 
net measures. 


ANIS CHOWDHURY 
Penrith South, New South Wales 


GOOD For LITTLE ELSE 

Burma’s military may know how to 
stage a successful coup, but an econ- 
omy is too complex to be run by sol- 
diers. [A Sham Meeting, Editorials, 
May 27.] Yet the State Peace and 
Development Council still wants to 
shape political and economic matters 
without any opposition. This means 
the SPDC wants to take the country 
back in time to the 1970s, hoping to 
resurrect the old paternalistic for- 
mula that worked so well in other 
parts of Asia—where the provision of 
political stability attracted foreign 
investors. The problem is that these 
other parts of Asia had a lot more 


freedom than the SPDC would ever 
even consider allowing Burmese to 
have. That's why Burma can't have 
political stability under the SPDC. 
Paternalism is not the same as 
authoritarianism. 


HTUN YEE 
Carramar, New South Wales 


PAPER CHASE 

In A Global Paper Trail [CEO Call, May 
20], you project that computer print- 
outs use up Go trillion pages of paper 
each year. This is a mind-boggling 
number. Equally baffling is how you 
arrived at a figure of 500,000 trees 
used to provide pulp for this paper. 

Another surprise came from 
Sudipto Ghatak [Paper Calculations, 
Letters, June 10], who said that about 
400 million Douglas Fir trees are 
required to produce 6o trillion pieces 
of paper. These calculations are based 
on assumptions, some of which are 
likely to be faulty. 

First, Go trillion pages may well be 
an overestimate. No one can really 
know the exact number, it could be 
much less. Second, not every piece of 
computer paper is of the A4 glossy- 
white type. Many are much lighter and 
use less pulp. Next, a massive amount 
of paper is recycled, especially in the 
West. This further reduces the num- 
ber of trees needed. Taking all this into 
account, the number of trees used 
would certainly be far below the 400 
million stated in the letter. 


TAN BOON TEE 
Kemaman, Terengganu 


Just Ler Go? 
It's time Asia loosens up. [Sexing Up 
Asia's Ads, May 13.] In order to win 
in this age of global competition, Asia 
needs to be creative. So do away with 
that self-defeating Confucian paranoia. 
Itis time to open up to new ideas, even 
if that means less conformity and more 
unpredictability. 
ARTERE LAKSAMANA KAYSZER 
Jakarta 





All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
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Might Would Be Just Right 


Japanese today needn't be contrite about their World War II military 


_ A PACKAGE OF DEFENCE LAWS to help Japan to break out 
| of its pacifist straitjacket was finally enacted by the Japanese 
_ parliament this week, after it was approved last month by the lower 
house. The package of seven bills supplements laws passed last 
| year, so there was no big surprise. More striking was public 
reaction. Or put another way, it was striking how little some 
people have changed despite the threat of international terrorism 
and the escalating danger posed by North Korea. The Kyodo news 
agency quoted one protester saying the bills “contain powerful 
provisions that will enable Japan to take part in a war.” This 
begs the question why that necessarily is a bad thing. 

Briefly, the legislation allows the Japanese military to do very 
commonsensical things. In case of an attack, Japan’s military 
can share supplies with United States forces based there, includ- 
ing food, water and ammunition. It also lets the Japanese and 
American militaries take over seaports, airports, roads and other 
public property in emergencies. Also, the Japanese cabinet would 
be allowed to decide how to deal with a threat first and then 
obtain retroactive approval from parliament within 20 days. Just 
as importantly, the legislation spells out the right of Japanese 
troops to defend themselves and others, including U.S. troops, 
if an attack occurs. As obvious as all this might seem, Japan was 
long prevented from doing so. 

Yet unbinding the hands of the military in such blindingly 


sensible ways is sending many into a tizzy. As one union 
announced in a statement: “By allowing this legislation, Japan 
is turning its back to the peace-loving world and advancing along 
a path toward isolationism." 

This sentiment is predicated on mistakenly equating paci- 
fism with security. There's been 50 years of “peace” with North 
Korea, yet Northeast Asia can hardly be said to be enjoying a 
period of security with Kim Jong Is fingers so close to mis- 
sile buttons. A tentative peace bristling with uncertainty is not 
security, and only by establishing security can a lasting peace 
be better assured. Doing this requires robust armed forces, 
rather than the emasculated military the Japanese public 
believes it must suffer as penance for World War II. The irony 
is that few outside Japan seriously see a stronger Japanese mil- 
itary as anything really worrying. (As for China, it finds it use- 
ful to pick at 60-year-old wartime scabs to stir nationalist sen- 
timents at home.) 

The Japanese government is getting used to the idea that 
a peace-loving nation—as most Japanese see themselves— 
must have a military that can pack a mean punch when 
needed. Its greatest challenge is to convince Japanese that they 
live in a dangerous neighbourhood and that the best chance 
of peace is at least to deter dangerous foes. And that can't be 
done with a toy army. = 


‘Trying to Kill a Revolution Vietnam’s fear of the Internet 





THE INTERNET has not failed to reach 
Vietnam. But the masters of this country’s 
regime must wish this was one revolu- 
tion they'd missed, as they fret over the 
Internet's effect on communismis claim to 
a monopoly on ideas. So, finally, they're 
doing something about it. The ominous- 
sounding Ministry of Culture and Infor- 
mation now has press-ganged Internet-cafe 
operators into spying on Web surfers. 
According to a report by VNA, the state- 
run news agency, local authorities are 
"urged" to "strengthen their state man- 
agement of the public Internet-access 
agents." What this means in practice, 
apparently, is that Internet-cafe operators 
can be fined or jailed if their customers 
download or send banned materials—from 
pornography to information deemed sen- 
sitive by Vietnamese authorities (if not any- 
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one else). Customers must show Internet- 
cafe owners their identification cards 
before launching their browsers, and own- 
ers must keep track of what Web sites these 
customers visit and for how long. 

Last year, Pham Hong Son was handed 
a jail sentence for supposedly spreading 
anti-government propaganda. His biggest 
alleged crime was to have posted on the 
Internet a Vietnamese translation of an 
essay—called What is Democracy?—from 
the American State Department’s Web 
site. (A translation of the same essay pre- 
viously had been handed out at U.S. 
embassy functions.) Now, Internet-cafe 
owners are being made agents of the state 
as it tries to keep a lid on news, informa- 
tion and any sign of cyberdissent. 

More disturbing is that the Internet 
clampdown apparently is only one part of 


a larger attempt to stamp out dissent. Last 
week a former academic, Tran Khue, was 
charged with espionage after being held 
for nearly 18 months. Mr. Khue has writ- - 
ten essays on human rights and reforms, 


and had protested against border pacts — : 


between Vietnam and China, a matter 
of some sensitivity in Hanoi. 

Even then, the Internet worries Hanoi 
more. All communists fear an open com- 
petition of ideas because this is eventually 
what will do them in. But they see the 
Internet as the most subversive outlet 
because of the reach it provides. Yet try 
as they might, they will find the Internet a 
genie that cant be put back in the bottle. 
One sign of this is that even the govern- 
ment cant resist the efficiency it provides: 
It’s planning to give free Internet access to 
its soldiers in the Spratlys. = 
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Discord in Chen’s 
Ruling Party 


Political discord seems to be spreading in Taiwan. Much of 
the internal squabbling so far has been within the opposition 
coalition, after its candidate’s narrow defeat by incumbent 
Chen Shui-bian in March's presidential election. But in recent 
weeks fault lines in Chen’s own Democratic Progressive Party 
have become more visible as party members advocate diver- 
gent strategies for key legislative elections in December. Some 
hardline members want the DPP to follow a stronger line 
on independence from China, and are angry at the less con- 
frontational positions Chen advocated in his May 20 inau- 
gural address. Koo Kwang-ming, a DPP elder and policy 
adviser to Chen, publicly blasted the president on June 13, sug- 
gesting he had betrayed his campaign pledges. “National lead- 
ers shouldn't do this," Koo said. Shen Fu-hsiung, a centrist 
DPP legislator, says the conflict could hurt the DPP’s leg- 
islative-election efforts. “I think our party is being torn 
between whether we should move to the centre or stay with 
our original position,” Shen says. 


REPORTS ON TAIWAN VISIT PREMATURE 
United States Defence Department officials insist that press 
reports in Taiwan have jumped the gun by reporting that Brig.- 
Gen. John Allen, a senior Pentagon adviser on Asia, would 
visit Taiwan in July. A Pentagon spokesman said he could not 
discuss specifics about U.S. “obligations” to Taiwan. But 
another defence official involved in U.S. policy toward Asia 
admits that there has been discussion about sending Allen or 
another general to Taipei, perhaps in August, but adds that 
no firm decisions had been made. The Taipei Times, citing 
“a source in the presidential office” of Chen Shui-bian, 
reported on June 3 that Allen would visit “next month to 
discuss military cooperation and defence plans.” The report 
added that the visit “would mark a breakthrough as it would 
be the first time a serving U.S. general has paid an official visit 
to Taiwan since the U.S. severed diplomatic ties with the coun- 
try [in 1979],” when Washington established full ties with 
China. The administration of U.S. President George W. Bush 
has sought to boost Taiwan's defence capability in recent years. 
In a report to Congress in late May, the Pentagon warned that 
China, which claims Taiwan, was developing "credible mili- 
tary options" to prevent any moves by the Chen government 
to push for independence. 


MEDICAL FIRMS SEE POTENTIAL IN JAPAN 

Two of the world’s biggest makers of medical devices say they 
see big opportunities in Japan for a new generation of car- 
diovascular stents that dramatically improve a patient’s 


TAKING A PUNT: Gamblers listening to results 
at an illegal gambling centre in Cambodia 
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chances of recovery after heart surgery. United States-based 
Johnson & Johnson and Boston Scientific Corp., the main play- 
ers in this area of medicine, have both applied to sell the devices 
in Japan. Johnson & Johnson has received the go-ahead while 
Boston Scientific is still waiting. Wire-mesh tubes called stents 
are inserted into arteries to keep them open after balloon angio- 
plasty, a procedure that stretches narrowed arteries back to their 
proper shape. The latest stents are coated with drugs that help 
prevent the build-up of scar tissue that can re-narrow arter- 
ies. The companies hope Japan's ageing society will be a good 
market for the stents, which are now sold in the U.S., Europe 
and some parts of Asia. In future, regulatory changes might 
also make it easier for U.S.-made devices to be approved in 
Japan and elsewhere. A group called the Global Harmoniza- 
tion Task Force, made up of government and industry officials 
from Australia, Canada, the European Union, Japan and the 
U.S., is working on developing a common application process 
for member countries—a potential boon for medical-device 
makers around the world. 


CRIME WAVE BLAMED ON Euno 2004 

Cambodian authorities say frenzied betting on the European 
football championship in Portugal is behind a crime wave in 
the capital, Phnom Penh. "Crime has increased noticeably 
recently and many cases are caused by gamblers or through 
gambling. A lot of it is the result of poor bets and ignorance," 
says Interior Ministry spokesman Khieu Sopheak, adding: 
"Most Cambodians do not have enough knowledge of Euro- 
pean football to make wise bets." Phnom Penh Deputy Police 
Chief Heng Pov, while giving no figures, says violent crime 
is undoubtedly up since betting opened on Euro 2004. He cites 
the killing on June 9 ofa member of the elite Flying Tiger police 
unit while trying to arrest a suspected robber. Heng Pov's units 
have shut down two illegal betting centres and plan to shut 
more. But some are sceptical. Chea Vannath, director of the 
Centre for Social Development, says gambling does contribute 
to crime but also exacerbates existing problems such as drug 
abuse and poverty. Others point out that Cambodia remains 
without a government almost a year after the general election, 
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and the resulting inability to pass a budget had left many 
people waiting to be paid. “To blame football is convenient. 
They always do this. There is a problem, but they see a scape- 
goat and blame that instead. I don't believe that all this trouble 
is from football alone,” says one civil servant. 


THAI STAND RANKLES U.S. POLITICIANS 
Thailand’s recent attempt to prevent critics of the Burmese mil- 
itary government from organizing pro-democracy activities 
on Thai soil have angered United States politicians. Prominent 
Republican senators Mitch McConnell and John McCain on 
May 11 wrote to the Thai embassy protesting against Bangkok's 
decision to shut down a workshop for Burmese democracy 
activists organized in the northwest town of Mae Sot on April 
24 by the U.S. International Republican Institute, which is 
chaired by McCain. A May 25 response from the embassy 
said Bangkok “ardently adheres to its principle of not permit- 
ting organizations or individuals to use Thailand to conduct 
offensive political activities against neighbouring countries.” 
Congressional aides see Thailand’s decision as part of a larger 
pattern that has included more restrictions on Thai media 
and the forced repatriation of Burmese refugees. “Democrats 
in the region don't have many places to go,” says a congressional 
aide. "They cant go to Saigon, Hanoi or Vientiane. Now Thaksin 
is shutting down Thailand." That said, the government relented 
when the two senators wrote to Thai Prime Minister Thaksin 
Shinawatra on June 2 on behalf of the Alliance for Reform 
and Democracy in Asia. Their letter, a copy of which was also 
sent to Thailand's King Bhumibol Adulyadej, had urged the gov- 
ernment to let the group organize a conference for Burmese 
democracy advocates in northern Thailand on June 5-6. 


VIETNAMESE CHURCH LEADERS WARNED 
The Vietnamese authorities have warned religious leaders to 
stay out of the case after the arrest in Ho Chi Minh City on 
June 8 of Nguyen Hong Quang, a human-rights champion 
and leader of the banned Mennonite church. Senior officials 
from the southern city's Bureau of Religious Affairs on June 
11 called in Thai Phuoc Truong, general secretary of the south- 
ern branch of the Evangelical Church of Vietnam, and warned 
him not to get involved in the Quang case, according to a 
North American religious-freedom activist who is in contact 
with Protestant church leaders in Ho Chi Minh City. The offi- 
cials told Truong that Quang had been arrested for inciting 
others to oppose the government. The next day, leaders of the 
Vietnam Evangelical Fellowship, a grouping of unofficial 
house churches, were given a similar warning, says the 
activist. Quang, 45, a lawyer who has defended poor farmers' 
land-rights cases, has regularly spoken out against the arrest 
of religious and political dissidents and criticized the recent 
crackdown against Protestant hill tribes in Vietnam's Central 
Highlands. The New York-based Human Rights Watch Asia 
has said Quang was arrested on charges of preventing offi- 
cials from carrying out their duties after calling for the release 
of four detained church members. = 
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BACKING BURMESE 
DEMOCRACY: U.S. 
Republican Sen. 
John McCain and a 
colleague were 
angered by Thai 
treatment of 
Burmese activists 
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THIS WEEK 


Back to Beijing for Six-Nation Nuclear Talks 


China announced that a third round of six-nation 
talks on North Korea’s nuclear programme will be 


held in Beijing from June 23-26. South Korean 
President Roh Moo Hyun, meanwhile, said his 
nation would provide massive economic assis- 


tance to the North if the nuclear-weapons dispute 


is resolved peacefully. But few people expect a 
major breakthrough and North Korea rejected a 


United States demand for the complete, verifiable 
and irreversible dismantling of its weapons drive, 
.. demanding concessions 
* in return for a partial 





LOOKING AHEAD: Korean soldier 





Tata Consultancy Services, 
India’s largest software company, 
ended years of speculation and 
took the first step toward what’s 
set to be the country’s biggest- 
ever initial public offering. On 
June 10, the company filed an 
offer document with the Indian 


stockmarket regulator, but market 


watchers don’t expect the listing 
to open until sometime next 
month. TCS, as it’s known, will 
offer 13.3% of its stock to the 
public and receive more than $1 
billion for the stake, according to 
analysts’ estimates. The listing is 
likely to inspire keen interest 
among both local and foreign 
investors. That’s good news for a 
stockmarket rocked by political 
uncertainty in recent weeks. 
Indeed, the Tata group’s willing- 
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freezing of its nuclear 
programme. There was 


little progress in the two 
previous rounds of talks 


in Beijing between 
China, Japan, the two 
Koreas, Russia and the 
United States. 


ness to go ahead with the land- 
mark listing is considered a vote 


of confidence in the new govern- 


ment. TCS, with $1.13 billion in 
sales and $253 million in profits 
during the nine months to last 
December, is a giant in India’s 
booming software industry. 





AFP 


MUMBAI 
EXCHANGE: 
TCS is going 


public 


AFGHANISTAN 


Unidentified gunmen 
killed 11 Chinese con- 
struction workers and 
wounded six at a site 
near the northern town 
of Kunduz. Afghan 
officials arrested 10 
people in connection 
with the attack, but it 
remains unclear whether 
Taliban-led insurgents 
were responsible. (See 
article on page 22.) 


JAPAN 


Japan’s economic 
growth forecasts have 
been revised upwards as 
the recovery gathers 
steam. Bulging demand 
has pushed estimates to 
6.1% for the full year, up 
from the previous 
estimate of 5.6%. GDP 
grew 1.5% in real terms 
in the first quarter up 
from the previous 
estimate of 1.4%. 


Police arrested a former 
head of Mitsubishi 
Motors and five other 
executives as part of a 
probe into the death of a 
truck driver. The com- 
pany’s former president, 
Katsuhiko Kawasoe, and 
his former colleagues, 
are accused of profes- 
sional negligence. 





PRO-INDEPENDENCE 
leader Oscar Temaru 
was elected president of 
French Polynesia. He 
ousted the pro-French 
Gaston Flosse, whose 
party lost legislative 
elections on May 23. 
Temaru had the backing 
of 30 members of the . 
territory's 57-strong 
assembly. Temaru tried — 
to allay fears in Paris, 
saying he would focus 
on the economy and has 
no immediate plans to 
declare independence. 


Meanwhile, the troubled 
car maker, was slated 
late on June 16 to 
announce a revised 
recovery plan barely a 
month after its original 
$4 billion rescue deal 
was announced. The firm 
has been hit by a spate 
of cover-up scandals and 
the recall of hundreds of 
thousands of vehicles. 


Corporate bankruptcies 
fell for the 17th straight 
month in May, as compa- 
nies cut back borrowing 
to avoid risk while 
government aid helped 
support small and 
medium-sized firms. The 
number of bankruptcy 
cases decreased 20.2% 
last month from a year 
earlier to 1,182, Teikoku 
Databank said. 
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Police raided a massive 
illegal narcotics factory in 
Suva and seized drugs and 
chemicals with a street 
value of more than $500 
million. Seven people, 
including six ethnic 
Chinese, were arrested in 
what investigators 
described as one of the 
world’s biggest-ever drug 
busts. Police believe the 
methamphetamine plant 
was Set up by a criminal 
syndicate operating from 
Malaysia and Hong Kong. 


PAKISTAN 


Security forces arrested 
nine suspected Al Qaeda 
members in Karachi. They 
included Musaad Aruchi, 
described as the nephew 
of Khalid Sheikh 
Mohammed, a top Al 
Qaeda leader believed to 
have masterminded the 
September 11, 2001, 
terrorist attacks in the 
United States. The other 
eight detainees are 
believed to have taken 
part in an attempt on 
June 10 to kill Karachi's 
military commander. He 
escaped but 11 people 
died in the ambush. 


HONG KONG 


Local fishermen caught 
a young crocodile that 
had evaded capture for 





seven months in the 
waterways of Hong 
Kong's New Territories. 
After months of gloomy 
economic news, the 1.5 
metre-long reptile 
brought Hong Kong 
some welcome global 
press as it outfoxed a 
succession of hunters 
from Australia and 
China. It was caught 
after straying into a steel 
snare and is likely to end 
up in a wetlands park 


AUSTRALIA 


Former rock star Peter 
Garrett joined the opposi- 
tion Labor Party, paving 
the way for his likely 





NEW TUNE: Peter Garrett 


election as an MP. He had 
been invited to stand as a 
candidate in a safe 
Sydney seat by Labor’s 
new leader, Mark Latham, 
who has said he is likely 
to be offered a cabinet 
position if he and Labor 


CAUGHT AT LAST: Hong Kong’s celebrity croc at large 
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win. Garrett headed the 
chart-topping group 
Midnight Oil. 


Australia’s unemploy- 
ment rate fell to a 23-year 
low of 5.5% in May, driven 
by a fall in the number of 
people looking for work, 
official figures showed. 
Total employment fell by 
41,100 jobs to 9.66 
million, with full-time jobs 
down 42,600 to a five- 
month low of 6.89 million 
while part-time employ- 
ment rose by 1,500 to 
2.75 million. 


Prime Minister John 
Howard said Australia is 
investigating a report that 
Islamic militants were 
planning to assassinate 
foreigners in Indonesia. 
The report appeared in 
the Review, which said 
targets included Aus- 
tralian diplomats. (See 
article on page 14.) 


——————————————————————————— 


A Jakarta district court 
rejected an appeal by 
Muslim cleric Abu Bakar 
Bashir to be released 
from detention. The 
lawyers for Bashir, who is 
accused of terrorist 
activities, argued that his 
detention was carried out 
under the orders of 
foreign governments and 
was thus illegal. 


The Association of 
Southeast Asian Nations 
shelved Indonesia's 
proposal to create a 
regional peacekeeping 
force. Singapore argued 
that Asean is the wrong 
forum to set up a peace- 
keeping force because it 
is not a defence organiza- 
tion. Vietnam said the 
idea was premature. 


SPOTLIGHT 


WHISTLE- 
BLOWER: 
Family 
fears for 
Jiang 





DOCTOR DETAINED 

The prolonged detention of Jiang Yanyong, the 
government critic who last year blew the whistle 
on China’s Severe Acute Respiratory Syndrome 
outbreak, has aroused fears that the government | 
plans to file charges against him. The 72-year-old 


military surgeon and his wife were picked upin 


Beijing on June 1 as they were heading to the 
United States embassy to collect visas fora - 
planned visit to California. 

They've not been seen since and family mem- 
bers and others now fear they may be charged in 


connection with a letter that Jiang circulated 


among senior Communist Party members prior 
to the National People's Congress in March, call- 
ing for a reappraisal of the 1989 student-led 
protests in Tiananmen Square. He also urged the 
party—of which he is a member-to accept 
responsibility for the killing of hundreds of 
unarmed civilians during the brutal suppression 
of the protests on June 4, 1989. 

Analysts had assumed that Jiang would be 
released after the anniversary passed. They say 
that charging Jiang, who became a public hero 
after he helped expose the Sars cover-up in Bei- 
jing, would run counter to some evidence that 
China's new government reacts less harshly to 
criticism than its predecessors. 

Still, Jiang's case is especially sensitive 
because his letter could be seen as an attack 
on party elders who sanctioned or benefited 
from the Tiananmen Massacre. These include 
former party Chairman Jiang Zemin, who 
retains a powerful role as head of the Central 
Military Commission. David Murphy 


Far Eastern Economic Review 13 


| THE REGION 


‘TERRORISM 


Executive largets 


A hit squad on the loose. A mining executive targeted. Foreign staff evacuated. 
As intelligence reveals the severity of the latest terrorist threat in Indonesia, the expatriate 


business community knows there’s no room for complacency 


By John McBeth and Donald Greenlees/J AKARTA 








A SENIOR EXECUTIVE of a Canadian 
mining company was evacuated from 
Sulawesi last month after a Western intel- 
ligence agency warned that he was under 
“immediate” threat from Jemaah 
Islamiah, the Southeast Asian terrorist 
network linked to Al Qaeda. It is the first 
time that a foreign businessman in 
Indonesia has been specifically targeted 
by the militants. And it comes as security 
experts warn of a new terrorist threat that 
focuses as much on assassinations of 
Western diplomats and business leaders 
as on the bombings that have hit in the 
country in the past four years. 

Jim Gowan, senior vice-president of 
the International Nickel Co. (Inco), and 
34 other foreign workers and their fami- 
lies left the Saroako mine on May 24 for 
Bali after Gowan, a Canadian, was warned 
that he was a target. “We weren't given any 
of the specifics, but we were told we 
needed to act on faith and that we needed 
to act immediately," says a company offi- 
cial who declined to be identified. 

The Inco incident underscores con- 
cerns about a shift in Jemaah Islamiah's 
tactics from planting car bombs to indi- 
vidually targeting prominent Westerners. 
Separately, British and Australian intel- 
ligence agencies have learned from 
human sources and communications 
intercepts that a JI assassination squad 
was recently infiltrated into Indonesia. As 
revealed in the RrviEw last week, the hit 
squad arrived in East Kalimantan from 
Muslim-dominated western Mindanao in 
the southern Philippines—the home of 
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rebel Moro Islamic Liberation Front train- 
ing camps where scores of JI operatives 
have learned how to handle firearms and 
explosives over the past decade. 

National police chief Gen. Da'i Bachtiar 
confirms that Indonesian police have been 
briefed on the latest threat and that a hunt 
is under way in Jakarta for the hit squad. 
Sources familiar with the intelligence 
reports say the squad is working within a 
six-week timetable to plan and carry out an 
assassination. This would reflect a recent 
shift in terrorist strategy in Saudi Arabia, 
where gunmen have begun killing and kid- 
napping foreign businessmen. 

Security officials in Jakarta are espe- 
cially concerned about the threat to the 
American, British and Australian ambas- 
sadors. Dadang Garnida, national police 
deputy chief of detectives, says police have 
stepped up security at embassies, hotels, 
shopping malls and around residential 
compounds inhabited by foreigners. 

The risks to Western business people 
were highlighted by the sudden evacua- 
tion of Gowan and expatriate staff at the 
Inco mine in eastern South Sulawesi. The 
mine employs 3,000 Indonesian and 
about 60 mostly Canadian and Australian 
workers. Inco spokesman Sri Kuncoro 
says the evacuation was ordered in 
response to new travel warnings from 
the Australian and Canadian embassies, 
calling on their nationals to leave Sulawesi 
as soon as possible. He tells the REVIEW: 
“There was a threat, though I’m not sure 
whether it was for Mr. Gowan specifically.” 

In Ottawa, Canadian foreign-affairs 


CLEAR AND 
PRESENT DANGER 


° Intelligence shows Jemaah 
Islamiah intended to kill a 
Western mining executive 
in Indonesia 


° A JI hit squad is also 
believed to be in Jakarta to 
kill prominent Westerners 


e Security has been stepped 
up at embassies, hotels, 
malls, expatriate housing 
and foreign companies 





spokeswoman Kimberley Phillips con- 
firms that there was a “credible threat to 
Western interests” in Sulawesi, but adds 
that it is the Canadian government's pol- 
icy not to comment on security matters. 
She says Ottawa has been in contact with 
Inco over the incident and that Canadians 
are being advised to leave Sulawesi and to 
put off travel to Indonesia. 


HARD EVIDENCE 
Gowan returned to the mine site on June 
14 after the company had met "certain con- 
ditions" in improving security, says Kun- 
coro. That involved the deployment of hun- 
dreds of paramilitary police reinforce- 
ments around the site. Western diplomats 
and security officials say the terrorist scare 
was based on hard evidence—obtained 
through signals intelligence—that JI was 
intending to kill Gowan. They deny claims 
by Indonesian police that the threat orig- 
inated from a company dentist, who was 
arrested recently for sending more than 
200 SMS messages threatening Western 
workers. Indonesian police say the dentist, 
worried he was going to lose his job to an 
expatriate, sent messages claiming that 
JI was planning to carry out attacks. 
Since the dentist's arrest, the Aus- 
tralian embassy in Jakarta has not 
rescinded its advice to its citizens to stay 
out of Saroako, which lies 125 kilometres 
south of the Central Sulawesi provincial 
capital of Poso, where sectarian violence 
has heated up again after an 18-month lull. 
Referring to the dentist's arrest, an Aus- 
tralian official says: “We are not with- >> 
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“We've all been getting slack. That's what the 


terrorists are looking for. They're waiting for people 


v 
v 


drawing our advice, because that is not the 
threat." The official says the information 
that prompted the Inco evacuation was 
"credible and specific." 

Inco has been monitoring the activities 
of several militant groups in its general 
area, but as the company official put it: “We 
didn't think any of that related to us in 
any shape or form." The Canadians have 
been mining nickel in South Sulawesi 
since the 1970s. Inco was the second large 
Western mining interest to invest in 
Indonesia after American-owned Freeport 
McMoRan Copper & Gold, established in 
Papua in the late 1960s. 

Security companies have been advis- 
ing their more high-profile corporate 
clients for weeks to shake off complacency 
and take stronger precautions against the 
possibility of terrorist attacks. That advice 
is now being taken more seriously after 
Western intelligence agencies reported 
the existence of the JI assassination team. 
“Wed be mad if we didn't worry about 
that,” acknowledges the security chief of 
an American energy company. 

A senior U.S. official says the 


to get predictable” 


embassy called a “town hall” meeting 
with the American community on May 
19 because it was concerned about com- 
placency and also to “send a message” 
to the militants that their plans were 
known. It came at a time of increased 
communications “chatter’—signals 
intercepts hinting at a pending operation 
in the Indonesian capital, scene of the JW 
Marriott Hotel bombing last August that 
killed 12 people. Only one foreigner, a 
Dutch banker, died in that blast. He had 
been due to have lunch with the late-arriv- 
ing Miranda Goltheim, who last week 
was appointed deputy governor of 
Indonesia’s central bank. 

Although security was tightened at 
hotels and office blocks after that attack, 
time has taken its toll. “We've all been get- 
ting slack,” says one mining executive who 
sits on the board of the American Cham- 
ber of Commerce. “One of the particular 
things that came out of the town hall is that 
we have to pick our game up. I’ve seen a 
trend of us going back to normal. That's 
what the terrorists are looking for. They're 
waiting for people to get predictable." 





SAUDI PATTERN: U.S. hostage Paul Johnson under threat of execution by Al Oaeda 
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FOREIGN MINING EXECUTIVE, JAKARTA 


Some of that complacency stems 
from the attitudes of senior Indonesian 
executives in some Western companies. 
Safe in the knowledge that they are not 
the primary targets, these executives con- 
tinue to object to linkages between Islam 
militancy and terrorism. In one large 
firm, according to security sources, 
Indonesian employees openly derided 
early reports that the Marriott attack was 
probably the work of JI. 

At other companies, particularly those 
which appeared on a JI target list last year, 
precautions remain in place. When the 
chief executive officer of a major Ameri- 
can petroleum company leaves his office 
in a Jakarta high-rise these days, he takes 
the elevator down to the basement and 
gets into his car there. For him, walking 
out of the front door is not an option as 
he and his company adjust to the realities 
ofa new situation in which he believes he 
is more at risk. 

While personal security has become 
a more pressing priority, security experts 
believe bombs are still the weapons of 
choice. Brian Watters, senior partner with 
Assessments Group Indonesia, says the 
ratio of detonators to explosives found 
during a police raid on a Semerang, 
Central Java, safe house last July suggests 
the future use of smaller devices. A small 
high-explosive device found last April 
in a supermarket in Medan, North Suma- 
tra, illustrates the changing nature of the 
threat: The bomb was placed in an area 
where customers check in their bags 
and went unnoticed for three days with- 
out activating. 

“Ideally, the management of compa- 
nies operating in this region should strive 
to develop, at all levels of its operation, an 
ethos of security awareness," says Wat- 
ters, a former intelligence officer whose 
firm, like several others operating in 
Indonesia, dispenses security advice to 
many high-profile American corpora- 
tions. “Responsibility for a company's 
defence against terror lies not only with 
management and its security appara- 
tus, but more properly should lie with all 
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company employees.” = 
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A LOT OF BAGGAGE: 
Wiranto, a former 
army chief blamed 
for violence in 

the past, addresses 
a campaign rally 


INDONESIA 


Former Generals Square Up 


| The Region 
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Halfway through the campaign for the country's first direct presidential election, 
most analysts reckon two former officers will face off for the prize 


THE LAUNCH OF EAST TIMOR First Lady Kirsty Sword Gus- 
mao’s autobiography was in full swing in a Jakarta store when 
a woman covered head-to-toe in a white robe slipped into 
the front row of seats and grabbed the microphone. For the 
next few minutes, Uga, the wife of Indonesian presidential 
candidate Wiranto, talked, telling the surprised audience that 
her husband had learned a lot about democracy from Presi- 
dent Xanana Gusmao. Then, just as abruptly, she left. 

The unscheduled June 8 performance, aimed at show- 
ing her husband in a favourable light, was an ample reminder 
of the baggage the Golkar party candidate is carrying as he 
confronts his two main rivals, former Security Minister Susilo 
Bambang Yudhoyono and President Megawati Sukarnoputri, 
in the lead-up to the July 5 opening round of Indonesia's 
first direct presidential election. 

The retired general has rejected charges that he should accept 
part of the responsibility for the bloodshed that accompanied 
East Timor's August 1999 vote for independence or for violence 
that swept other parts of Indonesia during 1998-2000, when 
he was concurrently defence minister and armed-forces chief. 
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By John McBeth/JAKARTA 


The next day, a dark-suited Yudhoyono appeared before 
a business lunch in a downtown Jakarta club. No one asked 
this former top officer about his military career or how, as 
assistant chief of staff for socio-political and territorial affairs 
from 1998 until his retirement in 2000, he managed to avoid 
being tainted by the dramatic events that marked Indonesia’s 
struggle with a free-falling economy and a difficult political 
transition. Instead, for 75 minutes, the seemingly Teflon- 
coated candidate sketched out a comprehensive picture of 
what he would do if he wins the presidency. 

With most political analysts ruling out a majority decision 
in the first round, the two ex-generals are now considered 
favourites to go head-to-head if a run-off vote is needed on 
September 20. One independent poll shows Yudhoyono with 
a 30% lead over both Wiranto and Megawati, and another has 
him nearing the magical 50% mark that would dispense with 
the need for a second ballot. But Indonesia is entering new 
territory with this election and no one is sure how much faith 
to place in the forecasts. 

In a country where the military has had a long his- >> 
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tory of direct influence over national politics, there is consid- 
erable opposition among students and other activists to an ex- 
general as Indonesia’s sixth president. But that appears to be 
more than matched by a yearning among many voters for firmer 
leadership after five years of often haphazard rule. That applies 
particularly in rural areas where patriarchal traditions still 
run deep and human rights are not necessarily an issue. 

Wiranto, however, is working at a disadvantage. During 
a recent private meeting with senior journalists, Yudhoyono 
said that Wiranto requested a meeting with him days after the 
April 5 general election, where Yudhoyono's greenhorn Demo- 
cratic Party captured a surprising 7.4% of the vote. There, 
he claims, the retired four-star general sought to pull rank on 
his former subordinate by asking him to drop out of the pres- 
idential race. "These are different times," Yudhoyono quoted 
himself as telling Wiranto. *Indonesia is now a democracy 
and we all have the right to engage in politics." Wiranto and 
his aides could not be reached for comment. 

Since then, Wiranto's campaign advertisements often 
show past news footage of Yudhoyono standing deferen- 
tially behind Wiranto at official functions. But that's about 
as far as the mud-slinging has gone. Indeed, as the candidates 
criss-cross the archipelago, they have largely avoided attack- 
ing each other. Confrontational and even opposition politics 
are still frowned on in Indonesia. 

Just how Wiranto's track record as adjutant to disgraced 
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former President Suharto and during his later days in the mil- 
itary leadership will affect his election chances is difficult to 
judge. But he has a lot to live down, including the violence 
in mid-1998 that triggered Suharto's downfall, the killing of 
eight students during a protest in Jakarta in November 1999, 
the East Timor blood-letting in 1999 and the sectarian vio- 
lence that left thousands dead in the Moluccan islands 
between 1999 and 2001. 

East Timor wort register with most voters. Even if they 
may not have agreed with the methods, most Indonesians still 
feel they had every right to try to preserve the country's ter- 
ritorial integrity. Although not all of it can be laid at Wiranto's 
door, middle-class urban voters may be more turned off by 
the domestic bloodshed that occurred on the general's watch 
and the suspicion that he represents a return to the past. 
^Wiranto has a weak comprehension of democracy," notes a 


"It's an uphill battle. But the 
electorate is fickle" 


FORMER ATTORNEY-GENERAL MARZUKI DARUSMAN, 
A MEMBER OF WIRANTO’S CAMPAIGN 


former general who served on his staff. “He has a trade- 
mark of using militaristic ways to achieve political purposes. 
It’s that sort of behaviour that will worry voters.” 

Some of that concern stems from his choice of two retired 
generals, Suaidi Marasabessy and Fachrul Razi, as his cam- 
paign managers—both of them hardline rightists linked to 
militant Islamic groups. Equally troubling to human-rights 
advocates: the apparent background role being played by 
former intelligence chief Maj.-Gen. Zacky Anwar Makarim, 
Wiranto’s point man in East Timor in 1999. 

Yudhoyono, for his part, has often been criticized for being 
indecisive—a serious failing if Indonesia is to drag itself 
out of its current economic morass. “Bambang was never in 
a No. 1 position," notes one senior Wiranto adviser. “If he had, 
he would have had bruises too. What he’s doing now is rid- 
ing on perceptions.” The adviser’s verdict on the presiden- 
tial race so far: Wiranto is undervalued and the only way he 
can go is up. Yudhoyono is overvalued and the only way he 
can go is down. 

Losing momentum is something the Yudhoyono camp 
fears. Analysts credit television and the candidate’s high- 
profile role in the cabinets of the past two presidents for his 
creeping rise in popularity. But they still question whether he 
has the depth of support that the polls suggest. 

In the end, the main battleground will be vote-rich Java, 
which accounts for 60% of the national electorate. The April 
election gave Yudhoyono firm footholds in Jakarta, the Suma- 
tran provincial capitals of Medan and Palembang, Semarang 
and Surabaya in Central and East Java, and Banjarmarsin in 
Central Kalimantan. Urban voters clearly like him because he 


TEFLON-COATED: The polls put former Security 
Minister Yudhoyono ahead of his rivals 
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is seen to represent a break from the past. The latest Inter- 
national Foundation for Election Systems (IFES) tracking poll, 
which has become the yardstick for the campaign, also showed 
that he can count on votes across the board from both nation- 
alist and religious-based parties. 

While Wiranto and Megawati have done well only with 
their own parties, Yudhoyono has drawn support from 3196 of 
respondents each from Golkar and presidential candidate 
Amien Rais’ National Mandate Party, 18.2% from Megawati's 
Indonesian Democratic Party for Struggle (PDI-P) and 25.896 
from the United Development Party of the final presidential 
candidate, Vice-President Hamzah Haz. 

Nearly 2896 of respondents from the National Awaken- 
ing Party, the political arm of the 40 million-strong Nahd- 
latul Ulama (NU), the country's largest Muslim organiza- 
tion, also said they would vote for Yudhoyono. That suggests 
that in choosing NU figures as vice-presidential running mates, 
Golkar and PDI-P may be dealing with an even more divided 
membership than they thought. Certainly, around Yudhoyono's 
birthplace in the southwest corner of East Java, NU's strong- 
hold, there is little doubt who villagers intend to vote for. 

The IFES poll, released on May 31 before the election cam- 
paign started, also has Yudhoyono ahead in all age groups. 
The figures are impressive because of his apparent appeal 
among younger constituents: 44% of respondents under 








25, 48% of those in the 25-34 age group and 44% of those 
between 35 and 44. It only begins to slip among older and illit- 
erate voters, many of whom hanker for the father-knows-best. 
days when subsidies protected them from the real world. = 


A BEAUTY CONTEST 

Just as important for Yudhoyono are the implications that can 
be drawn from the April election. While Golkar and PDI-P 
remain the two main blocks in the new 550-seat House of Rep- 
resentatives, the huge hits they took on April 5 provide a strong 
pointer that political machines may have only a marginal 
impact on what, after all, is a simple beauty contest. Some 
analysts also question the continuing influence of local offi- 
cials and religious leaders as voters begin to get a sense of 
their empowerment in the post-Suharto era. 

"It's an uphill battle,” acknowledges former Attorney-Gen- - 
eral Marzuki Darusman, a member of Wiranto's campaign 
team. “But the electorate is fickle. Judging from the general - 
election, you get the sense the public is looking for normalcy, 
but the gap between the two elections is such that this trend - 
might not hold. If Wiranto is going to win, he is going to have 
to get newly elected Golkar parliamentarians into the game." 
Maybe. Well-placed party sources say one of the campaign's - 
major difficulties has been meshing Wiranto's campaign-team 
members with Golkar's party machinery. & 


CHINA EXPATRIATE 


PROGRAMME 


-- Accelerating your business success in China 
September 22 - 25, 2004 Shanghai 


or expatriate managers, the Chinese market presents both opportunities and 
challenges. You need special skills and knowledge, as well as the flexibility to 
adapt to a business environment which can be very different from the one to 
which vou are accustomed. 


The China Expatriate Programme, presented by the China Europe International 
Business School (CEIBS), the leading business school in Asia, has attracted 
hundreds of senior expatriate executives from multi-national companies in 


China. 


" This programme is a must for expatriate managers in 
China. The programme enables you to quickly learn best 
practices for success in China, not only from the 
outstanding professors but also from your fellow 
participants. " 


Boudewijn De Loose 
Director of Marketing and Sales 
Bekaert Asia Shanghai Office 





of attending this programme? 


Ei Gain vital insights into marketing, cross-cultural and human resource 
management, business operations, and issues in investment, law, economics, 
and politics in China. 

E interact with CEIBS' world-renowned Jaculty who possess unequalled 
academic expertise and a wealth of experience in China. 


E Learn to identify the potential pitfalls of cross-cultural misunderstandings. 


For more information on the CHINA EXPATRIATE PROGRAMME 
at CEIBS, please visit us at www.ceibs.edu or contact Liz Kenyon on 
(T) 86 21 28905202, (M) 86 13601643788, or e-mail at Kliz@ceibs.edu 
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HUMAN TRAFFICKING 


Weak Efforts 


A new American report identifies countries that 
aren’t doing enough to stop a human scourge 


By Murray Hiebert/WASHINGTON 


BANGLADESH JOINED Burma and North Korea on a list of 
IO countries that the United States government says could 
face economic sanctions because their governments have not 
made significant strides to stop trafficking in people. Japan, 
a major destination for people sold into slavery and prosti- 
tution, was put on a separate watch list along with seven other 
Asian countries in the State Department's annual trafficking- 
in-persons report released on June 14. 

The report, mandated by the U.S. Congress, focused on an 
estimated 600,000-800,000 people that Washington esti- 
mates are trafficked across international borders each year, 
many of whom are women and children forced into prostitu- 
tion and other forms of involuntary servitude. Citing U.S. intel- 
ligence sources, the report says human trafficking generates 
an estimated $9.5 billion a year for sellers, making it the third- 
largest global criminal enterprise after narcotics and arms. 

Secretary of State Colin Powell told journalists when he 
released the report that trafficking in people contributed to 
the spread of HIV/Aids and global terrorism. *Profits from 
trafficking finance still more crime and violence, including, 
very likely, terrorist violence," said Powell. 

Human-rights groups laud the State Department for try- 
ing to monitor what governments around the world are doing 
to tackle trafficking, but some say that Washington gives 
too much credit to limited efforts. Nisha Varia of Human 
Rights Watch's Women's Rights Division says that the annual 
report should begin seriously *evaluating the content of 
new anti-trafficking legislation or the activities of anti-traf- 
ficking commissions, rather than just noting the introduction 
of such measures." 


THREAT OF SANCTIONS 
One example of this kind of inconsistency is the fact that Cam- 
bodia, which has a huge trafficking problem, is not on the 
watch list. But John Miller, the State Department's special 
adviser on human trafficking, says that a key criterion for 
determining a country's rating is *the effort that is being 
made." Miller says that Cambodia has made major efforts 
to address its trafficking problem by setting up a special 
anti-trafficking police unit that “has made scores of arrests" 
and led to sentences for traffickers. 

The threat of sanctions will have little impact on Burma 
and North Korea because they already receive little U.S. aid. 
But Bangladesh, a moderate Muslim nation that received 
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about $94 million in U.S. economic aid last year, could be sig- 
nificantly hurt. The report says it downgraded Bangladesh 
in this year's report because the government has done so lit- 
tle to arrest and prosecute traffickers. “Law enforcement 
has been lacking,” Miller says. “Complicity of government 
officials holds Bangladesh back.” But he adds that Bangladesh 
can still avoid sanctions later this year if “steps are taken to 
free the victims and put the traffickers in jail.” 

A prime destination for slaves and prostitutes from other 
parts of Asia, Japan was the most developed country included 
on the watch list. “There has been a tremendous gap in Japan, 
[which] has a huge problem with slavery—particularly sex slav- 
ery, between the size of the problem and the resources and 
efforts devoted to addressing the problem,” Miller told jour- 
nalists when the report was released. The former congress- 
man told the Review that the government has taken some 
steps in the "last two months" that Washington hopes will 
effectively address the problem. 





BORDER CROSSING: Cambodian women head into Thailand 


Southeast Asian countries on the watch list included Thai- 
land, the Philippines and Vietnam. Thailand was censured 
for not working harder to protect trafficking victims from 
neighbouring Cambodia, particularly those exploited in street 
work. The Philippines was criticized for weak enforcement of 
existing law. India was added to the watch list due to *a lack 
of coordination among different police departments" to tackle 
was has become a “huge problem." 

The report says that "the widening gender gaps in densely 
populated India and China" are *a new source of demand 
for young women as brides and concubines." India now has 
only 933 girls born for every 1,000 boys. Growing numbers 
of North Korean and Vietnamese are trafficked into southern 
China as brides and prostitutes. 

Washington's policy on international trafficking is a mix 
of sticks and carrots. Powell told journalists that the U.S. gov- 
ernment would add $50 million to this year's $70 million aid 
programme to help countries fight this “debasing, illegal, 
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INDIA 


Hunting for Oil 


Feeling vulnerable because of its dependence on 


Middle Eastern oil, India is seeking to diversify 


By Eric Bellman/MumBal 


AS HIGH OIL PRICES and fears of terrorism in Saudi Ara- 
bia and Iraq underscore India’s dependence on Middle East- 
ern oil supplies, domestic oil companies are seeking to diver- 
sify geographically like never before, spending billions of dol- 
lars in a search for new energy sources to power the Sub- 
continent's growth. 

State-owned companies like Oil and Natural Gas and 
Indian Oil have for the first time been investing in exploration 
projects from Russia to Angola—often bumping into drillers 
for the world’s only other billion-person economy, China. 
Indian companies are hoping to make their country and them- 
selves less exposed to volatile open-market prices. 

A planned privatization of India’s big oil companies has 
been shelved by India’s new government. But given the 
Indian economy’s strong demand, the companies’ buying 
binges abroad will likely continue. India is already the 
world’s seventh-largest consumer of oil, using more than 
2 million barrels of it a day. As strong industrial growth and 
increasing numbers of Indians on the roads bolster demand, 
the country's appetite for oil could more than double in 
the next 15 years, according to the United States Energy 
Information Administration. 

As India's demand grows, so will its dependence on 
imports—and its influence on the global supply-and-demand 
balance. India already imports around 70% of its oil. “The 
entire country is looking the world over for oil, wherever assets 
are available," says P. Sugavanam, director of finance at Indian 
Oil in New Delhi. “We need options." 

India's demand for oil grew around 3.596 in the year ended 
March 31, which is relatively small given that its GDP grew 


June 24, 2004 


eJnjoideipui /uewxe7 'W 


| The Region 


ON THE MOVE: As more Indians take to the roads, demand 
for oil is rising fast 


896 over the same period. One key reason for this discon- 
nect is that the economy relies more on coal to generate power 
than on oil: More than half of India's national power con- 
sumption relies on coal, according to energy analysts. How- 
ever, as more Indians can afford to buy cars and motorcy- 
cles, the demand for oil is expected to increase annually as 
much as 596 on average for the next 25 years. 

Globally, that projected growth rate is second only to 
China's. "[India] is a huge market and has a huge poten- 
tial," says Hassaan Vahidy, a Singapore-based senior 
researcher for FACTS Inc., an oil-and-gas consultancy. 

To be sure, India hasn't yet reached China's level of petro- 
leum demand: China's crude-oil imports surged more than 
3096 last year. But as demand picks up, the government does- 
n't want its oil companies caught unprepared. It has been 
encouraging them to find new sources outside the Middle 
East, which is exactly what China's state oil companies, such 
as China National Petroleum and China Petroleum & Chem- 
ical, or Sinopec, are doing. India bought around 6596 of its oil 
imports from the Gulf last year. 

The international exploration arm of Oil and Natural Gas, 
ONGC Videsh, has led the way. It made the biggest foreign 
investment ever for an Indian company when it invested $1.7 
billion in the Sakhalin oilfields of Russia in 2001. The fol- 
lowing year it bought a 25% stake in Sudan's Greater Nile 
Oil project from Canada's Talisman Energy for around $750 
million. And it has continued to invest this year, agreeing to 
pay more than $600 million to buy a 5096 stake in an offshore 
oilfield in Angola from Royal Dutch/Shell Group. 


INDIAN OIL COMPANIES, EXPECTING 
HUGE GROWTH IN DEMAND, ARE BUYING 
GLOBAL OIL STAKES 


Last month, the company bought a stake in two more explo- 
ration blocks in Sudan for $115 million from an Austrian oil- 
and-gas company. ONGC Videsh announced plans this month 
to spend another $1.7 billion in the year to March 31, 2005, 
which is more than twice as much as in the fiscal year ended 
nearly three months ago. By 2010, the company is hoping to 
bring in 20 million tonnes of oil per year through equity in 
projects abroad, up from around 4 million tonnes now. 

Indian Oil, the country's largest refiner, is also expand- 
ing abroad. It wants an extra 15 million tonnes through 
equity by 2010. It wants to buy an oil-exploration com- 
pany this year. 

While some are concerned that Indian companies are buy- 
ing into risky international projects in places that may end up 
being less stable than the Middle East, analysts say that 
India is a latecomer to the international exploration game and 
has little choice if it wants to diversify. & 
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AFGHANISTAN 


Security Failure 


A murderous attack on Chinese workers shows 
that the country is far from stable 


By Ahmed Rashid/ISLAMABAD 


THE KILLING OF 11 Chinese construction workers near Kun- 
duz in northern Afghanistan on June 9 was unprecedented 
even for conflict-ridden Afghanistan. Kunduz was considered 
the safest region of the country: The Taliban, Al Qaeda and 
their allies hadn't penetrated so far north in two years of inter- 
mittent guerrilla warfare with United States and Afghan gov- 
ernment forces. So when police arrested at least 10 suspects 
linked to a Taliban supporter in con- 

nection with the killings, it was hard 

not to see it as a significant deterio- 


ration in the country’s stability. >... a? P 


The workers were killed as Pres- 
ident Hamid Karzai was in the U.S. 
to highlight Afghanistan's planned 
elections in September and bolster 
President George W. Bush's chances 
in the November U.S. election. The 
point was to demonstrate that even 
if Iraq still looked dicey, at least 
Afghanistan was showing progress. 
Said Bush after meeting with Karzai 
on June 15: “Afghanistan is no longer 
a terrorist factory sending thousands 
of killers into the world.” 

But what about inside the coun- 
try? The Taliban have stepped up 
their attacks on aid workers, killing 
five officials, including three Euro- 
peans belonging to a French aid 





In this mayhem, the toughest task belongs to Reginald 
Austin, who heads a United Nations-Afghan team that is 
trying to register voters for September. So far, says Austin, 3.4 
million Afghans out of an estimated 9 million have registered, 
but the lack of security in the south makes it unsafe for UN 
voter-registration teams to operate outside the major cities. 

Western donors have so far not provided any of the 
$70 million that has been pledged for the elections, out of 
a total cost of $101 million. “Not one penny is in the bank,” 
said UN spokesman Manoel de Almeida e Silva in Kabul 
in mid-June. 

The September elections are expected to elect acting-Pres- 
ident Hamid Karzai. A controversial election law, opposed 
by many Afghan leaders as being too restrictive to would- 
be candidates and political parties, has been issued and a 
dozen political parties have successfully registered to con- 
test the elections. Eight candidates including one woman 
have so far said they will stand against Karzai, though none 
of them are given much chance of winning. 

Karzai's pleas in the U.S. centred on persuading Nato 
to live up to its August 2003 prom- 
ise to provide more peacekeeping 
troops for the elections. Critics say 
that Nato, which took control of the 
6,500-strong International Security 
Assistance Force in Kabul last year, 
has failed to adequately staff and 
equip the Kabul force and done 
nothing outside the city. 

Nato Secretary-General Jaap de 
Hoop Scheffer told Nato ambassa- 
dors in Brussels in mid-May that the 
alliance was “flirting” with failure by 
not living up to its commitments. 

Simultaneously a $300 million 
UN-Japanese-Afghan government 
plan to disarm 60% of the 100,000 
militias controlled by warlords 
before the elections has foundered. 
Some of the most powerful warlords 
are refusing to disband entire mili- 
tary units—a key UN demand— 
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agency, in Badghis province in north- VICTIMS: Eleven Chinese workers were killed in the north rather than just downsize them. 


west Afghanistan on June 2. Mean- 

while, some 2,000 U.S. Marines have been battling up to 800 
Taliban in three provinces in southern Afghanistan: Kanda- 
har, Zabul and Helmand. 


CALCULATED DISRUPTION 

The Taliban say they will do everything they can to disrupt the 
September elections, and they may be succeeding. They have 
launched up to five attacks a day across the country in recent 
weeks. Over 450 Afghan and foreign aid workers, Afghan 
policemen, soldiers and civilians have been killed since Jan- 
uary. “The lack of security for the elections is just one of many 
concerns," says Francesc Vendrell, the European Union's spe- 
cial representative in Kabul. 
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The same warlords are now try- 
ing to strike a deal with Karzai: They will not put up a con- 
sensus candidate against him in the elections if he leaves them 
alone and shares power with them after the elections. 

That's the kind of deal that American envoys brokered 
between Karzai and the warlords in December at the loya jirga, 
or grand council, to get the country's new constitution rati- 
fied. Privately, U.S. officials have told the UN and Karzai to 
accede to the warlords' demands. 

“The whole point of the elections was to break the power 
of the warlords and give reformists a major role in governance. 
That looks unlikely now," says a senior Western diplomat in 
Kabul. “We will see the same power arrangements after the 
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elections as we see today.” = 
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Defending South Korea 


By Peter Brookes 


The writer, a former U.S. deputy assistant 
secretary of defence for Asian and Pacific affairs, 
is currently a senior fellow for national security 
affairs at the Heritage Foundation in Washington 


The United States-South Korean defence relationship took a 
major step into the 21st century last week with the announce- 
ment that Washington would withdraw one-third of its 
37,000 troops from Korea by the end of 2005. The news, not 
completely unexpected in the light of the U.S.’s decision in 
May to send 3,600 combat troops from South Korea to 
Iraq, still has observers on both sides of the Pacific nerv- 
ous. They need not be. 

Even though this is the largest drawdown of American 
forces from Korea since the end of the Korean War—and the 
most significant since 1992, when 7,000 troops left—the reduc- 
tion in 12,500 soldiers from the peninsula, viewed optimisti- 
cally, is a win-win situation for America and South Korea. 

First, the number of troops does not completely determine 
military capability. In fact, despite the decrease in American 
soldiers in Korea, U.S. firepower will actually increase due 
to expected changes in force structure over the next several 
years. Although technology cannot replace soldiers in some 
missions, today’s hi-tech equipment can provide significant 
firepower advantages over the common foot soldier. Therefore, 
the U.S. can withdraw some of its Korean-based troops for 
other soldier-intensive missions, such as Iraq, Afghanistan 
and the war on terrorism, while actually improving the lethal- 
ity and deterrence of its forces in Korea. 


© One should not conclude that the reductions in 


South Korea will be matched in Japan yy 


Improving the defence capability of U.S. Forces Korea 
(USFK) can be accomplished by bringing to bear such sys- 
tems as Patriot PAC-3 surface-to-air missiles for air defence, 
the army's new Stryker brigade, the navy's High-Speed Ves- 
sel, and the forward-deployment of additional air and naval 
assets to Hawaii and Guam. Washington is also planning 
an $11 billion investment in some additional 150 military 
capabilities over the next four years that will enhance defence 
against any North Korean attack. 

Secondly, it is useful for Seoul and Washington to reduce 
the visibility and "footprint" (that is, the size and number 
of bases) of U.S. forces because of trends in Korean public 
opinion, which has been mixed about USFK's presence. Mov- 
ing the U.S. Army out of Seoul, drawing down troop levels 
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and consolidating bases will reduce pressures 
from some sectors of Korean society for all U.S. 
troops to leave. 

Of note, one should not conclude that the reduc- 
tions in Korea will be matched in Japan. Some 
American troops may be shifted from Okinawa in 
the south to Hokkaido in the north to reduce local 
political tensions arising from Okinawa hosting the 
bulk of American forces. But bases in Japan remain 
critical for the defence of Japan and are more impor- 
tant now for other possible Northeast Asian con- 
tingencies—including Korea. 

Next, President Roh Moo Hyun early on stated 
his belief that South Korea should do more for its 
own defence. As the world's 11th largest economy, 
South Korea can spend more on its own defence— 
and should. The reduction in U.S. forces will pro- 
vide the Roh government an opportunity to do more 
for South Korea's national security. This supports 
both Washington's need for more flexibility in 
deploying its forces to global hot spots and Seoul's 
desire for a bigger role in its national defence. 

Lastly, though unlikely, there's a sliver of a chance 
that the reduction of U.S. forces could help reduce 
North-South tensions. The North long has de- 
manded that U.S. troops leave the peninsula. This 
reduction could be seen as a gesture of goodwill to 
the North that might lead to some political openings 
between Seoul and Pyongyang in addressing issues 
of national reconciliation or even the Nortlis nuclear 
programme. But because no one is naive regard- 
ing North Korean intentions, the force reduction 
is matched by an increase in force capabilities. 

The bottom line is that despite these changes, 
America's commitment to South Korea's defence is 
as strong as ever. The U.S.'s obligation to the secu- 
rity of the South against the North is a moral one 
in the defence of a fellow democracy, not to mention 
codified in the 1953 U.S.-South Korea Mutual 
Defence Treaty. The real "tripwire" is the treaty, 
not the number of U.S. troops in South Korea. 

The alliance has successfully deterred North 
Korean aggression for over 50 years. It will do so 
for as long as needed. A military confrontation 
between the North and the South would invariably 
result in the demise of the regime in Pyongyang. 
Fortunately, Kim Jong Il understands this. Adjust- 
ing the U.S.-South Korea partnership for the 21st 
century makes ultimate sense. The future of the 
alliance will be better for this, making the rela- 
tionship ready for challenges on the Korean penin- 
sula and beyond. & 
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Beijing Softens Line With 
Hong Kong Democrats 


A heated conflict between Hong Kong’s democracy 
advocates and Beijing cooled a little as what promises 
to be another huge march on the July 1 anniversary of 
Hong Kong’s 1997 handover to China approaches. 
Several prominent pro-democracy advocates offered 
to tone down their rhetoric if they could be sure of 
having better communications with China’s central 
government. Beijing seemed sceptical of the offer 
initially, but then on June 13, the official Xinhua 
news agency said that improving communications 
between Beijing and the democrats would “benefit 
Hong Kong’s social harmony and stability.” The two 
sides have been publicly at odds since a large protest 
march on July 1 last year, which was largely directly 
at Hong Kong’s chief executive, Tung Chee-hwa, but 
which seemed to be taken by Beijing as a populist 
challenge to its own standing. The conflict had esca- 
lated in recent weeks 
after Beijing handed 
down an edict that 
Hong Kong would 
not be ready for full 
democracy, including 
the election of its 
chief executive, any 
time soon. 


MIXED SIGNALS ON THE PACE OF GROWTH 

Inflation reports sent mixed signals to economists, but there were signs that 
Beijing’s efforts to cool an overheating economy were having some success. 
The number of cars sold in China fell 19.4% in May compared with April, 
according to the China Association of Automobile Manufacturers. Analysts 
blamed a week-long holiday in May for a large part of the decline. Mean- 
while, according to figures from the central bank, the People’s Bank of 
China, prices of industrial products fell by 0.3% in May from April, which was 
the first month-on-month decline since July 2003. On the other hand, 
consumer prices rose 4.4% in May from a year earlier, which was the highest 
12-month growth rate since early 1997. Analysts argued about whether the 
government would raise interest rates. The bank has appeared reluctant to 
do so while the government has been taking steps to cool growth. 
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HOPE: Hong Kong democrats were optimistic 








TOURISM 


Mainland China tourism 
to Hong Kong has been 
surging for nearly a year, 
and now comes word that 
the average tourist is 
spending much more 
than previously thought. 
According to a report 
released by consultancy 
firm CLSA Asia-Pacific 
Markets, spending by 
mainland tourists is now 
HK$4,810 ($619) per visit, 
52% higher than found in 
a survey in August 2003. 
Researchers said that the 
increase could be attrib- 
uted to increased brand 
awareness among 
mainland shoppers. 


FRAUD 


Twenty-five people 
accused in a case 
involving the embezzle- 
ment of $3.1 billion have 
gone on trial on Hainan 
island in one of China’s 
biggest-ever cases of 
fraud. According to 
reports in the Chinese 
media, the case involves 
officials at a now-defunct 
brokerage, Dalian Securi- 
ties, who issued fake 
contracts to the govern- 
ment and to investors. 
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THE MOST COMPLETE 
survey of Chinese giant 
pandas yet conducted 
reveals that the animal is 
doing better than had been 
feared. The survey found 
that there are 1,600 of the 
creatures left in the wild, 
which is 40% more than 
believed previously. 
Researchers said that they 
think the improvement 
reflects a more thorough 
survey rather than an 
actual panda recovery. ^ 
China has 40 protected 
panda reserves compared 
with 13 only 20 years ago. 


COMPUTERS 


The No. 2 American 
chip maker after giant 
Intel, Advanced Micro 
Design, announced that 
it has a deal to sell 
chips to the top PC 1 
maker in China, Lenovo. 
The announcement on 
June 9 was significant 
because Lenovo has 
long had an exclusive 
arrangement to put 
Intel chips into its PCs. 
China last year became 
the world's second- 
biggest PC market after 
the U.S., overtaking 
Japan with some 13 
million units shipped. x 
China is also Intel's 
second-largest market. 
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AVIATION 


United States aircraft 
maker Boeing has signed 
up two Chinese aviation 
companies to supply 
components, including 
the rudder, for Boeing’s 
first new airliner design 
in more than a decade, 
the 7E7. Analysts said 
that the deals were 
probably made to help 
promote sales to Chinese 
airlines. Boeing hopes to 
begin receiving orders 
from Chinese airlines this 
year. The 7E7 is about 
half the size of the huge 
new airliner now being 
built at Boeing’s Euro- 
pean rival, Airbus, whose 
double-decker A380 is 
designed to carry at 
least 550 people. 


WEAPONS 


A congressional report in 
the United States has 
accused China of passing 
nuclear technology to 
lran in exchange for oil. 
The report says that 
Chinese experts super- 
vised the installation of 
equipment to enrich 
uranium in Iran. Such 
equipment is considered 
“dual-use technology” 
that can be used for 
weapons or for nuclear- 
power reactors. 


SHANGHAI 


A new deep-water port, 
which will be one of the 
largest infrastructure 
projects in China, will 








soon begin seeking bids 
from foreign shipping 
terminal operators. The 
first stage of the port may 
be ready to open by late 
2005, officials say. 
Shanghai, currently the 
world’s third-busiest port 
in terms of container 
traffic, appears likely to 
overtake Hong Kong and 
Singapore to become the 
biggest container port in 
the world in the next 
three to five years. 


UZBEKISTAN 


div 


Be 
HU: Central Asian call 


Hu Jintao made his first 
trip to Central Asia as 
China’s president, 
beginning on June 14 for 
talks on security and 
increasing trade. He will 
be joined for the summit 
talks by six other leaders 
from around the region: 
Russian President 
Vladimir Putin and the 
presidents of Uzbek- 
istan, Kazakhstan, 
Kirgyzstan and Tajikistan, 
plus Afghan President 
Hamid Karzai, who will 
attend as an observer. 


NEW PORT: Shanghai is building a huge deep-water port 
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AIR-RIGHTS EXPANSION IN CHINA 

Chinese and American negotiators reportedly have reached a ten- 
tative agreement under which the number of United States air- 
lines, including all-cargo carriers, allowed to fly to China will more 
than double by the end of this decade. Currently, only two passen- 
ger carriers, United Airlines and Northwest Airlines, and two express 
freight companies, United Parcel Services and Federal Express, are 
allowed to fly into China. Under the agreement, details of which were 
revealed by a source close to the negotiations to 7he Wall Street 
Journal, five new carriers will be allowed access to China. Chinese 
carriers have reciprocal rights to fly into the U.S., but they don't 
currently use their full allocation. 


HUGE BANK SPLITS INTO TWO UNITS 

China Construction Bank will be split into two units, according to the 
official Xinhua news agency. Analysts said that the move helps to 
prepare the bank for stockmarket listings that may be made simul- 
taneously in Shanghai, Hong Kong and New York later this year or 
in 2005. The listings are intended to raise $10 billion, which would 
be the biggest-ever initial public offering of a Chinese company. One 
of the two units of the bank is to be a joint-stock unit that takes over 
all major banking operations. The other will be a state-owned hold- 
ing company to acquire some bank assets and debts. Analysts 
said that the reorganization puts China Construction Bank ahead of 
the Bank of China in terms of preparation for an IPO. Late last 
year, the central government injected $45 billion into China Con- 
struction Bank and the Bank of China to allow them to write off 
bad debt, another key move in preparation for listing publicly. 


STEEL COMPANIES LIST SHARES 

Two Chinese steel companies listed shares in the week begin- 
ning June 14. The smaller Jinan Steel raised $169 million from its 
initial share placement in Shanghai and was expected to use the 
funds to pay for an expansion plan. Then Wuhan Steel, China's 
fourth-largest steel maker, began a placement of new shares 
intended to raise as much as 9 billion renminbi ($1.1 billion). The 
Wuhan listing represented a significant restructuring, according 
to analysts, as the company essentially was folding all of its high- 
quality assets, except for mines, into the publicly traded company. 
This was likely to create a rival to industry leader Baoshan Iron & 
Steel, or Baosteel. 


BRAKES ON URBAN REDEVELOPMENT 

Beijing has ordered a sharp reduction of urban redevelopment proj- 
ects. The order from the State Council's General Office was pub- 
lished on the Ministry of Construction's Web site. Analysts said that 
the move addresses two problems at once: First, it responds to pub- 
lic unrest surrounding forcible evictions as developers clear land. 
Second, it acts as a brake on one of the hottest sectors of China's 
economy, property development, at a time when the government 
wants to cool down the economy. Beijing is demanding strict com- 
pliance by local governments with the new rule and has asked 
that local progress reports be submitted by October. 


Elsewhere in the Review: 


Tea Makes a Highbrow Comeback (page 50) 
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MIGRATION 


A 


Europe, 


Here 
We Come 


The latest wave of Chinese migrants is venturing far beyond traditional destinations in 
Southeast Asia and North America. One of its new frontiers is Europe— Ireland, 
Spain, Hungary and points in between 


AMID GREEN FIELDS in an eastern sub- 
urb of Budapest sits a massive new mon- 
ument to China’s expanding business 
ambitions. The multi-storey, glass-and- 
steel Asia Centre contains 850 shop 
units intended to showcase Asian— 
mainly Chinese—goods in the European 
Union. It was built by Austrian con- 
struction giant Strabag in a joint invest- 
ment with two mainland Chinese 
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totalling 200 million euros ($240 mil- 
lion). The first phase of 125,000 square 
metres opened for business last year; 
half the units are already occupied. With 
the final phase—another 80,000 square 
metres of shops, offices, conference halls 
and exhibition space—to be completed 
in 2006, the centre aims to consolidate 
the thousands of Chinese traders in 
Budapest under one roof. “We are trying 


By David Murphy/BUDAPEST AND DUBLIN 


to present a common platform in the EU 
for Chinese goods,” says Szabolcs Kapas, 
its trade-marketing manager. 

But the Asia Centre is more than a 
megamall of Chinese manufactures. It 
lends a permanence to the tens of thou- 
sands of Chinese migrants who have 
turned up in Hungary and other “new 
emigration destinations” in Europe as the 
Chinese diaspora spreads beyond the 
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familiar Chinatowns of Southeast Asia 
and North America. Their arrival in rap- 
idly increasing numbers since the early 
1990s is the human manifestation of 
China’s rising diplomatic and economic 
clout and its growing engagement with 
the world, as well as its loosening of travel 
restrictions on its own people. 

It's become commonplace to marvel 
at the billions of dollars invested in China, 
the hordes of business people beating a 
path to China, and the flood of young 
Westerners relocating to Shanghai and 
Beijing in search of opportunity. Less 
known is the mirror image: In a great 
going-out, mainland Chinese are work- 
ing, travelling and studying in an 
unprecedented number of countries. This 
has brought Chinese traders to the Asia 
Centre in Budapest, Chinese youngsters 
to wait on tables in Dublin pubs, Chinese 
tourists to Cairo en route to see the 
pyramids, and Chinese prostitutes to 
Tokyo's Kabukicho red-light district. 

In the early 1980s, as China began its 
great leap outward after 30 years of com- 
munist isolation, Chinese started again to 
head to long-established emigrant desti- 
nations such as North America. Between 
1990 and 2000, the China-born popula- 
tion in the United States doubled, as 
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MAINLANDERS ON THE MOVE: The diaspora is spreadi 
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460,000 mainlanders settled in the coun- 
try, according to the Washington-based 
Migration Policy Institute, citing U.S. cen- 
sus figures. China has become the source 
of the largest number of immigrants to 
Canada, with 30,000-40,000 mainlan- 
ders moving there annually between 
2000 and 2002, according to Canadian 
immigration authorities. 

But Chinese nationals are also head- 
ing for nontraditional destinations—from 
Siberia to South America and most points 
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bottom left) to Paris, Budapest and the rest of Europe 


in between. In the past decade, Europe has 
seen a dramatic increase in Chinese 
migration. In a report late last year, the 
Geneva-based International Organization 
for Migration noted that Chinese migrants 
to Spain multiplied sixfold, to 36,000, in 
the decade to 2001. In the same period 
Chinese migrants to Italy increased by 
260% to almost 50,000. Ireland went 
from almost zero to more than 40,000 
Chinese—over 1% of the population—in 
less than a decade. Hungary now has an 
estimated 30,000 Chinese. Last year there 
were 75,000 Chinese living in Germany 
and 42,000 in France, including those on 
student visas, according to the embassies 
in Beijing. 

For China, with its population of r.3 
billion, these numbers are a drop in the 
ocean, but they are having a visible impact 
on the receiving countries. In Ireland, for 
example, most Chinese are on work-and- 
study visas, but they seem mainly to work. 
In bars, shops and petrol stations around 
the country, they have replaced the locals, 
who've upgraded to better-paid jobs amid 
Ireland's economic boom. In a small 
country where perceptions of immigrants 
are still being moulded, *the Chinese 
are judged to be people who come and 
work hard, they are serious about P| 
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their business," Mary Harney, deputy 
prime minister of Ireland, tells the REviEw. 
Dublin held its first, officially sponsored, 
Chinese New Year festival this year with 
lion dances and Chinese food stalls. 

Historically, migrants have boosted 
economic links between their home and 
host countries, and the latest Chinese 
influx is contributing to Sino-European 
trade ties. Trade between Ireland and 
China has more than doubled since 
2000, to $3.3 billion last year, says Alan 
Hobbs, Beijing-based China represen- 
tative of Enterprise Ireland. In 2000 
China ranked 14th on a list of Hungary's 
trading partners; by last year it had 
moved up to sixth place, according to 
Endre Kismartoni, director of ITD, the 
Hungarian investment- and trade-devel- 
opment agency in Budapest. 
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run-down Four Tiger market. If sales 
slide, perhaps because of competition 
from the Asia Centre, he says he may 
go to Spain or Italy. If all fails, he says 
he may go to Ireland, where a neighbour 
from his home county in Fujian runs 
a restaurant. 

Combine that agility with the Inter- 
net, mobile phones and cheap air fares, 
and this generation of Chinese migrants 
are as sophisticated as any of their peers. 
"This is globalization, this is the world 
today. You fit in or it will throw you out,” 
says 35-year-old auditor Pang Lixin, over 
a pint of Guinness in the Bleeding Horse 
pub on Dublin's Camden Street. Pang 
arrived from Beijing as a student in 1998 
and stayed on to work. 

Far from being thrown out, this latest 
wave of Chinese migrants is likely to 


DREAMS OF ABROAD: Chinese watch a flight leave from Guangzhou's Baiyun airport. 
For more and more Chinese, overseas travel is becoming a reality, as the chart shows 


Today's Chinese migrants are con- 
summate globalizers who have broken 
radically with a tradition in which the 
government, the work unit and the fam- 
ily organized their lives. They are inde- 
pendent, tech-savvy and highly mobile. 
Indeed, some seem to be quicker than 
many Europeans to recognize Europe 
as a seamless single entity. 

Take Huang Kai, a cheerful 27-year- 
old Fujianese. His first stop in Europe was 
Cyprus, where he studied English. He 
then went to Budapest, where he sells 
Chinese-brand footwear in a stall in the 
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make a lasting impact. In Budapest, the 
first Chinese school—co-funded by the 
Hungarian and Chinese governments— 
will open in September. Last year the 
Bank of China was the first Chinese bank 
to open a branch in Hungary. By August 
this year China's Hainan Airlines will 
begin regular flights to Budapest in coop- 
eration with Hungarian airline Malev. 
Chinese President Hu Jintao, visiting 
Budapest on June 10-12, and his Hun- 
garian counterpart Ferenc Madl wit- 
nessed signing ceremonies for the school 
and airline deals. 
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Source: Entry & Exit Administration, Ministry of Public Security, China 


The number of mainland students 
going abroad is also on the rise, shooting 
up 49% in 2002 to 125,000, according to 
China's Ministry of Education. Last year, 
however, numbers were down 696 
because of fears surrounding the out- 
break of Severe Acute Respiratory Syn- 
drome (Sars) and a government tight- 
ening on fly-by-night agencies that 
arrange schooling overseas. 

Chinese students in Britain number 
about 74,000, according to China's For- 
eign Ministry, making them the largest 
group of foreign students in the country. 
Similarly in the U.S., where they num- 
bered 181,000 at the end of last year, 
according to Chinese data. Since the 
September r1, 2001, terrorist attacks, the 
number of Chinese students going to 
the U.S. has dropped sharply due to 


GREAT LEAP OUTWARD 
Millions of mainland Chinese now go 
abroad on private business or tourism 


Travellers (million) 
16 








tightened visa requirements. But any 
dips in numbers are likely to be tem- 
porary as Sars fears recede and pressure 
grows on the U.S. to improve the visa- 
issuing process. 

The exodus of students is partly a 
result of market reforms in China's edu- 
cation system, such as the introduction in 
the 1990s of tuition fees in the universi- 
ties. "Families think, *well, if we have to 
pay anyway, why not send the kid to a 
wealthy country, and, among those, 
English-speaking ones are the priority," 
says Huang Ping, director-general of the 
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Bureau for International Exchange at the 
Chinese Academy of Social Sciences. 
About three-quarters of the 700,000 
Chinese who have gone abroad to study 
since 1978 remain overseas, according to 
the Ministry of Education. But more have 
been returning recently. Last year 20,000 
returned, 12% more than in 2002, said 
the ministry. 

The impact of China’s new diaspora 
will be felt not only in their adopted coun- 
tries but also in their homeland. Many 
of the most influential figures in China’s 
hi-tech, property and publishing indus- 
tries today studied and worked overseas 
in the 1990s. “This is part of China's 
social transformation," says Huang. 
"These changes will be at least as impor- 
tant as those changes, say, in the banking 
and tax system" to which so much atten- 
tion is paid today, he says. "In future there 
will be no need for an opening-up policy; 
it [China] will already be open." 

Chinese aren't just going to distant, 
developed countries. They're also taking 
up residence in less-developed neigh- 
bouring countries, sometimes provoking 
fears among sparse native populations 
about being overrun. Mongolia, with only 
2.7 million people, has passed a law 
restricting people born outside the coun- 
try to 196 of the population—a measure 
aimed exclusively at its southern neigh- 
bour. In the Russian Far East, populist 
regional politicians have raised the spectre 
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TRADE HUB: The Asia Centre in Budapest brings thousands of Chinese traders under one roof 


Chinese-Kazakh border in China's far 
western region of Xinjiang. 

Li says that over 170,000 Chinese 
have left the country through the Korgas 
crossing to work in Kazakhstan, Kirgyzs- 
tan and Russia in recent years. The num- 
bers will increase. A Guangdong con- 
struction company has won the contract 
to build a presidential palace in Kaza- 
khstan. And authorities in Yili, a prefec- 
ture in Xinjiang, have announced plans 
to rent 6,250 hectares of arable land in 
Kazakhstan. The land will be planted with 
wheat and soybeans next spring, accord- 


“This is globalization, this is the world today. You 


fit in or it will throw you out" 


PANG LIXIN, BLEEDING HORSE PUB, DUBLIN 


of Chinese colonization as large numbers 
of traders and peasants settle in border 
cities and villages. 

Kazakhstan, which borders China to 
the west, has imposed a tight quota on 
foreign workers, but Chinese remain 
attractive because they are skilled and 
cheap. “They [Kazakhstan] are very con- 
servative ... but on the other hand, they 
are also very dependent. They need our 
help in agriculture, construction and 
other sectors," says Li Wanxiang, director 
of the labour and social security bureau 
in Korgas, the biggest border post on the 
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ing to local officials, and will be tilled by 
3,000 Yili farm labourers. 

Mainlanders’ freedom of movement 
has lagged the age of easy international 
travel by a couple of decades, but they’re 
catching up fast. The big boost has come 
in the past couple of years, as authori- 
ties made it easier for individuals to obtain 
passports. To apply for a passport, resi- 
dents in major cities no longer need 
approval from their employer; they simply 
show their identity cards and provide 
proof of travel plans. More than 14 million 
citizens left China on private business or 


tourism last year, according to the Ministry 
of Public Security (see chart on previous 
page). The World Tourism Organization, 
based in Madrid, expects the numbers of 
tourists from China to grow to 100 million 
annually by 2020. 

As more and more Chinese seek their 
fortunes abroad, they seem to be carrying 
some of their problems with them. Echo- 
ing a grumble heard at home, many Chi- 
nese business people in Europe complain 
that Chinese tirelessly compete against 
each other, resulting in falling prices and 
low margins. Overconcentration in a few 
sectors, like restaurants and the garment 
trade, is partly to blame. 

“Chinese are not united, our coun- 
try is too big,” says Wang Xiaoying from 
Beijing, who sells Chinese-brand Jing- 
bailing shirts at her outlet in the Asia 
Centre. Nearby units are selling Aile 
sports shoes and Gentry jeans among 
numerous other Chinese brands of 
footwear and clothing. 

Evidence of the competition is also vis- 
ible from a window of the Asia Centre. A 
stone's throw away is a rival mart, the 160- 
outlet China Business City, built by main- 
land Chinese businessmen and opened 
last November. With their toughest com- 
petition coming from fellow Chinese, even 
in Hungary many migrants repeat a com- 
plaint common in their homeland: "There 
are too many Chinese." = 

Nancy Zhang in Beijing 
contributed to this article 
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BRANDING 


Asian Labels 
Sewn Up 


Forget London, Paris and Milan. Daring Asian fashion designers 
are now building brands at home, where a new wave of well-heeled 
consumers is catching on to high-end home-grown labels 


WYKIDD SONG and Ann Kelly spent five 
years building their Singapore-based 
clothing label the traditional Asian way. 
They scraped together the cash to fly to 
New York and London several times a 
year, and went from shop to shop with 
bags full of sample designs. For a brief 
period, they gained a bit of cachet. Then 
they ran out of cash. 

Now, the designers are again trying to 
break out of Singapore, but this time, 
they’re targeting their own backyard. 
Backed by one of Asia’s biggest fashion 
retailers, Song and Kelly are poised to 
open retail outlets in Bangkok, Hong 
Kong, Kuala Lumpur and Seoul. 

They are part of a new breed of local 
designers, from Hong Kong to Singa- 
pore, who are intent on building a brand 
at home. “We made a conscious decision 
to pull back in the West and develop 
retail in Asia,” says Song. “People in Sin- 
gapore are pretty brand-conscious, but 
we now see people wearing one of our 
skirts with something from Gucci. I 
think people are more willing to support 
local designers.” 

A new wave of wealthier, more 
sophisticated Asian customers is revers- 
ing long-standing fashion industry 
stereotypes. For decades, Asian cus- 
tomers with money to spend on pricey 
clothes have been content to stick to well- 
known Western brands. 
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By Cris Prystay/SINGAPORE 


Western retailers, meanwhile, have 
seen Asia as a place to make, not design, 
garments, so buyers for high-end retailers 
rarely travel to Asia to meet new designers 
or attend fashion shows. That meant 
Asian designers who wanted to make it 
big packed their bags and moved West 
or tried to target markets there. 

Indeed, Kelly and Song’s early suc- 
cesses were buoyed by sales in Europe and 
America. Song studied fashion design 
in Britain, then returned home in 1992. 
There, he met Kelly, a Welsh graphic 
designer working in Singapore. The two 
set up their Song+Kelly label, targeted at 
25- to 35-year-old women. They scraped 
together cash and sponsorships from 
companies like watchmaker Tag Heuer to 
enter fashion shows in Australia, New 
York and London, where their designs 
were praised. Their clothes, made from 
soft fabrics such as cotton gauze, soft wool 
jersey and chiffon, cost between $100 and 
$400 per item. By 1999, Song+Kelly was 
sold in high-end stores like Neiman 
Marcus, Selfridge’s and Barney’s. The 
designers rang up about S$1 million 
($581,632) in sales that year. 

Still, foreign sales were just a rack 
or two in each store and cash flow was 
a perennial problem. When Asia’s 
economies faltered in 1997, sales 
dropped off in the two department stores 
that carried the Song+Kelly line in Sin- 





gapore. Hit by the cash-flow crunch, the 
designers, who were backed by a staff 
of just six, failed to deliver an order to 
New York department store Barney's in 
late 1999. It was the nadir that forced a 
change in their strategy. 

Song and Kelly began hunting for new 
investors to help keep them afloat, and in 
2000, Singapore-based fashion retailer 
Christina Ong took a majority stake in the 
duo's company. 

Ong's company, Club 21, has the 
franchise rights for about 30 designer 
labels, including Armani, DKNY, Dolce & 
Gabana, and owns retail outlets in 
Singapore, Malaysia, Thailand, Hong 
Kong, Taiwan and Australia. 

"Consumers nowadays are more open 
to accepting and appreciating home-grown 
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designers,” says a Club 21 spokesman. He 
said he believed that if they could establish 
the Song+Kelly2r collection in Asia, it 
could become a global brand. 

Ong first advised the duo to stop sell- 
ing wholesale orders to department 
stores in the West, and concentrate 
instead on retailing in Asia, Song says. 
The new joint venture opened a 
Song+Kelly21 boutique in 2000 in a 
high-end mall in Singapore, and a bou- 
tique in a Singapore branch of Japanese 
department store Takashimaya. 


MADE IN ASIA 

The pair spent the next four years broad- 
ening their offerings under the guidance 
of Ong’s seasoned buyers. They started 
making more woven tops, for example, 
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and started designing shoes. They now 
design about 150 items each season, 
double what they made when they were 
on their own. 

In April, Song flew to Hong Kong and 
Bangkok to show buyers from Club 21's 
Asian units his spring/summer collec- 
tion. The units executives judged the label 
ready to roll out regionally. The company 
now plans to open Song- Kelly boutiques 
in Bangkok and Kuala Lumpur this year, 
and Hong Kong and Seoul by 2005. 
"Things are changing fast," says Song. 
"We're got real momentum now." 

Other designers have also begun 
expanding regionally, encouraged by 
growing local sales. Hong Kong designer 
Lulu Cheung spent 10 years making 
clothes for Japanese labels and later, her 





SONG+KELLEY: Set to take Asia 
by storm 


own mass-market brand, which she sold 
in Hong Kong. 

In 1996, however, a few well-heeled 
consumers saw a few one-off high-end 
pieces she made for a fashion show, and 
asked where they could buy the clothes. 
Cheung then set up her own high-end 
label and opened two shops that sell 
clothes in the $600-1,000 range. A Tai- 
wanese boutique began ordering her 
clothes, and now plans to open a Lulu 
Cheung label store there this year. 

Another Hong Kong designer, 
Pacino Wan, has opened eight stores 
in China in the past four years. "Ten 
years ago, Asian buyers didn't believe 
in Asian designs. Everything 'good' was 
imported. But now they've changed," 
says Wan, who makes funky denim 
designs. Like Song, Wan and Cheung 
attended foreign fashion shows for years 
and gradually built up a small following 
in boutiques in Europe and Australia. 
Both designers say investors outside 
in Taiwan and China are interested in 
franchising their stores. 

Some industry experts worry that 
Asian consumers are still too fixated on 
Western brands for local designers to 
truly flourish. “Many consumers still 
have the same mentality about buying 
known branded products. Consumers 
here won't buy local stuff, unless it’s a 
T-shirt,” says Kim Liew, principal lec- 
turer at the Institute of Textile and 
Clothing at Hong Kong Polytechnic 
University. “If you want to be a designer, 
you have to pack your bags and go to 
Paris or New York or London. You can't 
make it here.” 

Proving the point, one of Asia’s 
biggest successes is Hong Kong’s most 
famous designer, Vivienne Tam, who is 
a graduate of the polytechnic. But she 
moved to New York to build her career 
and her label gained fame there before 
she picked up a following at home. 

Wooing Asian consumers who spend 
big money on clothes is just one problem, 
says Liew; meeting buyers who can give 
help local designers build global brands 
is another. Hong Kong has staged a 
“fashion week” trade show for 30 years, 
and other Asian countries have >» 
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recently followed suit, but few buyers 
from high-end Western retailers attend. 
Most of the buyers that do come to Asian 
trade shows are looking for mass-mar- 
ket clothes. "They want basic T-shirts, 
pants, jackets. Not fashion," says Liew. 
Other experts maintain that Asia's con- 


sumer markets are on the cusp of an 
important change. "As the retail sector 
becomes more developed, consumers are 
becoming more sophisticated," says Simon 
Lock, chief executive of Australian Fashion 
Innovators, which stages the Mercedes 
Fashion Week in Sydney, as well as 


smaller fashion events in Southeast Asia. 

After consumers have worn Western 
fashion brands for awhile, they "start 
to develop an appetite for diversity, for 
something new and different," he says. 
"That's when home-grown labels have 
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a chance.” = 


INTERVIEW: VIVIENNE [TAM 


Queen of Couture 


Vivienne Tam brought China chic to the world the tough way. 
Now, she says, times are changing for Asia’s designers 


BORN IN CHINA AND raised in Hong Kong, 
designer Vivienne Tam moved to New York 
in 1984 and took the fashion world by storm. 
In 1994, she launched her signature col- 
lection of Eastern-inspired clothing with a 
modern edge, followed in 1995 with her now- 
famous “Mao” collection. Pieces from both col- 
lections are now part of the permanent 
archives of the Andy Warhol Museum in Pitts- 
burgh, the Metropolitan Museum of Art in 
New York and the Victoria and Albert 
Museum in London. Tams clothes are sold in 
stores like Neiman Marcus, Saks Fifth Avenue 
and Macy’s; she also owns over 25 boutiques in 
Asia. She told REVIEW correspondent Cris Prystay 
that Asia is still a tough place for designers, but 
it’s changing fast. 







ARE ASIAN CONSUMERS NOW MORE WILLING TO 
BUY CLOTHES MADE BY LOCAL DESIGNERS? 

Yes, now it's all changing. People are earning more, 
the economies are more developed. Asians are get- 
ting richer and they spending more on clothes. 
There are more designers, more options . . . more 
competition, more excitement, and local brands are 
getting better—they're making competitive, world- 
class designs. People are also starting to appreciate 
their own culture. So local brands are getting bet- 
ter, and at the same time, people are more willing 
to support local talent. I think they believe more 
in their own culture, and instead of looking West, 
YOU LEFT FOR NEW YORK IN 1984 BECAUSE they're looking inside, looking East. 
THERE WASN'T MUCH OF A FASHION INDUSTRY 

IN ASIA—WHY? 

At the time, Hong Kong was more of a manufactur- 
ing base. There was no branding, no design, just low-cost man- 
ufacturing. People here only wanted European brands. There was- 
nt really a fashion scene in Asia. People wore costumes or tra- 
ditional clothing. Fashion was something that came from the 
West, so when people could afford to, they wore foreign brands. 


DO YOU THINK IT'S POSSIBLE FOR AN ASIAN 
DESIGNER TO NOW ACHIEVE WHAT YOU'VE 
ACHIEVED WITHOUT LEAVING ASIA? 

If you're happy in Asia, you can do well here. But at 
this moment, if you want to be international, you 
have to be there. You have to attend trade shows and 
events there. We dorit have fashion weeks that draw 
a lot of press and buyers. But it's coming soon— 
WAS NEW YORK TOUGH, TOO? another five, 1o years. Things are changing fast. 
People said it would be difficult because nobody would buy an 
Asian name. Friends told me to use a European name. When I 
got there, I would tell people I'm from Hong Kong, and they 
would say “Hong Kong—are you selling cheap T-shirts?" I would 
say, “No, I’m a designer." I had to convince them. They thought 
Hong Kong and China were only about manufacturing. I'd 
have to say, “I’m not an importer! I really am a designer." 


YOU TRAVEL A LOT TO HONG KONG. WHAT'S IT LIKE 
COMING HOME? 
I love Hong Kong. This is where I grew up. I am 
who I am because of Hong Kong. If it wasn't for 
Hong Kong's East-meets-West nature, I would not 
be who I am. & 
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Test Your Brainpower and Win 
a New Canon A310 Digital Camera 


Think You Can Keep 


this Iced Tea Company 
Out of Hot Water? 


Here’s the problem: 


For more than 20 years, Blue Orient Tea Company has grown and 
thrived by creating off-beat and gourmet Asian flavors of iced tea 
beverages, such as "Lemongrass" and "Starfruit." Their target has 
been upscale, young, professional women in Asia. The heavy glass 
bottles and engraved-looking labels conveyed high quality, and the 
teas are priced at more than 30% higher than mass market iced teas. 


But now the company finds its margins are being squeezed more and 
more. Distributors and retailers want to charge them more for delivery 
and shelf space. The costs of getting the bottles around the various 
countries in Asia and clearing customs swiftly (Blue Orient Tea boasts 
of "no preservatives") is also costing more. Meanwhile, the costs of the 
ingredients that differentiate it from down-market beverages are climb- 
ing, and the volume of sales appears to have plateaued. There are 
rumors industry giants may now get into the game with copycat teas. 


The company predicts the current trends mean it will start losing 
money within the next year if something doesn’t change now. 


What should they do? 


In association with: 








Closing date for entries 
is 31, July 2004 


To Enter: 


> Keep your answer no longer 
than 300 words in English. 


> Go online to www.feer.com 
Follow instructions to submit 
your entry. 


> While there is no single 
one "right answer," judges 
will look for creative solutions 
and solid writing and thinking 
that will address the specific 
problems faced in the fictional 
case study of "Blue Orient Tea." 


> The winning entry will be 
published in the REVIEW. 


Prizes are non-negotiable and cannot be 
redeemed for cash. Other conditions apply. 
Please visit www.feer.com for details. 
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‘TELEVISION 


The View 
From Afar 


The Philippine diaspora is turning into 
a money-spinner for the country’s biggest 
broadcaster as it airs shows from home 


By James Hookway/MANILA 


WHEN SCIENCE-FICTION WRITER Arthur C. Clarke first wrote 
of the possibility of satellite communications in 1946, he 
might not have anticipated that almost 60 years later, drama- 
loving Filipinos would use it to beam images of singing 
mermaids to each other. 

Yet each night, after putting her children to bed, Gemma 
Markham settles down on the sofa in her Springfield, Massa- 
chusetts, home and tunes into television programmes from half 





TV ADDICTS: The 
Markhams 
settle down in 
front of the 
Filipino Channel 
in Springfield, 
Massachusetts 
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a world away. Her favourites are from the Philippines, her native 
land. They include celebrity gossip shows and movies, as well 
as Marina, a weekly drama about a mermaid who wishes she 
could walk on land. “I watch the Filipino Channel because it 
makes me feel I'm still in the Philippines," Markham says. "My 
American husband tapes Filipino movies that are shown late at 
night so he can watch them the next day." 

The Philippines' growing diaspora of care-givers and engi- 
neers, doctors and nurses, is turning into a lucrative market for 
Philippine broadcaster ABS-CBN Broadcasting Corp. The com- 
pany now has 1.3 million overseas subscribers for its Filipino 
Channel, and that audience is expanding by 30% a year. Other 
Asian broadcasters are also getting in on the act. Hong Kong's 
Phoenix Television broadcasts Chinese-language shows across 
North America, and there are also various Indian channels avail- 
able across the United States, Europe and Asia. 

A few years ago, breaking into the American television 
market was a struggle. Eugenio Lopez III, chairman of 
Manila's ABS-CBN, recalls that U.S. cable networks were often 
unwilling to gamble on carrying Filipino programming, 
and instead chose rather unflattering competitors. "They took 
the Pet Channel, but they wouldnt take us," he says. 

Today, however, U.S. and European cable and satellite net- 
works are growing more appreciative of overseas Asians' 
rising spending power. Adding a few channels dedicated to 
Filipino, Chinese or Indian programming, they discovered, 
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can lure a new set of subscribers who may not have consid- 
ered cable television before. 

Improvements in technology have also helped. The grow- 
ing popularity of direct-to-home satellite broadcasting has 
encouraged Western cable providers to look for new pro- 
gramming to fill up their ever-expanding bandwidth. Accord- 
ing to the U.S.-based Satellite Broadcasting and Commu- 
nications Association, a fifth of American homes get their 
television through direct-broadcast satellite services; that’s 
more than 20 million viewers, and the number is growing 
by around 13% a year. For Filipinos living and working in 
America and Europe, that means they can elect to bypass 
cable companies entirely. 

To take advantage of the new 
broadcasting technology, ABS-CBN 
has bundled together four televi- 
sion stations and two digital radio 
stations and is selling them as 
one package. Also, over the past 
year, the company has halved the 
cost of connecting to the Filipino 
Channel by satellite to $150. This 
was partly to snare the Filipino- 
American market before Manila 
rival GMA Network launches its 
own satellite service later this 
year. Half of ABS-CBN’s satellite 
subscribers are based on the U.S. 
eastern seaboard, far from the tra- 
ditional Filipino centres of Los 
Angeles and San Francisco where 
viewers tend to watch the Filipino 
Channel on cable networks. 

In December, ABS-CBN rolled 
out its satellite service in Europe, 
where the government estimates 
there are 1 million Filipinos. Satellite 
services to the Middle East will soon 
follow. “There are 7 million Filipinos 


working overseas at any one time, TAKE YOUR PICK: From dramas like Marina (top) to MTB 


but we’ve only hooked up 19% of 
them,” ABS-CBN chief Lopez says. He hopes to double that 
percentage over the coming year. 

The channels overseas take-up rate has been so swift that 
it accounted for a fifth of ABS-CBN’s entire revenue last year, 
contributing $42.3 million for basically re-broadcasts of mate- 
rial produced for the Philippines-based audience. 

For Lopez, this is the beauty of diaspora broadcasting— 
it enables ABS-CBN to sell the same product on multiple plat- 
forms. “We have a saturated domestic market. We've sold 
all the advertising time we can sell. But this is a new platform 
for us,” Lopez says. “And we are getting more subscription 
applications than we can meet.” 

Stockmarket analysts agree that the push offshore is a suit- 
able strategy. “In terms of operating expenses, they are not 
spending much more because they are simply distributing 
something which they are making for the local market any- 
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way," says Laura Dyliacco of Manila's ATR-Kim Eng Securities. 

Overseas Filipinos appear particularly receptive to what 
ABS-CBN has to offer. Unlike other immigrant groups, Fil- 
ipinos are more likely to be employed for specific jobs, such 
as nursing or engineering, on a temporary basis rather than 
permanently residing in a new country. 

As a result, many Filipinos living in countries as diverse 
as Germany, Saudi Arabia and Canada maintain closer ties 
with home than other diaspora groups. In many cases, their 
immediate family is still in the Philippines and receiving a 
monthly money transfer. By subscribing to the Filipino Chan- 
nel, the overseas Filipino community can keep tabs on the 
typhoons and political upheavals 
that regularly strike their country. 
(In recent weeks, for instance, many 
overseas Filipinos have been tuning 
in or logging on to on-line Filipino 
newspapers to follow the country's 
presidential election.) 

For some overseas Filipinos, 
the ABS-CBN news shows have 
replaced the Internet. Gary Fran- 
cisco, a maintenance supervisor at 
a chemical plant in Massachusetts, 
says he watches the Filipino Chan- 
nel every evening after work to catch 
up with news as well as variety pro- 
grammes and quiz shows. 
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IN TOUCH WITH ROOTS 

Graphic designer Andrew Mercurio 
subscribes for other reasons. *I came 
to the U.S. when I was four years old. 
I haven't returned to the Philip- 
pines since then," he says. "I watch 
the Filipino Channel to touch base 
with my culture and its values." 

If Mercurio is an occasional 
viewer, Markham, the Springfield 
home-maker, is an avid watcher. 
She frequently watches Filipino tel- 
evision shows until 2 a.m. Her children watch talent com- 
petitions such as Star Kids Quest and have picked up the Taga- 
log language by watching the Filipino Channel. Markham sub- 
scribes to all four TV channels offered by the service, as 
well as the two Tagalog radio stations. 

ABS-CBN could do with a few more Gemma Markhams. 
Lopez predicts that the number of major broadcasters could 
dwindle as the more powerful companies start eyeing the new 
territory—and he wants to make sure his company is one of 
the big boys, at least in Asia. ABS-CBN is already producing 
soap operas being aired in Malaysia and Singapore. It is 
now eyeing markets in Latin America, as well as its expand- 
ing satellite business. 

"In the next ro years we will see a growth in transnational 
media companies," Lopez says. "People are running out of 
ways to grow their domestic markets.” = 
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Super-Powered PDAs 


Sony’s decision to pull its personal digital assistants from overseas markets does not sound a death knell 


for hand-held devices. Rather, the PDA is quickly becoming a serious challenger to the laptop 


IF YOU'VE BEEN reading technology columns 
lately (and there's no reason you should), you'll 
have heard about the imminent demise of the per- 
sonal digital assistant. Sony announced last week 
that it was withdrawing from the hand-held mar- 
ket outside Japan, prompting obituaries for the 
PDA as the world shifts to smart phones that not 
only make calls but take pictures, store contacts, 
connect to the Internet and play music. 

Sorry, but I don’t think it's true. PDAs will 
survive and thrive. The PDA has come a long way 
since the days when you used them to see which 
appointments you'd forgotten and whose birthdays 
you'd missed. That's no longer what PDAs are 
about. As chips grow in power and shrink in size 
and price, PDAs are evolving into two distinct 
zones. First is the lifestyle PDA, a sort of parking 
zone for your personal life. It will store videos, pho- 
tos, contacts, notes, music and whatnot and will be 
a kind of MP3 player, camera, video camera, memo, 
journal and life recorder you can keep in your 
pocket. PalmOne's new Zire 72 is an early incar- 
nation of this (Pick of the PDAs, June r7). 

Then there's the work tool. PDAs will start to 
nibble space presently occupied by sub-note- 
books—really small laptops—as they become more 
powerful, acquire greater storage and screens 
improve. In short, these PDAs are not digital assis- 
tants: They're real pocket computers. If you had to 
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chart the starting point of this ground shift, I’d say it was with the 
launch of PalmOne's Tungsten T3. 

The T3 was launched a few weeks ago but hasn't made huge 
waves. The T3 looks like the old Tungsten models, but it has a much 
larger screen—50% bigger, in fact—which compresses into what 
would before have been the scratchpad part of a Palm screen. Palm 
of course should have done this years ago, but it hasn't stopped 
there. Now you can rotate the display, so by laying the device on 
its side you suddenly get a landscape version of your screen. Cou- 
pled with higher resolution and smaller fonts, the Tungsten T3 
makes viewing and editing spreadsheets, PowerPoint presenta- 


- eens: 
trated when public- 
relations folk send 
me large attach- 
ments which are 
boring press 
releases written in 
Microsoft Word 
and bloated not by 
fascinating charts 
and graphics but by a huge corporate 
logo. These files are big: sometimes 
nearly 1 megabyte, which breaks all 
rules of e-mail etiquette. Here are 
some solutions to the problem: 
* Convert the press release (or any 





Fat File, Fact File: Zip it, Please 


document you're e-mailing someone 
but not necessarily expecting them to 
edit) to Adobe Acrobat. That shrinks 
the file considerably and has the 
added benefit of bearing a close 
resemblance to the document as it 
appeared on your computer. 

* Check the file size of your 
document before you send it: File 
sizes vary considerably depending on 
what you have in them. See if there is 
something in there—a chart, a logo, a 
signature—that you could drop or 
make smaller. Also make sure you 
save the document without any of the 
alterations intact (In Word these are 


called “mark-ups” and not only inflate 
the size of the document; they can be 
embarrassingly revealing to others, 
especially journalists). 

* Another option is to use zip files. 
This has always been fiddlier than it 
should be, but it could be a bit easier 
with a new version of Stufflt, one of 
several utilities designed to make 
zipping, or compressing, files easier. 
The deluxe model of the new version, 
8.5, adds buttons to your Word (or 
Outlook or Excel) toolbar enabling you 
to zip and unzip a document directly 
out of Word. It's available for $40 from 
www.stuffit.com. 
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tions or Word documents a much more pleasant experience. 

(I can hear a lot of folk complaining that at least some of these 
features were available on Microsoft Windows-powered Pocket- 
PCs before. True, but I find the software on these machines is 
clunky, bug-ridden and slow. Palms software has always been 
simple and fast, and the T3 doesn’t change that.) 

It's not just PalmOne that is moving into this real pocket-com- 
puter space. The OQO uPC (ultra Personal Computer, price not 
yet available) is a fully powered device that, at 4.9 inches (12.5 cen- 
timetres) by 3.4 inches, is not much bigger than a PDA, with a pull- 
out thumb keyboard, a digital pen and 20 gigabyte hard drive. It 
runs Windows XP and can hook up to desktop monitors, keyboards 
and operate as a normal computer. A normal computer that can 
fit in your purse, that is. 

Then there's Sony, which has supposedly ditched the PDA. It 
recently launched in Japan the U7o, a similar-looking device 
which measures a slightly larger 6.6 inches by 4.3 inches. It 
also boasts a 20-gigabyte hard drive and comes with some mouth- 
watering features, including full Wi-Fi capability, rotating display, 
headphones and stylus. Both of these devices are likely to be avail- 
able in Asia later this year. The U7o (about $2,000) can be pur- 
chased outside Japan initially through mail order from compa- 
nies like Dynamism (www.dynamism.com). 

The thing all these devices have in common is that they antic- 
ipate a key shift in the way we work. We can't wait 
for computers to boot up, and we can't afford 
to carry an extra bag just for a lap- ' 
top, charger and all that jazz. ! a 
While we can't imag- 

; T3 

ine how we managed «EN | 

to lug around those G$ 

heavy laptops of a 
decade ago, likewise 
soon we wont be able 
to figure out why we 
put up with carrying 
around the notebooks of 
today: However light 
they’re supposed to be, 
they are still bricks and 
they’re bulky. 

On top of this there’s 
likely to be a shift in the way 
we communicate. As Wi-Fi 
becomes citywide, our devices 
will always be connected, 
allowing us to surf, access and 
share data on the fly, even to 
make phone calls if we need to. 
Mobile phones will still be 
important, but less so. 

So T3s and uPCs and U7os are 
leading the way. They do what the 
TabletPC was supposed to do: Rest 
naturally on our arm like a piece of 
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MUSIC MAKER 


It's been so long since | got my keyboards, synthe- 
sizer rack and microphone out that my neighbours 
have actually started 
speaking to me again. 
But those days are about 
to end with a new tool 
from Cakewalk, makers 
of music-creating soft- 
ware. Kinetic ($120 from 
www.cakewalk.com) 
allows anyone remotely 
musical (read: Anyone who knows the words 

to Satisfaction) to create electronic music (read: 
Modern trendy dance club stuff, but it doesn’t 
have to be). 

It's a pretty cool way for folk who have rapped 
in the shower to find a back-up band without 
having to pay large amounts of money to profes- 
sional—and disdainful—musicians. 

If you’ve held back, now is the time to 
release that hidden talent. Of course that’s not 
the way my neighbours see it, but then they 
have never queued for three days to audi- 
tion for American Idol. 










paper. They give us enough screen to play with, 
but not so much we can't work in economy- 
class seats. They are modular, allowing us to 
plug things in as and when we need them— 
from a battery-hogging Wi-Fi card you slot in 
when you need to connect to the network to an 
external keyboard for when you're not hang- 
ing from a strap on the subway. 

Now don't get me wrong. The days of 
the coffee-drinking airport lounge lizard just 
using a PDA for his contacts and appoint- 
ments are long over. And phones will con- 
tinue to get smarter, and steal space from 
PDAs. In other cases the phone will just be 
a module that plugs into your work tool or 
life recorder. But for a lot of people a phone 
will still just be a phone, and will mutate 
along the lines I described before (Mid-Air 
Messaging, June 17). Smart phones cannot 
get too smart because then they stop being 
phones. PDAs can just keep getting smarter, 
until we wont be able to tell them apart from 
computers. Then the question will be, not 
"whatever happened to PDAs?" but “what 
happened to laptops?" = 

More contrarian musings at 
loosewireblog.com 
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stanley Ho's 
Biggest Gamble 


In trying to push his sister Winnie Ho out of the family's gambling empire, Stanley Ho, 
unquestionably Asia's casino king, has brought a torrent of litigation on his head, exposed his 
secretive family to unaccustomed public scrutiny and rishs bringing down his house of cards 


FOUR YEARS AGO, Winnie Ho, one of 
Asia's most powerful women, sat down 
with her son, Michael, to reveal a secret 
she had kept from him for 41 years: His 
father wasn't the man he had always 
called "daddy." 

His father was, in fact, her own 
cousin, Eric Hotung, the patriarch of 
Hong Kong's first aristocratic family and 
scion of the most famous of the com- 
pradors, or Chinese-speaking agents 
who gave the mighty British trading 
houses and banks—like today’s HSBC 
Holdings—their start in the 19th century. 
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FAMILY JEWEL: The Lisboa is the flagship of Stanley Ho’s gaming empire 


40 Far Eastern Economic Review 


Winnie Ho also stunned Michael with 
the claim that she had been blackmailed 
for decades by her brother, casino king 
Stanley Ho. She claimed that the tycoon 
threatened to publicly shame her over her 
illegitimate son unless she helped him 
build his gaming empire in nearby 
Macau. For decades, she said, Stanley Ho 
used Michael's hidden identity to force her 
to relinquish much of her stake in the 
gaming operation, cheating her out of 
hundreds of millions of dollars—a charge 
that Stanley Ho strongly denies. 

Whatever the truth of the matter, 
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By Barry Wain/HoNc KONG 


Winnie Ho and Michael are fighting back. 
They are using her inside knowledge— 
acquired from managing Stanley Ho's 
casinos for almost 25 years—in an effort 
to recover some of the money she says he 
owes her. The row has become increas- 
ingly bitter, punctuated by legal action, 
threats and charges traded in the Chinese- 
language tabloid press. 

As the rift has widened, the stakes 
have risen. The confrontation comes at 
a particularly awkward time for both the 
Chinese government and Macau. The 
former Portuguese colony is in the 
process of opening the gaming industry 
long monopolized by Stanley Ho and his 
partners in the hope of capturing Asia's 
massive gaming potential. Trying to 
broaden Macau's appeal to include family- 
style entertainment and attract interna- 
tional conventions, the Macau govern- 
ment two years ago awarded gaming 
licences to two outside groups headed 
by big-name Las Vegas casino developers 
Steve Wynn and Sheldon Adelson. 

Officials worry the exposure of the 
Ho family's dirty laundry could under- 
mine efforts to liberalize gaming and 
present a fresh face. The row also sug- 
gests the newcomers from the United 
States are entering a world of cosy 
arrangements they may have a hard time 
competing with. Wynn and Adelson are 
required to comply with strict regula- 
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tions imposed on their overseas activi- 
ties by the terms of their licences with 
the Nevada Gaming Commission. 
Revelations of Macau's dark side are 
already seeping out. While the enclave has 
long been a shadowy place where Chinese 
gangs called triads run prostitution, loan 
sharking and protection rackets, investi- 
gators have discovered a new wrinkle: a 
complex scheme under which Chinese 
on the booming mainland are illegally 
funnelling billions of dollars a year out of 
China, using Stanley Ho's casinos to 
bypass Beijing's currency controls. 
While Winnie Ho says she has no 
knowledge of such activity, documents 
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made available by her indicate a strong 
connection between organized crime and 
gaming in Macau. Those documents 
indicate that her brother's company, 
which owns the casinos, has flouted 
Macau's strict ban on lending for gaming 
for years, having granted loans to con- 
victed criminals and well-known triad 
members. Winnie Ho further claims the 
company has ignored its own charter by 
withholding over the years nearly $4 
billion in profit it was obliged to distribute 
to shareholders. Stanley Ho denies any 
wrongdoing and blames his sister for 
starting the dispute. While declining to 
respond to these accusations, Stanley Ho 





"doesn't accept any of the allegations" 
relating to casino operations and, in fact, 
rejects all of Winnie Hos allegations, says 
his public-relations manager, Janet Wong. 

The Ho dispute has partially lifted the 
veil on one of Asia's most hermetic and 
opaque firms: Sociedade de Turismo e 
Diversoes de Macau, Stanley Ho's multi- 
billion dollar gambling empire known as 
STDM. The conglomerate dominates 
Macau today as surely as it did before 1999, 
when Portugal returned Macau, the first 
and last Western settlement in China, to 
Beijing. With stakes in the territory's air- 
port, its largest department store, recla- 
mation and housing projects, hotels > P 
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and a bank, STDM accounts for about two- 
thirds of Macau's $7.5 billion economy. 

Fearing the fallout from such disclo- 
sures could adversely affect STDM and 
undermine the Macau economy at this 
critical time, Chinese government rep- 
resentatives have held separate talks with 
82-year-old Stanley Ho and Winnie Ho, 
81, to explore prospects for a settlement. 
Beijing's stand is that it is a “fam- 
ily affair" and *not the nation's 
affair," says one Chinese represen- 
tative. "We want to see them shake 
hands, and all Macau people will be 
happy." But the two sides remain 
locked in combat. 

Stanley Ho declined to be inter- 
viewed for this article. His spokes- 
woman, Janet Wong, said Stanley 
Ho's position is "total rejection of 
all the allegations made" by his 
sister, and he "doesn't intend to 
debate" publicly her comments 
about the operations of the casinos. 
Nor will Stanley Ho comment on 
issues—ranging from Winnie Ho's 
demand for a reorganization of 
her STDM shareholdings to her 
demand for the return of jew- 
ellery—that are the subject of court 
proceedings, she said. 

Winnie Ho has made a number 
of criminal complaints in Macau 
and Hong Kong, “all of which have 
been dismissed by the investigating 
authorities," Wong says. If Winnie 
Ho or anyone else "considers that 
there is substance for complaint 
against any business" with which Stanley 
Ho is associated, they should refer those 
complaints "to the appropriate authority," 
she adds. 


THE QUARREL HAS fractured one of 
Hong Kong's most prominent families, 
whose two branches trace their origin 
back 150 years to a Dutch-born master 
mariner named Bosman. He married a 
Chinese woman from Shanghai. Two of 
their sons became leading compradors, 
local middlemen who grew fabulously 
rich by opening doors for foreigners trad- 
ing with China: Ho Tung, known as Sir 
Robert Hotung after being knighted by 
the British monarch, is the grandfather of 
Eric Hotung; Ho Fook is the grandfather 
of Stanley Ho. 
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FAVOURITE SON: Winnie (right) with Michael Mak 


Stanley Ho and Eric Hotung came 
of age in vastly different worlds. Stanley 
Ho, who likes to say he built his own for- 
tune after his father fell on hard times, got 
his start bartering and smuggling in 
Macau during World War II. The territory 
had a reputation for shady business deal- 
ings and periodic violence ever since the 
Portuguese legalized gambling in 1847. 





* ~ 


Forty miles away, across the mouth of 
China’s Pearl River, Hong Kong pros- 
pered under British rule. Today, it is a 
dynamic city plugged into global markets. 
No citizen better represents this cosmo- 
politan legacy than Eric Hotung, a well- 
known philanthropist and graduate of 
Georgetown University with residences 
in Britain and the U.S. 

Family members say the street-smart 
Stanley Ho has long envied his more 
refined cousin and has since adopted 
some of the more conspicuous accou- 
trements of success. Stanley Ho boasts of 
having 17 children from four women. His 
first wife died in February. These days, the 
billionaire is chauffeured around Hong 
Kong in a dark blue Rolls-Royce limou- 
sine bearing the licence plate *H K-1." 





But long before all that, a teenage Eric 
Hotung fell in love with Stanley Ho's 
younger sister, Winnie, at a family cele- 
bration in 1941, according to a June 7, 
2001, report in Next magazine published 
in Hong Kong. It said the family opposed 
the relationship and nothing came of it 
for years. But when the romance even- 
tually blossomed, it changed the fortunes 
of both the family and Macau. 

Since being taken back by Bei- 
jing in 1999, Macau has figured 
strongly in China's modernization 
and development plans. The terri- 
tory also plays a sensitive economic 
and social role as the only place in 
China where gambling is legal. 
Without access to Macau, affluent 
Chinese might be tempted to gam- 
ble illegally or take their money 
abroad to play in casinos. 

The Chinese government 
believes Macau, given the right 
operating conditions, has the poten- 
tial to become Asia's Las Vegas. Chi- 
nese leaders have encouraged the 
Macau administration, headed by 
their hand-picked chief executive 
Edmund Ho (no relation to Stanley 
or Winnie), to introduce competition 
in gaming and remake Macau as a 
world-class leisure centre. 

There is also a political element 
at play. Beijing's priority is to make 
Macau stable and prosperous as an 
inducement to Taiwan to rejoin the 
motherland under a similar *one 
country, two systems" formula. 
Hong Kong, China's other recently 
reclaimed colony, is currently being roiled 
by public demands for more democracy. 

Soon after Beijing took over Macau, 
Chinese police in Beijing and Guang- 
dong province worked quietly to reduce 
the power of triad gangs which, in the 
opinion of outside law-enforcement 
agencies, had infiltrated and actually out- 
numbered the Macau police force. *We 
monitored the situation and alerted the 
Macau police to stop things happening," 
says the Chinese government represen- 
tative. "We [foiled] some kidnap cases 
and we found a lot of arms." Fighting 
between rival triad gangs in Macau has 
all but ceased, earning Edmund Ho high 
praise from Beijing. 

But the Ho family controversy has 
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drawn attention to fresh if less obvious 
illegal activity that has burgeoned in 
recent years: a vast currency-smuggling 
operation in which mainland Chinese 
deposit funds underground inside China, 
collect the equivalent in Macau casinos 
and then spend or invest it overseas. 
Under Chinese law, Chinese who 
leave the mainland as tourists or on busi- 
ness can take no more than $5,800 with 
them. Yet many of them can be seen 
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involve a physical transfer of currency, but 
rather an offsetting arrangement. On 
the way out, Chinese renminbi are con- 
verted to Hong Kong dollars, legal tender 
in Macau. 

Chinese who deposit money inside 
the mainland and collect it in Macau 
casinos arent required to gamble, accord- 
ing to the Chinese government officials. 
Indeed, the funds are available for 
collection in three convenient options— 


“The casinos allow a gambler to walk in witha 


. e 99 
suitcase of money and walk out with a cheque 


wagering tens or even hundreds of thou- 
sands of dollars a night at the tables in 
Macau. Chinese government officials who 
monitor the flow say that, in fact, billions 
of dollars a year are smuggled to Hong 
Kong and Macau. 

In a Chinese version of the hawala 
system common throughout South Asia 
and the Middle East, mainland Chinese 
deposit money with an underground 
network of agents connected to STDM 
casinos, which delivers the money in 
Macau. For the most part, it doesn't 
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cash for shopping, chips for gambling 
or a cash cheque for easy transfer to 
another location, they say. 

Last year, prosecutors told a Hong 
Kong court that $1.4 million of $26.5 
million allegedly embezzled by a former 
Bank of China branch manager in China 
and illegally moved out of the mainland 
was in the form of an STDM cheque. Hui 
Chiu Fan, who used to manage the bank’s 
Kaiping branch in Guangdong province, 
was on the run, they said. 

Hong Kong police say there was noth- 


A BIG HEART: 
Eric Hotung 
spent $5 million 
on a hospital 
ship for the 
victims of the 
East Timor 
massacre 
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ing to arouse suspicion of a crime in Hong 
Kong until they were informed of the 
alleged fraud in China. The STDM cheque, 
for an amount considered “peanuts” by 
bankers, looked like casino winnings and 
wouldn't normally prompt banks to report 
suspicious activity, police say. 

Hong Kong police say they inter- 
viewed a casino manager in Macau, who 
said the money was handled by a junket 
operator, a middleman who takes gam- 
blers to so-called VIP rooms. “But the 
manager said he had no records,” says a 
Hong Kong police officer. “So there was 
nothing to convince us the money had 
been won at gambling.” 

The Review tested this underground 
network in Zhuhai—the mainland city 
across the border from Macau—with the 
help of Chinese contacts. About 100 
dealers, working in a sprawling shopping 
centre called Frontier Square and selling 
everything from tissues to fake brand- 
name watches, were prepared to exchange 
cash on the spot, or transfer it to Macau. 

The REviEW deposited the equivalent 
of $12,900 with one Frontier Square 
stall owner selling cigarettes and drinks. 
His fees totalled $232. Hours later, we 
collected a cheque for the full amount, on 
production of an identity card, at P» 
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the Hotel Lisboa, STDM's flagship casino 
and headquarters in Macau. 

Payable in Hong Kong dollars, the 
cheque was stamped in Portuguese "for 
and on behalf of Sociedade de Jogos de 
Macau, S.A.," STDM's subsidiary that 
operates the company's 12 casinos. The 
cheque was drawn on the Hong Kong 
branch of a European bank and made 
payable to cash, which means the recipi- 
ent cant easily be traced. The cheque was 
later accepted by another bank in Hong 
Kong, no questions asked. 

Stanley Ho's spokeswoman Janet 
Wong declined to comment on this, 
saying, "If there are concerns about the 
operations of the casinos in Macau, these 
should be referred to the appropriate 
authority." 

The People's Bank of China, the coun- 
try's central bank, acknowledges that 
China is haemorrhaging currency, an ille- 
gal outflow it says it is trying to staunch. 
^We have noticed this practice, especially 
in coastal provinces like Guangdong, 
which are neighbouring Hong Kong and 
Macau," says Ling Tao, director-general of 
the Anti-Money Laundering Bureau of the 
People's Bank. "Starting from this year, 
we're [imposing] a nationwide clamp- 
down on underground money houses, 
and coastal areas are the focus." But, he 
adds, “it is impossible to get rid of this 
problem overnight." 

Asked specifically about the role of 
Macau's casinos in the illegal cross- 
border movement of money, Ling says: 
"]t's possible to smuggle money out of 
the mainland this way and this is why we 


Despite the crackdown ordered by 
the central government, authorities in 
Zhuhai keep "one eye closed," as one 
local Chinese official puts it, meaning 
they know about the underground trade 
and tolerate it. Their approach is prag- 
matic, the official says, accepting that cur- 
rency controls may be needed as part of 
China's national policy, but recognizing 
also that local commercial realities 
require renminbi and Hong Kong dollars 
to be exchanged freely. For example, 
many Hong Kong companies with oper- 
ations on the mainland use the under- 
ground network to do legitimate busi- 
ness, though they don't usually channel 
money through Macau casinos. 

Macau-based Chinese government 
officials, who track the flow of funds using 
agents and informants working in the 
casinos and under cover, say that at least 
$1 billion of the billions channelled to 
Macau and Hong Kong every year is sent 
abroad—to North America, Europe and 
Southeast Asia. 

Some of the money leaving China is 
the proceeds of corruption, the officials 
say, but they have no way of calculating 
how much. Funds sent abroad typically go 
into property in the U.S. and Canada to 
pave the way for the emigration of family 
members, say the Chinese officials and 
Hong Kong police. 

Hong Kong authorities say it isn't their 
duty to enforce Bejing's currency controls. 
The international community's only con- 
cern is that Hong Kong doesn't become 
a money-laundering centre for drugs or 
terrorism, says a Western diplomat. Hong 


PROSECUTORS SAID TWO CASH CHEQUES ISSUED BY 
STDM, TOTALLING $129,000, wERE PAID INTO LO'S 


BANK ACCOUNTS 


are clamping down." While Ling says the 
bank is *unclear of the size" of the 
outflow, he points to a recent Asian 
Development Bank report that estimates 
that money laundering—dealing in the 
proceeds of crime—amounts to 296-596 
of China's GDP, or between $28.2 
billion and $70.5 billion a year. Macau 
authorities say money laundering isn't 
prevalent in the territory but that it is 
tightening up anyway. 
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Kong takes steps to ensure that doesn't 
happen, he says. 

Still, the movement of money through 
Macau casinos amounts to a legal blind 
spot. Signs of this surfaced in September, 
when the Hong Kong District Court 
sentenced Lo Hoi-chi, 35, to jail for four 
months for taking bets on soccer games. 
Lo admitted accepting illegal bets, but 
he was acquitted of four related money- 
laundering charges—allegedly involving 
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the proceeds of bookmaking totalling 
about $8.7 million—by invoking a con- 
nection with STDM. 

Prosecutors said two cash cheques 
issued by STDM, totalling $129,000, 
were paid into Lo’s bank accounts. In his 
defence, Lo said he was a middleman who 
took gamblers to VIP rooms in STDM’s 
Lisboa Hotel. Because his customers 
didn't want to carry cash, he said, he acted 
as their guarantor to draw chips from the 
casino. Depending on whether they won 
or lost, STDM would either make a 
deposit into, or a deduction from, Lo's 
bank account. He would settle with his 
customers later, he said. 

The judge in the case acquitted Lo 
and urged Hong Kong regulators to look 
into the matter of the two STDM cash 
cheques. ^The loophole is in the casinos," 
says a Hong Kong police officer who 
studies the movement of illicit money. 
"They allow a gambler to walk in with a 
suitcase of money and walk out with 
a cheque." Janet Wong, Stanley Ho's 
spokeswoman, reiterated that complaints 
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“should be referred to the appropriate 
authority, which is the proper forum for 
any such matter to be addressed.” 


MANUEL JOAQUIM DAS NEVES, director 
of the Macau government's Gaming Inspec- 
tion and Coordination Bureau, says money 
laundering isn't a serious problem. But he 
says Macau will adopt legislation this year to 
bring it into line with international practice. 
Measures will include requiring casinos to 
record the names of gamblers who buy chips 
above a yet-to-be-determined amount and 
tightening controls on cheques written by 
VIP rooms, he says. “If you control the issu- 
ing of cheques you can eliminate not all, but 
most, money laundering,” he says. 

Winnie Ho's documents indicate long- 
suspected triad involvement in the casi- 
nos through the VIP rooms, which are an 
integral part of the renminbi-smuggling 
network. Designed originally to allow 
. well-heeled gamblers to play in relative 
comfort and privacy, VIP rooms have 
proven a boon to both STDM and Macau, 
driving gambling growth and profitability 
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over the past 10-15 years. The government 
says the 61 VIP rooms currently generate 
80% of total STDM casino revenue, which 
hit $3.5 billion in 2003, up 27% from a 
year earlier. 

An STDM list of loans to VIP rooms in 
2001 reveals the criminal penetration. The 
VIP room operators who received most 
of the loans included several convicted 
criminals and many others identified by 
retired Hong Kong police and Chinese gov- 
ernment officials as past or present triad 
bosses and members, or persons with triad 
links. The Macau government’s Neves 
acknowledges that triads have “influence” 
in the casinos, but says it is decreasing due 
to effective police work and the VIP rooms 
are now “under control.” He says that 
under recent legislation, junket promoters 
and their sales agents are being licensed, 
and that in future people working in VIP 
rooms will be checked and rejected if they 
have criminal records. 

Documents provided by Winnie Ho 
also indicate that STDM historically has 
functioned at times like a bank, though it 


DANGEROUS LIAISONS: Macau’s casinos 
are known to have triad “connections” 


isnt an authorized financial or credit insti- 
tution. Under Macau criminal law, loans 
for gambling are illegal, though the Macau 
legislative assembly adopted legislation 
in May allowing gaming-licence holders, 
as well as junket operators, to provide loans 
to gamblers, effective from July 1. A typical 
monthly outstanding report shows STDM 
was owed $864.3 million on March 31, 
2000, with $339.3 million of it unsecured 
and $98 million listed as “doubtful debts.” 
Stanley Ho declined to comment specifi- 
cally on these debts. 

In an interview, Winnie Ho says she 
once signed an agreement as executive 
director of STDM for a $155 million loan 
that Stanley Ho personally approved for a 
mainland-born businessman who has 
interests in Macau property and con- 
struction and also operates a VIP room. 

Winnie Ho also claims her brother has 
ignored the company's little-known articles 
of incorporation at the expense of share- 
holders such as herself. For example, Arti- 
cle 46 directs STDM to distribute as divi- 
dends 1596 of annual profit to preference 
shareholders and the remainder to all 
shareholders—though some earnings can 
be put in a special fund for an “indispen- 
sable" cause. For years, STDM has paid the 
1596 dividend to preference shareholders 
but only 2096 of the remaining profit to all 
shareholders, according to company 
reports and public statements. 

Winnie Ho claims that STDM and 
Stanley Ho have withheld “accrued net 
profit” totalling more than $3.9 billion over 
the past four decades. Stanley Ho has 
defended the retention of profits as normal 
for any large company and necessary for 
SJM, STDM's 80%-owned casino sub- 
sidiary, to maintain its commitment to 
invest some $600 million in the coming 
years to meet the new competition. 

Winnie Ho is no ordinary disgruntled 
shareholder. In fact, she claims, she pro- 
vided STDM's entire start-up capital in 
1962. At that time, Teddy Yip—a busi- 
nessman married to Winnie Hos younger 
sister—approached her, knowing she might 
have access to finance through Eric Hotung, 
her first cousin, lover and boss at his diver- 
sified Hong Kong property company. 

Winnie Ho says she went into &» 
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silent partnership with Yip in STDM, giv- 
ing him HK$2 million (then worth about 
$352,000) that she says Eric Hotung had 
given her as a gift. Yip is deceased but 
Henry Fok, a wealthy Hong Kong busi- 
nessman and the only other surviving 
founding shareholder, confirms Winnie 
Ho's contribution. In a biography by Lang 
Ha published in 1997, Fok is quoted say- 
ing that the four declared partners— 
including Stanley Ho—initially invested 
"not one cent." Eric Hotung has acknowl- 
edged giving Winnie Ho the money with 
no strings attached. 

Although she says she should have 
been a full partner, Winnie Ho claims her 
brother took control of the company and 
manoeuvred to give himself and his allies 
more shares. Stanley Ho used a number 
of different tactics so that "his holding 
went from small to large and mine went 
from large to small," she says, leaving 
her with only a 7.396 stake—she claims 
slightly more—today. Fok is quoted in the 
biography as saying the allocation of share- 
holdings in STDM lacked transparency 
and was decided by Stanley Ho alone. 

Stanley Ho declined to comment 
beyond his blanket denial of all his sis- 
ter's allegations. 


DESPITE WHAT SHE SAYS were constant 
clashes with her brother over her share 
of what soon became a booming empire, 
Winnie Ho received regular dividends 
for years and remained on speaking 
terms with Stanley Ho. In 1977, after 
Winnie Ho had been retired in the U.S. 
for four years, she says Stanley Ho asked 
her to return and take over management 
of the casinos, which he said were "in a 
mess." She agreed, settling in Macau and 
becoming a director of STDM and later 
executive director. 

Her son Michael, now 45, says he 
couldnt understand why his mother sud- 
denly left her immediate family. "After one 
phone call from Stanley, she packed and 
left within a week," he says, leaving her four 
teenage children to be raised by her 
husband, Mak Chi-wai, now deceased. 
Says Michael: “My mother told us, “You will 
have to forgive me. You know your uncle. 
If I don't do it, I will get nothing." 

Winnie Ho says she worried most 
about the impact on her son if her 
brother disclosed her secret: Eric Hotung 
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was Michael's real father. Though her 
husband, Mak Chi-wai, knew the truth, 
she says, young Michael's resemblance 
to Eric Hotung had prompted gossip 
within the family. 

During her employment, Winnie 
Ho's terms included a $64,500 monthly 
expense account that enabled her to 
travel and indulge her fondness for 
expensive jewellery. Among her most 


name of a company she controls rather 
than in her personal name; that, she says, 
would protect her shareholding in the event 
of her death. Five days later, on New Year's 
Eve, Stanley Ho's chief lieutenant went to 
her office and fired her on the spot. STDM 
subsequently booted Winnie Ho off the 
board as well. 

Since then, the conflict has raged in 
the courts and in the Chinese-language 
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prized pieces: several gold rings, each set 
with 10 carats of flawless diamonds, pur- 
chased in London and valued at about 
$1 million apiece. 

Winnie Ho was able to get jobs at 
STDM for her two eldest children. Anita 
Mak, now 48, works for STDM’s Super- 
visory Committee. Winston Mak, 47, is an 
executive in the casino treasury and has 
other functions in the group. 

Winnie Ho began to seriously ques- 
tion the way the corporation was managed 
only in the late 1990s, after her son 
Michael returned to live in Hong Kong. 
One factor was her decision to rid herself 
of what she calls “my personal devil,” by 
telling Michael the truth about his father. 
Michael says his mother’s confession 
“came out of the blue. She wasn't emo- 
tional,” he says. “I think she realized it was 
a secret that had been kept way too long.” 

Michael says he had been told earlier 
by a couple of relatives that Eric Hotung 
was his father, but he dismissed the 
suggestion because his mother denied it 
and he was exceptionally close to Mak Chi- 
wai, her husband. “No son could have a 
better relationship with a father,” he says. 
“I watched TV on his lap as a kid. If he 
hadn't loved me so much, I probably 
would have discovered ro years earlier 
that he wasn't my real father." 

Winnie Ho says things came to a 
head between her and Stanley Ho after she 
filed a lawsuit in the Macau courts on 
December 26, 2001, to compel STDM to 
take steps to register her shares in the 


UNDERGROUND MALL: The Frontier Square 
in Zhuhai is a money-changing centre 
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tabloids. Winnie Ho and Stanley Ho have 
filed a couple of dozen legal actions 
against each other, mainly in Macau. She 
has complained that he has stopped pay- 
ing her dividends, that he once used his 
security team to detain her against her will 
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in Macau and threatened her life if she 
ever returned there. Macau police dis- 
missed the criminal complaint regarding 
her alleged detention. 

C.K. Mok, a Hong Kong lawyer who 
represented Winnie Ho in two criminal 
complaints and one civil action against 
Stanley Ho in Hong Kong in 2001 and 
2002, was assaulted twice in the streets 
of Hong Kong within five months in 
2002 and early 2003. He wasn't seriously 
injured, but required hospital treatment 
for head wounds after the second attack. 
No one has alleged that Stanley Ho had 
anything to do with these attacks and 
police have made no arrests. Mok remains 
a legal adviser to Winnie Ho, but she has 
retained lawyers from other firms to 
handle work involving Stanley Ho. 

In April, as Winnie Ho prepared to go 
to Macau to answer police questions in 
connection with a complaint filed by her 
brother alleging malicious prosecution, 
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she and members of her team of lawyers 
and accountants received threats in the 
mail. In coloured letters mounted on 
paper, they read: “Stop talking. Don't come 
to Macau. Remember C.K. Mok." Three 
recipients of the threatening letters— 
Michael, a lawyer and an accountant— 
reported this to the police. 

Stanley Ho has tried to show that 
Winnie Ho is in financial distress as a 
result of her son's allegedly irresponsible 
behaviour. In a series of comments to 
reporters in Hong Kong in mid-2001, 
Stanley Ho said he had lent his sister a 
total of $19.4 million in the previous two 
months to cover Michael's gambling debts. 

But when Michael denied he gambled, 
Stanley Ho said the debts were incurred 
speculating in foreign currency and 
futures trading. In response, Michael 
placed large advertisements in two papers 
and held a press conference to denounce 
the accusations as "absolute lies." 
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Today, the Chinese government fears 
the tense sibling stand-off has the poten- 
tial to destabilize conditions in Macau. 
Chinese officials say they have made no 
proposals of their own to end the saga, but 
attempted to bridge the differences 
between Stanley Ho and Winnie Ho. 

Winnie Ho says her brother wants to 
buy her out to strengthen his hold on 
STDM so he can pass the company on to 
immediate family members. While Stan- 
ley Ho has denied publicly that he is trying 
to buy his sister's shares, Winnie Ho says 
he has approached her privately through 
an emissary seeking to buy her stake. One 
approach took place over dinner in Hong 
Kong on February 22, 2003. 

Draft documents shown to the REVIEW 
by Winnie Ho indicate Stanley Ho had 
planned to give stakes in STDM to Pansy 
Ho, 41, his daughter, and to two of the 
women who have borne him children, Ina 
Chan and Angela Leong. Stanley Ho asked 
Winnie Ho to sign the documents pledg- 
ing not to oppose the transfer of shares 
to the women, but she refused, she says. 

Stanley Ho has installed Pansy Ho as 
managing director of his Hong Kong- 
listed company that controls most sea 
transport between Hong Kong and Macau 
and made her a director of STDM, possi- 
bly positioning her to take over from him. 

At Eric Hotung’s request, Michael 
says he is changing his name from 
Michael Eric Alexander Bos Mak to 
Michael Eric Alexander Bosman 
Hotung. In Chinese tradition, as a sign 
of respect he has waited to make the 
change three years after the death of Mak 
Chi-wai, the man he considered “a 
friend, a buddy, a father.” 

Winnie Ho now finds herself fairly 
isolated within the family. She cut contact 
with children Anita and Winston after 
they filed suit to force her to leave some 
of her shareholding in STDM to them. 
And she says her relations with Stanley 
are beyond repair. “I don't have a brother 
any more,” she says. 

But Winnie Ho is closer than ever to 
Michael, whom she acknowledges as 
always her favourite, since that “happy 
moment," as he calls it, when she unbur- 
dened herself with the truth about his 
father. *I feel one doesn't need to have 
many children,” she says. “It is enough to 
have one who truly treats you well" = 
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MONGOLIA 


Go-Go in the Gobi 


China’s boom is a blessing to its northern neighbour, 
especially given its new-found natural resources 
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By David Murphy 

Good weather and a hungry neighbour have com- 
bined to give Mongolia’s hard-pressed economy a 
boost after years of hardship. GDP this year is 
expected to grow by a respectable 5.5%, according 
to ratings agency Standard and Poor's. 

Despite the country’s isolation it seems set to 
have a good year, even if its neighbour’s appetite 
cools under a government-mandated credit-tight- 
ening. “Sure it’s landlocked but it is landlocked 
in the right place. China is hungry for its resources,” 
says Stoyan Tenev, lead economist for East Asia- 
Pacific at the International Finance Corp. “Mon- 
golia is in relatively good shape.” 


STEADY ON 
Mongolia’s general government deficit 
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Strong demand from China helped fuel a 28% 
rise in copper exports in the first four months of this 
year even as copper concentrate was fetching pre- 
mium prices, up 60% on a year earlier. 

In the wake of new resource discoveries, includ- 
ing copper, gold and coal, and in anticipation of 
continued strong Chinese demand, foreign invest- 
ment has flowed into Mongolia’s mining sector. 
Last year foreign directinvestment in Mongolia was 
$205 million, up from $125 million in 2002. 

The government’s privatization programme, 
which has so far seen two banks sold off, will also 
continue to draw foreign investment, Tenev points 
out. In the government's pipeline are privatization 
plans for Gobi Cashmere, the country's largest 
cashmere-wool maker, the national airline and 
some state-owned mining assets. 

The government also has plans to slash 
income tax rates from 40% to 3096 in an effort to 
broaden the tax base and enhance collection. In 
a move that caused concern among some inter- 
national financial institutions, Ulan Bator dipped 
into the treasury late last year for the bulk of 
the $250 million it used to pay off a crippling 
Soviet Union-era debt nominally valued by 
Moscow at $10 billion. Despite initial concerns 
about the increase in government debt, “it is now 
recognized that the Soviet pay-off was a good 
thing in the medium term," says Singapore-based 
Ping Chew, director of the sovereign ratings 
group at Standard & Poor's, as it marks the res- 
olution of a financial headache that has dogged 
Mongolia since it split from its Soviet master in 
the early 1990s. 

This year the weather has been good, after sev- 
eral years of summer droughts and harsh winters. 
Agricultural output, which contributes up to 3096 
of GDP, rose for the first time in three years and 
livestock numbers were up 6% to 25 million, 
according to the World Bank. 

Elections on June 27 are unlikely to change eco- 
nomic policy, say analysts, who predict an increase 
in opposition seats in parliament but the return to 
government of the Mongolia Peoples Revolution- 
ary Party, the former communist ruling party. 

There is, however, one cloud on the horizon. 
Early next year the Multifibre Arrangement, which 
governs global export quotas, will start to come to 
an end, raising the prospect of the flight of Hong 
Kong- and Chinese-invested textile companies 
to China, where transport and some production 
costs are cheaper. 

Ron Zeidel, who runs a suit factory outside 
Ulan Bator, is worried and hopes the United 
States will extend favourable trading terms to 
Mongolia. “Even we may leave if there is no exten- 
sion," he says. = 
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Dow Jones Global Indexes Local Indexes 


lose 
Index Ty % chg YTD (June 14) Mkt Unit Latest % chg YTD 

(June 14) %chg YTD ^ Australia 3,478.10 +5.21 Aluminium — Ldn $/tn 1634.50 +1.90 

Australia 212.75 ^. 245 Bangkok 614.00 -20.48 Cocoa NY $/tn 1,324.00  -12.61 
China 88 121.55 -10.45 Bombay 446.0 ^ -18.72 Coffee NY c/Ib 79.95 423.09 
Hong Kong 210.26 -3.02 Colombo 1300.27 — «22.42 Copper NY c/Ib 115.25 «10.23 
Indonesia 50.72. -7.78 Hong Kong 12,076.57 -3.97 Cotton NY c/Ib 57.32  -23.64 
Japan 84.11 +8.26 Jakarta 636.34 -8.03 Gold Ldn $/oz 38510 . -771 
Malaysia 109.14 *0.48 Karachi 5,217.57 +16.68 Oil: Brent Ldn $/barrel 35.48 417.60 
New Zealand 181.09 *0.17 Kuala Lumpur 817.61 *2.98 Palm Oil KL Ringgit/tn 1,507.00 -15.05 
Philippines 70.08 +8.30 Manila 1,536.83 +6.55 Pulp FOEX  $/tn 647.64 +15.76 
Singapore 134.41 +0.91 Seoul 738.79 -8.87 Rice Bnk $/tn 231.00 +14.36 
South Korea 99.08 -6.91 Singapore 1,814.06 +2.81 Rubber KL Mc/kg 466.50 -1.27 
Taiwan | 107.01 -5.56 Taipei 5,574.08 -5.37 Soyabeans Chg c/bushel 872.50 +9.89 
Thailand 62.05 -22.41 Tokyo 11,491.66 +7.63 Sugar NY c/Ib 6.66 +17.46 
U.S. Total Market — 265.63 *1.12 Wellington 2,321.63 *1.90 Tin KL $/tn 9,490.00 +43.57 
Euro Stoxx 50* — 2,759.27 -0.05 DJIA 10,334.73 -1.14 Wheat Chg c/bushel 356.50 -5.44 
FTSE 4,433.20 -0.98 AIG - Dow Jones Commodity Index 144.88 *7.10 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx 5 Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Seoul (-5.34* on week) 
(June 14) GDP | CPI Current acct | Trade balance — 1-mth interbank | Prime rate Composite Index 
Australia 3.7 (Mar Qtr) +2.0 (Mar Qtr) -33.04 (Mar) -16.71 (Apr) 5.40 9.50 800 
China 9.8 (Q1 '04) +4.4 (May)  +45.88 (2003) . *14.75 (Apr) 3.30 n.a. 
EU 4.5 (Q1'04) +41.8 (Apr) +47.38 (Q4 '03) -4.37 (Mar) 2.11 n.a. 790 
Hong Kong 6.8 (Q1 '04) -1.5 (Apr) +17.38 (Dec) -11.44 (Apr) 0.30 5.00 780 
India 10.4 (Q3 '03/'04) +2.2 (Apr) +2.15 (Dec) -15.32 (Apr) 6.00 11.13 
Indonesia 4.46 (Q1 '04) +6.5 (May) +4.70 (2003) +27.30 (Apr) 7.40 7.33 770 
Japan 6.1 (Q1 '04) -0.4 (Apr) +157.19 (Apr) — 107.66 (Apr) 0.06 1.38 
Malaysia 7.6 (O1 '04) * 1.0 (Apr) * 12.56 (Dec) * 17.62 (Apr) 2.86 6.00 760 
New Zealand 3.5(Dec'03) +1.5 (Mar Qtr) -3.57 (Dec) -2.93 (Apr) 5.96 6.05 
Philippines 6.4 (Q1 '04) *4.5 (May) *3.35 (2003) -1.74 (Mar) 7.32 10.32 750 
Singapore 7.5 (Q1 '04) * 1.3 (Apr) +27.15 (Mar) — *24.99 (Apr) 0.56 5.50 
South Korea 5.3 (Q1 '04) +3.3 (May) *21.91(Apr) — 427.74 (May) 3.77 3.89 740 
Taiwan 6.3 (Q1'04) +0.89 (May) +27.30 (Mar) +15.18 (May) 0.99 0.75 
Thailand 6.5 (Q1 '04) +2.5 (Apr) +7.55 (Apr) +3.02 (Apr) 1.26 5.75 730 9 10 1 14 15 
U.S. 4.4 (01 '04) *2.3 (Apr) -541.80 (Dec) -513.87 (Apr) 1.25 4.00 June 

Source: Government Statistics Source: MoneyLine Telerate 

FOREIGN EXCHANGE 
Key Currencies 
(June 14) $1 worth Spot rate % chg YTD (June 14) $1 worth Spot rate % chg YTD 
Australia dollar 1.4542 -8.72 Mongolia* tugrik 1,162.00 -3.10 
Bangladesh taka 60.35 -3.07 Nepal rupee 73.00 0.00 
Brunei dollar 1.7162 -0.64 New Zealand dollar 1.6012 -4.66 
Burma** kyat 920.00 -3.26 Pakistan rupee 57.67 -0.88 
Cambodia** riel 4,130.00 -6.71 Papua New G. kina 3.1255 +5.62 
China renminbi 8.2765 0.00 Philippines peso 55.885 -0.66 
European Union euro 0.829 -4.27 Russia* * rouble 29.033 *0.71 
Hong Kong dollar 7.7961 -0.42 Singapore dollar 1.7191 -1.25 
India rupee 45.34 *0.56 South Korea won 1,163.00 *2.49 
Indonesia rupiah 9,366.00 -10.25 Sri Lanka rupee 100.17 -3.26 
Japan yen 111.00 -3.41 Taiwan NT dollar 33.694 *0.82 
Laos** kip 10,605.00 -1.60 Thailand baht 40.955 -3.38 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,729.00 -0.45 
Malaysia ringgit 3.80 0.00 


Other rates: HK$ = renminbi 1.0612 
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S$ = ringgit 2.2093 


SDR = $1.4622 


* Official rate 


**Unofficial rate 


Sources: MoneyLine Telerate; Reuters; Dow Jones 
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TEA 


Brewing a 
Revolution 


Prices for China’s top teas have never been higher as the 
new rich embrace the country’s oldest brew. But is talk of 
a tea renaissance just a case of hype and slick marketing? 
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By Erling Hoh/BEIJING, MINGYUEWAN 
AND HUANGSHAN 


“AT A TABLE OF SPIRITS, the more you talk, the more mud- 
dled things become,” says Kong Di, manager of the Bi Shui 
Dan Shan Teahouse in Beijing. “At a table of tea, the more you 
talk, the more clear things become.” 

To hear Kong tell it, a renaissance in tea culture is changing 
the way China’s entrepreneurs do business. Out are boisterous, 
red-faced baijiu banquets and boozy contract signings in the small 
hours of the morning. In is cool Hainan huanghuali furniture, pur- 
ple-clay yixing teapots, fragrant dongding wulong tea, and the serene, 
composed ambience these accoutrements combine to create. 

Kong may be crusading in her own cause, but in the past cou- 
ple of years, upmarket teahouses such as the Bi Shui Dan Shan 
have indeed been sprouting up all over Beijing and across the rest 
of China. “The renaissance of Chinese tea culture is just begin- 
ning,” says Li Su Qin, general manager of the Yi Qing Quan Tea- 
house, another trendy place in Beijing where you can share a $200 
pot of 30-year-old aged Pu Er tea while soaking up the mellow 
notes of the guzheng—a Chinese table harp—skillfully played 
by one of the waitresses. “Many businessmen like the atmosphere. 
Nobody speaks loudly here,” says Li. 

Down on Malian Street in southwestern Beijing, northern 
China’s main tea market, Hong Zhi, general manager of the Dur- 
das tea company, is piloting his operation through the shoals of a 
cutthroat environment—some 800 tea shops lining one single 
street, all vying for the cups of northern China’s tea drinkers. “Three 
to five years ago, you heard a lot of people talk about the power of 
the Japanese tea ceremony. You don't hear that any more,” says 
Hong, pointing to this as another sign that Chinese tea culture is 
coming into its own. “Everything is more refined. We don't use 
tap water any more, for example. We use mineral water." 

For all the talk of the Starbucks generation, China, the home 
of tea, is embracing its favourite brew as never before. Between 
1980 and 2003, total tea production in China grew from 300 mil- 
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lion tonnes to 760 million tonnes. China is the world’s third-largest 
producer of tea, after India and Sri Lanka, and the third-largest 
exporter after Sri Lanka and Kenya. At the same time, the price 
of tea sold domestically has risen considerably. Since 1990, the 
average price of Wulong tea, a half-fermented tea produced in 
southern Fujian province, has tripled. And at showcase tea auc- 
tions, nouveaux riches eager to display their wealth have been 
digging deep into their pockets: At a tea auction in Guangzhou 
in 2002, 100 grams of Pu Er tea sold for $20,000. 

The latest tea trend in Beijing? Since the Severe Acute Res- 
piratory Syndrome crisis last year, the capital's dwellers are aban- 
doning flower-scented teas, such as Jasmine, for green tea, tra- 
ditionally associated with good health. Last year, the average price 
for flower-scented teas on Malian Street dropped by 30%, to 
less than $19 per kilogram. 

That’s good news for people like Cai Guoping, production 
manager for the San Wan Chang Tea Company, and his team 
of some 500 tea-pickers in the village of Mingyuewan, which is 
located on Xishan Island in Taihu Lake not far from Suzhou. 
The tea produced here is known as Biluochun, and is the most 
delicate of all green teas. Originally cultivated by the monks 
of the Shuiyue monastery, the tea bushes are grown among 
orchards of peach, apple, Chinese chestnut, gingko and red bay- 
berry, which lend the tea a subtle, fruity aroma. 


SOME GROWERS AND MERCHANTS HAVE 
BEEN SIDELINING A PARAMOUNT CONCERN: 
THE HEALTH OF THEIR CUSTOMERS 


Biluochun is picked in early March, one bud and leaf at a time, 
before they reach the size of one centimetre. “Eighty thousand 
people work on the Biluochun harvest here in Xishan and Dong- 
shan every March and April,” says Cai Guoping. In a day’s work, 
a tea-picker can harvest no more than a kilo of fresh leaves, which 
explains why the price for one kilo of top-grade Biluochun, con- 
taining some 150,000 leaves, is about $750. 

Behind such high prices, though, some critics argue that 
China’s tea renaissance has more to do with hype, slick mar- 
keting, elegant packaging and snobbery rather than any real 
improvement in the taste and quality of the tea. Indeed, in 
their race to riches, says Tseng Yu Hui, proprietor of the up- 
market La Maison des Trois Thés teashop in Paris, some of 
China’s tea growers and merchants have been sidelining a para- 
mount concern: The safety of their produce and the health of 
their customers. 

In recent years, large shipments of Chinese tea containing 
excessive amounts of pesticide traces have been impounded by 
European Union customs officials. A chemical analysis of 60 teas 
conducted at the behest of the French consumer magazine Que 
Choisir showed that only 16 teas contained no or little traces of 
pesticides and lead. One green tea from Zhejiang province con- 
tained 1.17 milligrams of the pesticide fenvalerate per 1,000 
grams, 23 times higher than the EU limit. 

Thus, while China's tea exports to advanced countries such & » 
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Selling Tea to China - 2 


A _ Spare a thought for Loic Tardy, manag- i 
A. ing director of the Chinese division of 


Lipton. He's facing a challenge similar to 


opening a Starbucks outlet in Italy: How — 


to sell Lipton's British-style black tea, the 
world's most recognized brand, in the 


country where the story of tea began. 


Tardy is reluctant to discuss market 
strategies and figures, but notes that 


while Chinese people usually don't drink _ 
black tea hot, the black-tea variety has a 


6096 share in the iced-tea market. "Young 


people are open to changes,” says Tardy, _ 


i | pointing out the surging popularity of 
. milk in China. 


Indeed, tea with milk and sugar 


might just be catching on among young, 
. urban Chinese. The fashion, however, 


does not come from Britain, but, as with 


. the upmarket teahouses in Beijing, from 
. Taiwan, where zhenzhu naicha, sweet 
. milk tea with small, chewy balls of taro 
flour, has been popular for several years. - 


Comments Paris-based tea retailer 
Tseng Yu Hui, who travels to China 


several times each year in search ofthe — 


a best tea: “Taiwan people are leading 


met 
DA 


| the trends in China." 
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BUDDING PROSPERITY: A tea grower in 
southern Yunnan province 


| CURRENTS 
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as Japan and Germany have declined in recent years, exports to 
less-developed countries such as Morocco, Uzbekistan and 
Afghanistan have been growing at a swift pace, prompting con- 
cerns that China is dumping unsafe produce in places that don't 
have the capability and wherewithal to protect consumers. 
Morocco, China's biggest tea customer overall, purchased 49,000 
tons of green tea for a total value of $75 million from China in 
2003. In the same year, exports of green tea to Mauritania grew 
by 88% and to Afghanistan by 77%. 

Increasingly, Chinese consumers have also begun to worry 
about the injurious effects of pesticide residue and heavy metals 
in their food and drink. Spotting the emerging trend for "green" 
foodstuffs, Hong Zhi of Durdas converted a tea plantation near 
Huangshan to organic cultivation a few years ago. Here, Durdas 
cultivates the popular green tea Huangshan Maofeng, which has 
a leaf that curls up to resemble a sparrow's tongue. Every spring, 
young, female tea pickers fan out over the hillsides, gathering up 

| to 5,000 kilograms of organic tea. 

WP The leaves are carefully divided 

into 14 different grades of quality. 

For his top-grade leaf, Hong 

charges $90 per kilo. The lowest 
grade sells for $8. 

Hong is not alone. In tea- 
growing regions all over China, 
tea growers are expanding their 
tea farms, improving production 
techniques, and experimenting 
with improved varieties. In 
Hangzhou, for example, a new 
variety of the famous Longjing tea 
now allows the region's tea grow- 
ers to harvest the spring tea one 
month earlier than before. 

And down in southern Yun- 
nan province, not far from the 
Burmese border, Zheng Yue, 
director of the Menghai Tea Fac- 
tory, seems to enjoy the repose that 
comes with a full order book. Since 1939, the state-owned Meng- 
hai factory has been producing Pu Er tea, a smooth, dark, aged big- 
leaf tea popular in Tibet and southern Guangdong province. 

Prized for its mellow taste, and drunk both as an aperitif 
and a digestive, Pu Er has been enjoying a vogue of popularity 
and exorbitant prices in China, Taiwan and Japan in recent years. 
Wealthy connoisseurs and collectors can pay tens of thousands 
of dollars for rare, aged Pu Er. In the old days, the Menghai Tea 
Factory sent its best tea to the leaders in Beijing, but times have 
changed. *We don't send tea to Beijing any more," says Zheng. 
"They can come here and buy it." & 


SOME BEIJING TEAHOUSES: 


BI SHUI DAN SHAN: Yue Tan South Road, Western District. 
Tel.: (86 10) 6805 0066 


PURPLE VINE TEAHOUSE: 2 Nanchang Road (just west of the 
Forbidden City). Tel: (86 10) 6606 6614 


YI QING QUAN TEA HOUSE: 2 De Wai Street, southwest corner of 
Madian Bridge. Tel.: (86 10) 8207 6012 
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AN ORGANIC 


Rajah Banerjee still remembers the 
moment in 1970 when his life changed. 
A student at the time, he was visiting 
his father’s tea plantation in Darjeeling, 
northeast India, when a wild boar 
crossed his horse’s path and he fell to 
the ground. 

“| saw a flash of white light and the 
next thing | remember were the workers 
trying to wake me up. At that moment, | 
experienced a revelation—we are 
nothing but stewards, caretakers, not 
owners of this world. | had to stay and 
take over the tea estate to preserve my 
family’s property and offer the tea 
workers a better life.” 

In the years since, that’s what 
Banerjee has tried to do: He’s created 
the first modern organic plantation in 
India’s most important tea-growing 
area, provided cover for wildlife, 
including two tigers and 13 leopards, 
created a workers’ forum—and cata- 
pulted his Makaibari brand to the 
cutting edge of the global market. His 
top-of-the-range Silver Tips retails at 
$440 a kilogram, making it one of 
India’s most expensive teas. 

The Darjeeling hills have the perfect 
climate for tea. But all is not well here. 
The monocultural plantations are prone 
to erosion and landslides, and the 





TOP TIPS: Rajah Banerjee at work 
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indiscriminate use of pesticides is also 
taking its toll. Political instability, worker 
disputes and crippling trade-union 
agitation have further hit production. 
Over the past 15 years, tea output has 
dropped from 13 million kilograms to 
around 9 million kilograms. 

Banerjee has led the fight to reverse 
these trends. “Environmental degrada- 
tion due to chemical fertilizer and 
pesticide use is unsustainable in Dar- 
jeeling,” the exuberant tycoon explains. 
“The industry is cutting off the branch it 
is sitting on.” Banerjee’s strategies 
include using mulch on topsoil to keep 
weeds at bay, and mixing other plants 
in among the tea bushes. Some of them 
help repel insects while others have 
deep roots to keep the soil in place. 

Equally important for Banerjee are 
relations with his workers. The planta- 
tion’s “Joint Body” forum meets once a 
week and gives workers a place to voice 
complaints. It’s an approach that’s won 
praise from outsiders. 

“Makaibari has great organic tea, 
but it is outstanding for a different, 
simple reason—the workforce is happy 
because their boss knows them person- 
ally and takes part in their lives,” says 
Rajiv Mitra, owner of the Tea Emporium, 
a leading Darjeeling tea wholesaler. 

Banerjee doesn’t pay his workers 
much more than other plantations do, 
but he’s found other ways to make their 
lives better. For instance, some years 


Le 


TEA CUT IN A STORM: Darjeeling's estates have been rocked by worker unrest 


ago he offered a cow to any worker who 
wanted one. He also gave away biogas 
chambers that turn the cows' manure 
into fuel for cooking. That brought its 
own environmental benefits. "Fifty 
percent of the houses now have this 
system installed," explains Banerjee. "It 
saves chopping down forests for fire- 
wood. This in turn limits erosion." 

The plantation also has two primary 
schools and a computer centre. One of 
the teachers there is Pratima Moktan. 
"| teach basic computer skills seven 
days a week to children living on the 
plantation," she explains. "Makaibari 
charges 20 rupees (50 cents) a month. 


The same course at a school in Darjeel- 


ing is 4,000 rupees a head." 

Still, the plantation is not without its 
problems. Like other estates in the 
region, it's been hit in recent years by 
the tea bug Helopeltis, which devours 
plants at an alarming rate. Banerjee is 
looking for ways to get rid of the pests 
without resorting to chemicals, which, 
he says, have been of little help on 
other estates. He admits it's an expen- 
sive problem: “This year the damage 
will cost us at least 30%.” 

Despite pest attacks, more and 
more of India's tea gardens are follow- 
ing Makaibari's example and going 
organic. Banerjee believes the reason is 
simple: "The benefit for people and 
environment comes down to this—you 
can taste it in the tea." Tom Vater 
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China Discovers People 


The Middle Kingdom’s press has recently discovered human-interest stories 
and as a result is on the verge of becoming readable 


‘THESE DAYS, foreigners who walk into tourist 
sites in Beijing don't excite much comment— 
unless they are carrying goods purchased from 
other tourist sites. Then a message runs from 
stall to stall: Patsy alert! Patsy alert! Tourist stu- 
pid enough to buy tacky souvenirs in range! 

One saleswoman at a Beijing temple decided 
I was so obviously a patsy of such stupendous 
gullibility that I should be used for market 
research. She pointed to my souvenir-of-Beijing 
baseball cap. *How much you pay for that?" she 
asked. She pointed at my Great Wall sports bag. 
"How much you pay for that?" Then she noticed 
that under my arm I was holding a child of Chi- 
nese race. She pointed at the adopted baby. 
"How much you pay for that?" she barked. 

Yes, in China today, everything has a price 
tag—even infants. 

The newly capitalist Middle Kingdom has 
always overflowed with bizarre tales of the 
strange things human beings do to each other, 
but only now are they being discussed openly. 
That's because newspapers in China have rel- 
atively recently discovered the concept of 
"human-interest" stories. To celebrate this, we 
hereby present The Top Five Recent Human- 
Interest Tales From China: 

1. SISTER ACT: The case of the surprised 
grandmother was told to me last week by reader 
Rajeshwari Singh. Grandmother Huang is 80 
and lives in Chengdu. Her husband, to whom 
she had been married for Go years, came home 
female one night. And I don't mean he came 
home with a female. He came home as a 
female. Grandfather Huang had decided to 
have a sex change and had quietly organized 
surgery for himself. But he had not thought 
of telling his wife that he was having an oper- 
ation, nor even that he intended to change his 
gender. He merely came home as an elderly 
lady and announced that henceforth he wished 
to be addressed as Sister. Grandmother Huang's 
astonishment can only be imagined. She has 
applied for a divorce. 

2. FALLEN HOPES: A man in Chongqing 
tried to escape from his apartment by jumping 
out of the window holding an umbrella, a sys- 
tem that always worked for that bourgeois 
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KEEP IT DOWN: 
Reader Dan Schiff 
picked up this 
interesting towel in 
China. “We've seen 
great progress in 
human rights there, 
but there’s room for 
improvement in other 
areas," he said. 





waiguoren (foreigner) Mary Poppins. The reason he felt he had to jump (the report 
didnt say from which floor) was that he had a feeling his microwave oven might 
explode. The umbrella trick didn't work—he crashed to the ground and broke both 
legs, according to the West China City News. I anticipate his taking a lawsuit against 
Ms. Poppins, Walt Disney or Western civilization as a whole. 

3. GREEN PARTY: A Guangzhou man has been exuding green sweat. He was 
moving furniture on a hot day when green liquid began running down his 
arms and forehead. He went to the Guangzhou Friendship Hospital, where puz- 
zled doctors said that ancient Chinese medical texts spoke of people with red 
or blue sweat, but not green. The obvious answer is that he is turning into the 
Incredible Hulk, but perhaps that literary classic is not available there. 

4. FROG IN HIS THROAT: A man named Chen in Hunan province had a pain 
in his neck. An alternative-medicine guru prescribed eating raw frogs six times 
a day. Chen obediently started gulping them down, and had munched his way 
through 130 before he collapsed. Doctors found his body riddled with frog para- 
sites and Chen is now suing his guru. What I can’t understand is why anyone would 
think that having a pain in the neck could possi- 
bly be worse than having to eat 130 frogs. 

5. GUARD DOG: A security guard in Shekou 
district thought a woman was summoning him. 
He raced to her aid, but then discovered that she 
was merely calling her dog, whose name was 
Security Guard. He told the Information Times 
he planned to sue the woman for insulting his 
profession. If he loses the lawsuit, he will change 
career. Of course, the woman might change 
the dog’s name to Frivolous Lawsuit. 

One must applaud this new focus on human- 
interest tales. For far too long, China’s population 
has been presented as a single amorphous entity. 
It's good to be reminded that it’s actually made 
up of more than a billion individual, quirky 
human beings, with rights of their own. 

And if you want to buy one of your own, 
they're apparently cheaper in Beijing. = 
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BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales feer.com 
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| InReview 


NEW ERA: The seeds of 
China’s democracy lay in 
the death of Mao Zedong 

in 1976, writes Bruce 
Gilley. Here, Mao’s 
portrait is taken down 
after Foreign Ministry 
staff in Beijing moved to 

a new building in 1998. 


Books: CHINA 
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Predicting People Power 


In his new book, Bruce Gilley argues that the fall of the Communist Party in 
China is not a question of if but when, writes Richard Halloran 


BRUCE GILLEY’S PREDICTION that the advent of democ- 
racy in China is inevitable may be the most optimistic fore- 
cast about this troubled nation in recent years. Given the head- 
lines disclosing Beijing’s erosion of democratic rights in Hong 
Kong, despite the promise of “one country, two systems,” 
his book, China’s Democratic Future, could be greeted with a 
bit of scepticism. 

Gilley, a former correspondent for the Review and now a 
doctoral candidate at Princeton University in the United 
States, begins by noting, plausibly, that “it is impossible to 
hazard a guess as to the time when the long-awaited demo- 
cratic breakthrough will occur in China.” He surges ahead 
to make his case and concludes: “The inevitability of such a 
transition, however, seems plain.” 

In between, the author shows that he is no starry-eyed 
“panda hugger” in seeing nothing but promise in China. On 
the contrary, he asserts: “It remains a singular fact that 
the world’s biggest and one of its most dynamic and cul- 
turally rich societies continues to be ruled by a corrupt 
and repressive dictatorship.” 

In the next breath, he says: “Yet the balance of power for 
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and against the CCP [Chinese Communist Party] has shifted. 
This shift will likely bring an end to its rule in the early decades 
of this century.” Gilley says that the death of the revolution- 
ary leader, Mao Zedong, in 1976 “marked the reversal of the 
dictatorship’s high tide in China.” However, Deng Xiaop- 
ing, who took the leadership two years later, “had no inten- 
tion of launching a process in which the CCP would even- 
tually have to compete for power with other parties.” 

Even so, Deng set in motion the forces that Gilley believes 
will lead to democracy, albeit a democracy with Chinese char- 
acteristics. That force was economic reform, with all its fits 
and starts and internal contradictions. “Economic change is 
the bedrock of the supply-side revolution in China,” he writes. 

“The resources created by economic reform have empow- 
ered society, creating powerful agitators for change,” the 
author contends. “The impact is slowly making its presence 
felt in the political realm.” 

There, Gilley says, “the failing belief in the CCP’s god-sent 
right to rule and the rise of internal pluralism are fateful 
changes.” He points to village elections showing “the effec- 
tiveness of democracy in improving governance.” As this >> 
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century began, about half the nation’s 730,000 villages had 
formed elected village committees. Parallel to that has been 
the “growing muscularity of local people’s congresses.” A 5X 

congress in Shenyang “rejected the annual report of the local Y S Ad T P A. 
court in 2001, complaining of corruption.” In Wuxi, the 
city congress stripped the local government of power in envi- 
ronmental protection because party officials ran the most 
polluting businesses. 

Gilley foresees two ways the CCP could be driven from 
power: "It can be overthrown by protest leaders riding on 
the wave of unrest or it can be 'extricated' from office by 
reformers within its own ranks." He opts for 
extrication as the more likely. 

Extrication, however, will be risky. “We can 
expect the CCP to pull out all the stops to save 
its reign," Gilley says. In what he calls "last 
ditchism," the party might order an attack 
on Taiwan, to which China has laid claim since 
the communists came to power in 1949. 
"Such a move would allow the government 
to impose martial law . . . making the crush- 
ing of protest easier" and enhancing the CCP's — [ China's Demo- 
political legitimacy. cratic Future: 

"An unprovoked attack on Taiwan," the A^ im ibs 4 
author says, ^would almost certainly bring the Viro it Will 
U.S. and its allies to the island's rescue.” There Lead ] by Bruce 
is every evidence in Washington and at the U.S. Gilley. Columbia 
Pacific Command headquarters in Hawaiithat University Press. 
Gilley is correct, though many Chinese mili- MTM 





EXECUTIVE 
DIRECTOR 


The ASEAN Foundation, a non-profit intergovernmental |. 
organization based in Jakarta, Indonesia was established 
by the ASEAN Foreign Ministers in fulfilment of a decision 
by the ASEAN Heads of Government in 1997. It has been 
tasked to lead a human resources development effort to 
help the peoples of ASEAN realise their full potential 
and contribute to the progress of the region. 





ASEAN FOUNDATION 





FUNCTIONS 


The Executive Director shall represent the Foundation in 
all administrative and operational matters; initiate plans, 
manage their implementation, monitoring and evaluation | 
as well as raise funds for the programmes and projects; 
and perform such other functions and responsibilities ' 
entrusted by the Board of Trustess and Council of Advisers. 


tary leaders and strategic thinkers unfortunately profess not to 
believe it. Of such miscalculations are wars made. 

However, Gilley argues, “even if the CCP wanted war, it is 
unlikely that the PLA [People’s Liberation Army] would oblige. 
Top officers would see the disastrous implications of attack- 
ing Taiwan.” Indeed, Gilley asserts throughout his book 
that the PLA has withdrawn from politics and would not 
step in to prevent a transition. 

Gilley’s contention that the PLA has torn loose from its 
heritage and has lost political or economic clout is at odds with 
widely accepted intelligence in the Western world and is a 
striking flaw in an otherwise cogently argued book. The car- 
nage—some say massacre—at Tiananmen in 1989, the 500 
missiles in Fujian aimed at Taiwan, the obeisance that CCP 
leaders regularly pay to the PLA, and steadily increasing 
military budgets attest to an institution with real muscle. 

Another flaw, this one editorial, is the author’s academic 
habit of relegating his sources to endnotes instead of identi- 
fying in the narrative who is saying what. Even prominent 
scholars like Samuel Huntington, Zbigniew Brzezinski and 
Robert Scalapino are shunted to the back of the book. 

Despite those blemishes, China’s Democratic Future 
evinces careful research, clear writing, and a deep knowl- 
edge of China. Gilley himself explains that, within China 
and without, watching the end of dynasties over the cen- 
turies has become “a fine art.” His work is worthy of the best 
in Chinese geomancy. & 

Richard Halloran writes from Honolulu 
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The Executive Director has to be a national of an ASEAN 
Member State. He/She should have a degree in an 
appropriate discipline; with 15 years of professional 
experience, at least 10 of which have been at a senior 
level; with proven skills in leadership, administration, 
executive management and planning; has the necessary 
and relevant knowledge of ASEAN and diplomatic 
practices; fluency in English; and with good experience in 
fund-raising. 


It would also be very helpful for the Executive Director to have 
an established and good working relationship with governments 
of ASEAN member and non-member countries, international 
and regional bodies, aide agencies, relevant non-governmental 
organisations, senior management in private sector corporations, 
as well as influential people in various foundations and 
philanthropic organizations. 


The post will be for a non-renewable three-year term. 


Send your full curriculum vitae and photograph, clearly marked 
Post AF/2004/ED to the address below: 


C 


ASEAN Foundation j 
JI. Sam Ratulangi No. 2 Jakarta 10350 Indonesia ` 


or to recruitment@aseanfoundation.org 
Closing date: 17 July 2004 


wor >a? 


For more information about the ASEAN Foundation, 
please visit our website: 


www.aseanfoundation.org 
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Ec University of 
BRISTOL 


Professor of East Asian Studies 
Professorial Grade Salary 


The University of Bristol is seeking to appoint an outstanding scholar with an international reputation in the field of modern and 
contemporary East Asian Studies. The person appointed to this new position will join the vibrant, research-intensive environment 
of Bristol University and play a key role in the development of the newly established Centre for East Asian Studies. The Centre is 
a major cross-faculty university initiative which will be at the core of Bristol's ambitions to be at the forefront of academic and policy 
engagement with this dynamic part of the world. 


The Chair is the first of three new senior appointments to the Centre and the person appointed to the Chair is expected to be 
involved in these subsequent appointments and may become the first full time Director. Applications are invited from suitably 
qualified candidates across the full range of social science and arts disciplines. 


Informal enquiries can be made to Dr Robert Bickers, telephone: +44 (0) 117 928 7930, e-mail: Robert.Bickers@bristol.ac.uk or 
Professor Ray Forrest, telephone: +44 (0) | 17 954 5580, e-mail: R.Forrest(Q)bristol.ac.uk 


Further details and an application form can be found at www.bristol.ac.uk/vacancies Alternatively you can 
telephone +44 (0) 117 954 6947, minicom +44 (0) 117 928 8894 or e-mail recruitment@bristol.ac.uk (stating postal 
address ONLY), quoting reference number 10302. 

The closing date for applications is 9.00am, 23 July 2004. 
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CEO CALL 


Managing Your Power 


Meet the man who’s charged with ensuring that Beijing stays lit up. To achieve that, 
Zhai Ruoyu keeps a tight grip on costs and constantly expands generating capacity 


As INDUSTRIAL demand booms and fuel prices 
spike upwards, China is facing another energy 
crunch this year, with summer blackouts expected 
in most provinces. Whether the capital Beijing can 
stay juiced up will depend in part on Zhai Ruoyu, 
chairman of independent Datang International 
Power Generation, who has turned investors on 
with his success in sating north China’s surging 
appetite for power. 

Datang provides 40% of the electricity to the 
Beijing area, which has suffered fewer blackouts 
than other regions in recent years. Preventing 
blackouts is Datang's top priority, Zhai tells the 
REVIEW, and over 30 years in the power busi- 
ness have taught him that “you must generate as 
much electricity as customers can use, and sup- 
ply and demand must be in perfect balance” to 
keep the lights on. 

Much of the problem for China’s power indus- 
try is the availability of thermal coal, which, for 
Datang, makes up 60% of the cost of generating 
electricity. While coal production in the first four 
months of this year surged nearly 18% year on year, 
railway bottlenecks have sent coal stocks plum- 
meting to 20-year lows, state media report. 
This has left most power plants with only a 
week’s supply on hand. 

To cut transport costs, Zhai has set up 
his power plants close to the coalfields 
of Shanxi and Inner Mongolia. He has 
also reached agreements with his 
coal suppliers to limit price fluc- 
tuations to within a few percentage 
points. By using more efficient 
machinery, Zhai has cut the amount 
of coal needed to supply each kilo- 
watt-hour of electricity from 376 
grams to 356 grams. To cut his 
reliance on coal, Zhai plans to 
increase the amount of electricity 
Datang gets from hydropower to 
25%, up from the current 20%. 

“Corporate competition, in 
the final analysis, is the compe- 
tition to control costs,” says Zhai. 
This is especially true in China’s 
energy sector, where the gov- 
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ernment still sets prices. While electricity consumption is fore- 
cast to grow by 12% this year, the government is planning to 
raise electricity prices for industrial consumers by an average 
of just 296. This not only distorts supply and demand, but 
also discourages consumers from conserving energy and 
investors from expanding generating capacity. 

But so far, Zhai's cost-cutting strategy appears to be work- 
ing. While China's energy output rose 15.3% last year, Datang’s 
increased by 2196. Datang's net profits and earnings per share 
in 2003 surged by 28.99% and 28.68% respectively. Zhai is 
aggressively pursuing growth and plans to double Datang's 
assets, installed-generation capacity, sales and profit by the end 

of the decade. And he's already ahead of schedule 
to meet these goals, he says. 

Helping to finance the growth are 
Datang's overseas listings. In 1997, three 
years after its establishment, Datang 

became the first Chinese company to 
list on the London Stock Exchange, 
and the first Chinese power company 
on the Hong Kong exchange. The 
two issues sold 1.4 billion shares and 
brought in some $450 million in cap- - 
ital. Datang also received approval in 
2001 to sell depositary receipts in the 
United States’ over-the-counter market. 
Datang can also tap the resources of its 
parent company, the vast China Datang 
Group Corp., of which Zhai is also 
the general manager. The parent 
company owns 43 subsidiaries in 

20 provinces, with assets worth 

$13.5 billion. It also holds a 35% 

controlling share of the listed firm. 

In person, Zhai's manner is as 
polished as his plush office over- 
looking Beijing's main financial 
street. Born in 1946, he has risen 
through the industry, managing a 
power plant, working in the Power Min- 
istry and serving as a member of parlia- 
ment. In recent years, Datang has garnered 
international awards for corporate gover- 
nance, financial management and investor 
relations. That might tempt him, if not for 
his sedate expression, to flash a thousand- 
kilowatt smile. ANTHONY KUHN 
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Your Vision, Our Future 


Fven in the rain, it shines. 
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CL imju:] 410 DIGITAL 


X 4-megapixel imaging with 3x optical zoom 
£ £ 
and sound recording in an all-weather metal body 


à Now available in a choice of colours! 


Photo opportunities come at unexpected moments. And in all kinds of weather. That's why our sleek new 
44 [mju:] 410 DIGITAL is so special. It's got 3x optical zoom to frame any sübject, in an elegant metal body 
that shrugs off any weather. Plus a new TruePic TURBO image processor for improved 4-megapixel image 
quality, Motion JPEG movie and sound recording, and a new semi-transmissive LCD monitor for easier 
viewing outdoors. The j£ [mju:] 410 DIGITAL. With innovation like this, you know it's an Olympus. 
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